Report author: Mark Denton
Tel: 07891 278062

- CITY COUNCIL

Report of: Director of Resources and Housing and Director of City Development
Report to: Executive Board
Date: 215t November 2018
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Summary of main issues

1. This report provides an update on the Council Housing New Build Programme, and
sets out proposals for the delivery of further new council housing across the City, in line
with Best Council Plan targets to increase the number of new affordable homes and to
support sustainable and inclusive growth.

2. It sets out recommendations and seeks the necessary approvals to enable the
programme to move forward at pace, including the use of council owned and acquired
sites which have been identified as suitable and currently available for housing
development. The report also sets out the size of the proposed programme and
available funding options including commitment of existing funding and additional
potential borrowing, and provides an outline of the proposed new schemes identified
for delivery.

Recommendations

Executive Board is asked to:

1. Approve the scope of the new council housing scheme proposals and approve the
use of the sites included at Table 1 for the delivery of new general needs council
housing for social rent, and delegate any decisions on disposal of council land /
acquisition of private land to facilitate these schemes to the Director of City
Development;



Approve the proposed investment in delivery of new social housing as part of the
Council Housing Growth Programme and support any bids for funding required;

Delegate the decision regarding the final funding mix for each housing scheme taken
forward to the Director of Resources and Housing;

Delegate authority to procure & award contract for each housing scheme to the
Director of Resources and Housing;

Note the position in relation to capital receipts arising from the inclusion of the
identified sites in the programme;

Agree that a further report on progress with delivery of the programme be brought to
Executive Board in 2019.
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Purpose of this report

This report provides an update on the Council Housing New Build Programme, and
sets out proposals for the delivery of further new council housing across the city, in
line with Best Council Plan targets to increase the number of new affordable homes
and to support sustainable and inclusive growth.

The report sets out the size of the proposed programme and available funding
options including commitment of existing funding and additional potential borrowing,
and provides an outline of the proposed new schemes identified for delivery.

Background information

The council delivers new council homes through the Housing Revenue Account
(HRA) and has sought to deliver a large scale programme of up to 1,000 affordable
homes. The council has successfully developed new homes for rent through a
variety of funding programmes and delivery approaches:

e 388 new homes delivered across 10 development sites via the housing PFI
scheme at Little London, Beeston Hill & Holbeck — 3.5 year delivery completed
in 2017 (capex value c£85 million).

e 116 other homes have been delivered at Railway Close (previously East Park
Road), Cardigan Green (former Lord Cardigan public house site), Plantation
(former Squinting Cat public house site), Garnets in Beeston, Broadleas in
Bramley, and 9 new homes completed so far on the former Whinmoor Pub site.

¢ In addition, 129 properties have been delivered by our £11m long term empties
programme.

e A further 13 homes are on site (former Whinmoor Pub site), and 87 are at pre-
planning/ design stage (the Beeches in Gipton; Nevilles in Osmondthorpe, and
Meynell Approach in Holbeck).

e Our first council extra care scheme of 45 homes for older people was built in
2016 at Wharfedale View in Yeadon. A further programme of extra care housing
will deliver a further 3 schemes and up to 200 new homes for older people,
taking the total delivery of affordable homes close to 1,000 homes. A detailed
report on the extra care housing programme will be submitted to Executive
Board in December 2018.

£18m of Right to Buy (RtB) receipts funding has also been committed since 2015
toward the delivery of 474 new affordable housing units through Registered Provider
and Third Sector schemes; 250 start on sites have been achieved to date.

Executive Board agreed a total programme of funding for the delivery of council and
affordable housing of around £108 million and the majority of this funding has now
been committed.

As at July 2018, the council had only £5 million of HRA borrowing headroom
remaining to support future activity, after allowing for the schemes in procurement.
This would have equated to around 40 further homes, based on indicative costs.

MHCLG announced a bidding round in July 2018 which offered eligible councils the
opportunity to bid for temporary additional HRA headroom from April 2019 to March
2022 to enable them to build more affordable, mixed tenure and social rented
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homes. Leeds City Council submitted bids in respect of 7 general needs housing
schemes in response to this bidding round.

Subsequently, on 30" October 2018, the Government abolished the cap on
borrowing within the HRA, rendering this bidding round redundant.

The removal of the HRA borrowing limit represents a significant opportunity for the
council to build its future generations of council homes at a scale and pace which
would not have previously been possible.

