G15 Development Directors Group

Response to Future Investment Approaches discussion paper  - September 2006

This submission is from the G15 Development Directors Group.

The responses follow the headings and the numbered questions in the discussion paper.

Meeting the Challenge -

Q1 
How far will such assessment help the HC achieve the efficiency gains we are seeking? If not what further assessment would/might?

· Rigorous assessment of partners is supported providing it takes proper account of quality & performance as well as cost. This should help to continue the efficiency gains already being made by concentrating funding on organisations with appropriate experience, capacity, resources & skills.

· The Value for Grant comparator currently apportions 50% to cost, 30% to quality and 20% to time. We believe this undervalues quality given the long-term interest in standards and low cost in use of social rented property. The 20% weighting for time (given 10% is allocated to speed) potentially encourages organisations to seek funding late in the development process rather than supporting speed of production. 

· We would like to see the weighting at 50% quality, 40% cost & 10% time with most of the time factor related to predictability.

· Grant as a proportion of cost should continue to be a factor in considering efficiency in high value areas, not just low grant levels. In respect of SO the key consideration should be affordability to the target group, otherwise low grant will just translate into high cost SO.

· The substantial investment by HA’s in community development also needs to be factored into the assessments.

Q2 
Are there specific changes or issues relating to current frameworks which would help organisations make better use of their financial capacity?

· Payment of grant at later stages in the programme has increased HA’s interest costs with limited on no compensating benefit elsewhere. Improving cash flow by paying grant earlier in the process should lead to direct savings, which can be reflected in reduced, grant requirements. 

· Grant paid later in the programme can also impact on security, reducing some HA’s ability to forward fund programmes. Earlier grant payments should help improve this position.

· Strategic policies to direct or prioritise public sector land disposals to affordable housing providers in the first instance would help overcome the current land supply and cost problems, which are key factors in restricting output at present.

Modernising Processes -

Q3 
Are there additional amendments we should consider?

· We support the review of HC processes, which became much more onerous and time consuming at the last bidding round. It is important to concentrate on a limited number of essential key indicators of good performance rather than the myriad of overlaid measurements and targets currently required. 

· The current requirements have led to “assessment overload” which is inefficient and costly.

· Proposed systems need to be properly considered and tested with users before introduction.

· In particular the Clients Charter process, which is a requirement of grant for HA’s, has become overly bureaucratic and restrictive in its interpretation. Many HA’s have now had to establish specialist posts which spend significant time managing the CCS system over and above business efficiency and improvement objectives pursued elsewhere in the organisation. The time spent on administering, submitting and negotiating this is now out of proportion to any benefits derived from the process.

· A clear and straightforward substitution process is essential to manage complex development programmes if targets are to be met. The current arrangements are too site/scheme specific to be effective across larger programmes. 

· Substitutions should meet the broad objectives for the whole programme agreed between providers and the HC. This should be measured over a longer timescale with regular reviews concentrating on meeting agreed outcomes for a given level of grant. This was understood to be a benefit of the original Programme Partnering process but was never realised.

· It is not clear how the HC balances cost against quality in the allocation process. If the first hurdle is qualitative but the second is cost the system rewards those who aim to only marginally exceed the required standards in order to qualify. Those who seek to meet aspirational standards will be at a disadvantage when costs are subsequently taken into account unless robust measures are in place to account for quality fully.

· The lead investor role struggles to operate effectively across HC regional (and sometimes sub-regional) boundaries. There needs to be a more strategic approach, consistency and joined up working than at present.

Q4 
What would you like to see in terms of feedback on bids?

· Clarification of the performance of the bids against the criteria and competing proposals so there can be clarity about what constitutes success and a better understanding of the outcomes.

· In particular it is unclear how the overall assessment of RSL’s, their strengths and their delivery performance is factored into decisions about individual bids. Can a more expensive bid on a comparable scheme from a high performing organisation be funded instead of a cheaper one from one with a doubtful delivery record? Is this purely a cost based decision once strategic programme priorities have been met? 

Q5
What can the sector offer as a result of these modifications? Can gains be quantified?

· The current system embeds inefficiencies. Modifications could streamline processes and aid clarity. 

· Some administrative savings should be able to be made but this is difficult to quantify at scheme level because the cost of development administration is a relatively small part of overall scheme costs. We would be happy to explore the potential for savings in this area.

· It should mean effort is concentrated on key priorities and the gains should be in improved bids, better value for money and higher quality schemes.

Q6
Are there other ways we can incentivise the benefits of deepened inter-organisational working?

· By ensuring high performing organisations that deliver quality outcomes receive the bulk of new investment.

Q7 
Are there changes to the framework of grant payments which would help your delivery and what would be the gains in cost & certainty?

· There have already been changes to the grant framework in recent years (mainly involving later grant payment by the HC) which have increased HA’s interest costs. Because this was during a period of low interest rates and due to the effect of other efficiencies, it has still been possible to reduce average grant costs.

· Earlier grant funding, particularly on land purchase, would reduce interest payments and could deliver direct savings against grant. For instance a £20m landbank would have holding costs in the order of £1m p.a. If grant equivalent to the land purchase costs were made available the saving on capitalised interest could be recycled into bids to reduce grant rates.

Q8
Do you agree that initiating pre-qualification in April is the best schedule?

· Yes, but the process of qualification needs to take full account of the strengths of the regulatory framework in which HA’s operate.

· Previously HA’s have been required to provide additional information in the interests of a level playing field with private sector developers. However it is clear such can never exist because the RSL sector is subject to much greater and more regular scrutiny via the HC’s regulatory role. 