Main issues

Funding issues

Right to Buy (RtB) sales generate around £9 million p.a. in additional resources.
However, under existing legislation, only 30% of total scheme costs of new schemes
can be met using RtB receipts, and the receipts must be committed within 3 years of
being generated. This means that to spend all £9 million of our RtB receipts each
year we would require HRA headroom of £21 million p.a., giving a total programme
of £30 million p.a. (The alternative of using RtB receipts to fund Registered Providers
is also constrained due to their reliance on Homes England Grant funding, which
cannot currently be blended with RtB receipts, thereby making them reluctant to use
this source).

With funding of £30 million p.a. the council could deliver between 200-240 homes
p.a. but without the requisite amount of headroom to supplement the Right to Buy
receipts, the council was at risk of having to return unspent RtB money to central
government. Due to the HRA borrowing constraints that have been in place in recent
years and the impact this has had on our ability to build, the council is at particular
risk of losing some of its RtB credits in the next financial year as the majority of
spend for our proposed new schemes will not take place until the 2020/21 financial
year and beyond.

A recent consultation paper on the use of RtB receipts proposed some potential
changes in approach. The key points raised in the paper include:-

e Potential extension of time limit to 5 years (currently 3 years) to spend any
historic RtB receipts (3 year limit to remain for spending new receipts as
government believe we should have the experience to deliver going forward)

e Transfer of land from General Fund to HRA at zero cost (although the council
would have to consider potential impacts on its general fund capital receipts
programme)

e A definite emphasis on social rent over affordable rent

¢ Potentially allowing areas that need more social rent accommodation to use RtB
credits to fund up to 50% of scheme costs rather than the current maximum of
30%, and potential to also use Affordable Homes Programme Grant to fund the
remaining 50% (or up to 30% if affordable housing). At the moment we cannot
blend these two funding pots

e Some discussion around the use of the HRA with the Government suggesting
that, in general, social and affordable housing should be built and managed
within a local authority’s HRA so that residents’ rights are protected

e However, Government recognises that there are occasions where delivering
affordable housing through housing companies might be appropriate, such as
where the Housing Revenue Account cannot sustain new building, and is
seeking views on the use of Right to Buy receipts through these organisations.
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In addition to HRA resources and RTB receipts, the council also has an existing
allocation of around £7.5 million of Homes England (HE) Affordable Homes Grant
which it needs to commit by March 2021 to meet funding conditions.

Our HE grant allocations were secured at rates of between £22-35,000 per home.
Subsequently it has become apparent that grants at this level would not be sufficient
in terms of supporting the proposed schemes to be viable. For this reason, and also
in the context of pressure to spend our RtB receipts, the council has since taken the
decision to fund these schemes via RtB receipts instead of using our grant allocation
towards them, (i.e. where 30% of RtB was worth more than the grant income
offered).

We are in ongoing discussions with Homes England regarding negotiation around
improved grant levels for social rented housing and schemes using modern methods
of construction.

As summarised above, the council has been effective in delivering a significant
programme of housing in recent years through the HRA, support of Registered
Providers through RTB receipts, and via the brownfield land programme. Now that
the HRA borrowing cap has been lifted we can continue to build on, and expand our
housing growth programme in the coming years.

Council Housing New Build Programme— Phase 1 (2019 - 2022)

Following the announcement of the HRA bidding round in July, the council moved
quickly to identify a number of council owned sites which might be suitable for
development within the funding timescales, and also agreed terms to purchase a site
which was part council and part privately owned. MHCLG advised that the scheme
evaluation would focus on value for money and readiness to deliver, and the council
therefore determined which sites should be included in the programme on the basis
of readiness to deliver. The council has identified 7 new general housing schemes as
outlined in Table 1 below.

Table 1 — General Needs Housing Schemes

Ward area Site location Est. no. of homes
Gipton & Harehills Amberton Terrace 58
Killingbeck & Seacroft Tarnside Drive (inc Mardale Cres) 41
Temple Newsam Cartmell Drive South 115
Killingbeck & Seacroft Seacroft Crescent 34
Adel & Wharfedale Farrar Lane 47
Farnley & Wortley Oldfield Lane 50
Armley Heights Lane 13

Total 358

Prior to the recent abolition of the HRA borrowing cap, our ability to take these
schemes forward would have been dependent on a positive outcome from the
bidding round. However, the removal of the cap means that Local Authorities are
now able to borrow for housebuilding in accordance with the Prudential Code, and
the council is therefore now in a position to draw down the required borrowing to take
all of these schemes forward.
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The authority will act within the Prudential Code, and any further guidance from the
Secretary of State, to determine a Minimum Revenue Provision. The broad aim of a
prudent provision is to ensure that debt is repaid over a period that is reasonably
commensurate with that over which the capital expenditure provides benefits.

In total this programme will enable the council to deliver circa 358 new general
needs homes with a capital investment of around £55 million.

Each scheme will be funded via a combination of either RtB receipts or Homes
England (HE) grant plus HRA borrowing. The Council will determine the optimum
funding mix for each scheme subject to confirmation of what grant rates are available
from Homes England and whether these compare favourably to RtB funding.

The Council is already looking beyond this first phase, and will continue to
proactively seek further sites for development across the city, both council and
privately owned, in recognition of the continuing demand for new homes. The
Programme team is putting in place the structures and processes we will need to
enable us to build and grow a sustainable pipeline of suitable sites, schemes and
property acquisitions on an ongoing basis.

Site preparation and assessment

Desktop analysis, site surveys and intrusive site investigations have already been
completed on the majority of these new sites to de-risk the proposals and ensure the
scheme costs are realistic. Where required, demolition work will be undertaken to
enable intrusive surveys to be completed and the results will support the forthcoming
procurement exercise with contractors and support their design development work
and preparation for planning.

To help ensure smooth and timely transition through planning, we have also
implemented a range of initiatives to expedite design and ensure early compliance
with planning requirements, including developing initial capacity plans in consultation
with Planning and Highways to ensure the proposed schemes can be achieved
within the known site constraints, and commencing the planning pre-application
process for the schemes in September 2018.

Procurement and delivery approach

The council undertook a soft market testing exercise with a number of established
procurement frameworks in August 2018 to gauge market interest in delivering the
council’'s proposed programme. The exercise was sent out to Efficiency North, the
London Housing Consortium, Yorbuild 2 and Homes England’s Delivery Partner
Panel 3 (DPP3).

A strong response was received with nineteen contractors responding and
confirming their interest in helping the council to deliver its programme at pace over
the next 3-4 years. The majority of contractors also expressed support for the
council’s proposal to divide the programme into 3-4 separate lots for delivery, to help
ensure that delivery can be achieved within the desired timescales. A number of
contractors also confirmed their interest in using Modern Methods of Construction to
deliver the programme, taking into account cost and site constraints. Additional
market engagement sessions have been planned for early December to further
inform our procurement strategy.

The council will be ready to commence procurement of the schemes detailed in this
report in early 2019 with construction to complete by December 2021. The key
milestones anticipated at present are as follows:
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Procurement commences — Early 2019

Completion of procurement and selection of delivery partner — Autumn 2019
Completion of Design and Planning — Spring 2020

Commence Construction in 3-4 lots — Summer 2020

Construction complete (all schemes) — December 2021

Delivery routes and Local Housing Company option

At the time of the original HRA bidding round announcement in July 2018, the
council’'s assessment was that it was unlikely to receive the full funding it would
require to deliver its ambitions over the next 3 years. As a result, some initial
consideration was given to alternative delivery routes that would help the council
meet its ambitions. One of these potential delivery routes was for the council to
establish a Local Housing Company (LHC) to deliver new homes for rent.

A significant number of Local Authorities have established Local Housing Companies
over the last 5-10 years and these take a wide variety of formats and structures. The
key factors that need to be considered are:

The structure and governance of the company (whether the LHC would be
wholly owned by the council or we would be a minority partner or part of a
joint venture with others);

The purpose of the company. A number have been used to deliver home
ownership or regeneration objectives and others to simply deliver affordable
rented housing;

The sources of funding that the chosen LHC structure could benefit from.
Some can utilise grant funding from Homes England, in addition to borrowing
from the council’s general fund and operating outside the HRA. Under current
legislation a wholly owned housing company would be unable to access RtB
receipts. However a consultation paper issued by the Government during the
summer asked whether LHCs should also be able to use RtB receipts going
forward to deliver new homes;

Until the recent government announcement with respect to lifting the HRA
cap, another key advantage of an LHC would have been that it wouldn’t be
constrained by the funding cap as they operate outside the HRA. This has
now become less relevant since the cap has been abolished;

LHCs offer the potential to deliver new housing that would not be subject to
the right to buy- homes delivered by the LHC would not be new council
housing, but could still be used to offer higher degrees of tenure security than
the private sector.

3.21 Abolition of the HRA borrowing cap means that there appears to be less immediate
urgency to establish a Local Housing Company, as this is no longer required in order
to deliver the initial programme of new homes.

3.22

However, there may be merit in looking to establish a Local Housing Company in the
future, to give the council access to the widest range of potential delivery vehicles for
delivering on our housing aspirations, including giving us the option to deliver mixed
tenure housing where appropriate to complement social housing. This is currently
under review.
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Consultation and engagement

The council’'s Lead Members for Housing and Regeneration have been engaged and
are supportive of the proposed new housing schemes detailed in this report. In
addition we have also undertaken initial consultation with local elected members who
have confirmed their support for proposals in their area.

The proposals have been developed taking account of demand data discussed with
the council’s Housing Management Team to ensure they meet locally defined needs
in terms of tenure and unit sizes, and the estimated number of homes have been
developed through initial capacity studies in consultation with planning and Highways
colleagues.

Equality and diversity / cohesion and integration

An Equality, Diversity, Cohesion and Integration (EDCI) screening has been
completed to evaluate the potential impact of the delivery of the proposed new
general needs homes across the city on equality, diversity, cohesion and integration
as part of the wider Council Housing Growth Programme (CHGP).

The proposals reflect differences in need in relation to existing and predicted supply
of general needs housing across the city’s neighbourhoods and seek to facilitate an
increase in supply to meet current and predicted localised gaps in provision. A copy
of the EDCI screening document is attached for reference at Appendix 1.

Council policies and Best Council Plan

Housing has been identified as one of the Best City priorities and this programme will
directly support the following priorities:

e Housing of the right quality, type, tenure and affordability in the right places;

¢ Minimising homelessness through a greater focus on prevention;

¢ Providing the right housing options to support older and vulnerable residents to
remain active and independent; and

e Tackling fuel poverty.

The programme will also directly contribute to the achievement of a number of the
key performance indicators the council will use to measure success including:

e Growth in new homes in Leeds;

e Number of affordable homes delivered,

e Improved energy and thermal efficiency performance of houses; and

e Number of households in fuel poverty.

As well as enabling the council to build to meet its housing needs, such a significant
development programme will also contribute to delivering against our social value
charter aspirations via the creation of employment, skills and apprenticeship
opportunities within the city. A further report will be presented to Executive Board
setting out the detail of our housing proposals beyond the current 2019-22
programme in 2019.



4.4

4.4.1

Resources and value for money

Of the 7 new schemes, our current expectation is that 5 will be funded by a
combination of Right to Buy receipts plus additional HRA borrowing, and the
remaining 2 will be funded via a blend of Affordable Homes Grant funding from
Homes England and HRA borrowing. However this is subject to confirmation of the
available grant rates and how this compares to RtB, which can currently be used to
fund up to 30% of total scheme costs. Table 2 below summarises the indicative
overall funding for these schemes:

Table 2 — summary funding requirements

Total Scheme HRA Homes England Right to Buy
Cost £m Borrowing £m Grant £m Receipts £m

54.84 38.11 6.33 10.40

4.4.2

4.4.3

4.4.4

4.4.5

4.4.6

Taking account of the areas in which schemes will be delivered, and as part of our
overall strategy and our commitment to affordability, the council proposes to deliver
these schemes for social rent. This has financial implications but also forms part of
our business case justification for seeking the levels of grant support we need to
deliver the programme.

The average rents for existing general needs schemes in Leeds are shown in Table
3 below, and illustrate that average social rents are between £60 and £170 per week
cheaper than the affordable rents many Registered Providers and some Local
Authorities deliver at.

Table 3 — Average rent levels

Average Average Max affordable rent | Average
Dwelling type | Unit Cost Social Rent | (80% of market) Market Rent

2 Bed House /
Bungalow £141,385.26 | £74.61 £138.46 £173.08

3 Bed House /
Bungalow £150,357.56 | £79.80 £162.46 £203.08

Borrowing for the new schemes would typically be over three years with the principal
and interest repaid over thirty years at an assumed rate of 3%. Our financial viability
assessments show that the average payback period for these schemes based on
social rents would be c23 years. Further work will be undertaken through a sensitivity
analysis to examine potential interest rates and payback periods to ensure the
optimum position for the authority is secured.

Resources for delivery of the Council Housing Growth Programme have been
strengthened over the last 12 months or so and this means we are well placed to
deliver this ambitious programme of new homes. The multi-disciplinary team,
incorporating staff from Resources & Housing, Housing Management and City
Development staff have worked closely to develop these proposals and to ensure
that as much preparation work as possible is underway to assure the delivery of the
programme.

In relation to VIM, we have calculated the scheme cost estimates based on recent
experience on similar schemes, and based on our existing knowledge about the very
challenging sites we have available. Many require significant levels of remediation
and this has meant that our total average costs are in some cases higher than we
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would like. However, if we set aside these abnormal conditions and constraints on
individual sites, our unit costs are actually trending downwards whilst achieving
higher quality and meeting NDSS space standards.

Our proposed schemes will all be designed to the ‘Leeds Standard’ - our
commitment to a set of quality principles that will ensure the new council homes we
build will be designed in such a way as to deliver excellence under three themes;
Design Quality, Space Standards and Energy Efficiency Standards.

4.5 Capital Receipts Position

45.1

45.2

4.5.3

The council sets capital receipts targets to support the Medium Term Financial Plan
and enable the council to sustain core frontline services. As part of identifying
suitable sites for the bid, consideration has been given as to whether the available
sites have an existing expectation of a capital receipt through disposal.

The majority of the sites referenced above are not included in the Capital Receipts
Programme, but the proposals above would result in the removal of two sites from
the schedule of Capital Receipts that was approved by Executive Board in February
2018, representing a combined value of £100,000. However finance have confirmed
that whilst these sites have been identified as potential receipts in future years they
are not being relied upon to support the capital strategy to 2021/22.

The capital strategy is forecast to be cumulatively £6.1m in deficit at the end of
2021/22. To manage this it is likely some that ‘future years’ receipts will be brought
forward. The impact of removing these sites from the capital receipts list and taking
them forward for housing is therefore that the flexibility to do this will decrease by
£100k.

4.6 Legal implications, access to information, and call-in

4.6.1

The report is a key decision and is subject to call in as a report to Executive Board.

4.7 Risk management

4.7.1

4.7.2

4.7.3

The programme will be delivered using the council’s agreed project management
methodology and a programme risk log will be maintained and risks managed,
monitored and escalated through the governance process as necessary.

Delivery of the proposals set out in this report will contribute to mitigating one of the
council’s corporate risks around failure to meet additional housing supply targets and
the consequent lack of homes for people in Leeds.

An initial risk assessment for the programme has identified the following risks:

e Site conditions/abnormal site development costs escalate — a series of
surveys and intrusive site investigations are being undertaken to ensure that any
risks associated with site conditions can be priced and mitigated by contractors;

e Supplier capacity is inadequate to deliver to timescale — early market
engagement has identified that there is strong interest and appetite from a large
number of contractors to deliver the programme. The procurement strategy will
ensure a range of contractors are appointed to ensure delivery to programme,;

e Financial risk due to Right to Buy — there is a risk that some overhanging debt
might result from right to buy sales, but this can be mitigated through utilising the



5.1

5.2

5.3

5.4

6.

capital receipt resulting from the RtB to pay back debt. In the context of the
Government’s removal of the HRA cap and the likely volume of new council
development which would be expected to follow, the council will seek to lobby
Government for reform on this point.

Conclusions

The council worked quickly to respond to the Government’s initial HRA bid invitation
when it was issued in July 2018, identifying a number of sites for development and
commencing work to enable them to be delivered at pace.

The subsequent removal of the HRA cap means that the council can now progress
these schemes and also start to plan ahead for a significant ongoing programme of
much needed new housing in the city.

Through the proposals outlined in this report, the council will be able to deliver one of
its most ambitious council housing growth programmes over the next 3 years.

The housing schemes detailed in this report represent the first phase of the council’s
new build housing plans. Looking ahead, the intention is to continue to deliver at
volume and at pace, with an aspiration to deliver c300 new council homes per year
on an ongoing basis.

Recommendations

Executive Board is asked to:

1.

Approve the scope of the council’s new housing scheme proposals and approve the
use of the sites included at Table 1 for the delivery of new general needs council
housing for social rent, and delegate any decisions on disposal of council land /
acquisition of private land to facilitate these schemes to the Director of City
Development;

Approve the proposed investment in delivery of new social housing as part of the
Council Housing Growth Programme and support any bids for funding required;

Delegate the decision regarding the final funding mix for each housing scheme taken
forward to the Director of Resources and Housing;

Delegate authority to procure & award contract for each housing scheme to the
Director of Resources and Housing;

Note the position in relation to capital receipts arising from the inclusion of the
identified sites in the programme;

Agree that a further report on progress with delivery of the programme be brought to
Executive Board in 2019.

7. Background documents?

7.1

None

! The background documents listed in this section are available to download from the Council's website,
unless they contain confidential or exempt information. The list of background documents does not include
published works.