· Pre-qualification requirements for HA’s should be limited to essential information which is not available elsewhere, and prioritise previous delivery performance.

Q9 
Do you support the introduction of each of these changes? In your view what benefits will be realised?

· We support proposals to retain the specialist route.

· We have no objection to unregistered bodies being given access to the specialist route. 
Regular Market Engagement -

Q10 
How can we ensure regular market engagement maximises your ability to make best use of land supply opportunities, and are there other actions we can take to facilitate this?

· We agree that the biennial allocations process should be maintained for the bulk of the programme.

· We welcome the proposals to allocate further sums to market opportunities that meet the programme criteria and would suggest these are reviewed quarterly.

· Criteria for quarterly market allocations need to be clear so that partners can be confident about securing opportunities between reviews.

Q11 
What can the sector offer as a result of regular market engagement? Can these gains be quantified?

· The main gain will be in efficient use of time & resources and a better fit of outputs with priority objectives. The current system means some opportunities are missed because there is uncertainty about availability of funding and the result is that fewer or less suitable options are available for the HC to manage its programme outputs.

· Where relevant earlier funding may mean savings in land holding costs, which could reduce capitalised development, costs, but this could only be quantified on a scheme-by-scheme basis.

· We would suggest average grant levels for comparable schemes in the area could be the starting point on new schemes to ensure the HC’s value for money is maintained. This level of clarity would be helpful in ensuring delivery of an expanded programme.

Longer term funding on strategic sites -

Q12 
What conditions should be placed on schemes and organisations eligible for longer-term funding?

· We welcome the opportunity for longer-term programmes of up to 5 years on strategic sites. We believe this will help secure delivery and enhance quality. However we recognise that its difficult to predict fixed costs over such a long period. Developers work on current costs & values and assume that increased values will at least cover any building cost increases.   A similar effect could be achieved by index linking grant rates. Subject to agreement on detailed implementation we believe this could be a sensible way forward.

· Where unregistered bodies are receiving grant direct and selling on allocations should be based on a partnership established at an early stage with named RSL’s and a specified price for the affordable units. 

· Arrangements where affordable homes are “auctioned” to the highest bidder during construction encourage minimalist compliance with quality standards and allow little input from long term owners/managers. Agreeing to share surpluses in these circumstances is likely to encourage this practice.

Q13 
Pre allocations for 06-08 were defined by RHB’s & in growth areas. Is this the right way to define strategic sites? Is there a definition you would prefer to use?

· RHB defined strategic sites will pick up most of the key opportunities in growth areas.  Outside of these areas and between bidding rounds there may well be emerging schemes on which funding commitments would be beneficial at an early stage to assist delivery.  It will be important to be able to respond to such local opportunities. Sub-regions could be given some role in identifying or updating these within criteria set by Regional Housing Boards.

Q14 
How can we ensure longer-term funding maximises your ability to take a strategic approach to land supply, and are there other actions we can take to facilitate this? 

· Longer term funding can achieve two objectives: -

(a) enable projects to be designed to meet higher quality and SDS standards from the outset, therefore reducing the need for compromises or waivers later in the development.

(b) there has always been more risk for RSL’s in not knowing whether or at what level there will be funding than when it will be available.  Much more active landbanking should result from confidence that agreed levels of grant funding will be made available even if the time-scale is not specified.

Q15 
What can the sector offer as a result of longer term funding? Can these gains be quantified?

· The key risk for RSL’s in landbanking is that the fall back position has to assume selling properties on the open market if grant funding is not made available. It requires different design, mix, space and specification standards to develop efficiently for sale, so the optimum design for most of the site is unlikely to meet SDS and HC quality criteria. If planning approval is achieved on this basis any redesign for affordable will involve compromise. 
The most effective solution is to design for affordable from the start. This is only likely to happen with clarity on grant funding early on.

· The gains from this process should be increased output, enhanced quality, fewer waivers, greater programme reliability and improved risk management.  Whilst it is reasonable to predict efficiency gains due to quality improvements at similar costs, it is difficult to see how cost can be reduced without losing many of the other benefits.

Partnership Plus -

Q16 
Are these the right criteria for Partnership Plus; are there other key criteria we have missed? What standards should be set within the criteria?

· A Partner Plus option would be welcomed by most actively developing RSL’s if it gives high performers greater flexibility to deliver the programme as suggested.

· Partnership Plus should be a positive way of recognising those organisations which go beyond pure compliance and seek to deliver additional standards and quality.  This should enable the Housing Corporation to invest in those performers they are confident will deliver better with more flexibility.

· It seems odd to propose that Partnership Plus organisations should be judged on the service delivery of another organisation to which it has passed on the properties, particularly when the latter is another RSL or a manager approved by the Housing Corporation.

Q17 
Are there other incentives to top performance we might consider?

· Flexibility on cross regional programme management, substitutions & delivery where partners work in more than one region.

· More certainty on grant for new schemes by agreeing area grant levels on a per person/unit basis by tenure type.

· Options to pilot new initiatives to test viability.

Q18 
What can the sector offer through Partnership Plus? Can these gains be quantified?

· Partnership Plus should be able to deliver more volume, quality and certainty. There may also be scope for cost savings but this is difficult to quantify at this stage.

Accountability -

Q19
For + Partners, how do we create a target framework within Regional Housing Strategy requirements, without compromising delivery agents freedom to manage a programme?

· Once programmes are established a limited number of KPI’s could be set in discussion with the programme Plus Partners.  These would be derived from the programme (largely as now) and include for example:-
(a)
Cash Spend by quarter.

(b)
Handovers by quarter.

(c)
Rent units delivered over the life of the programme.

(d)
Shared Ownership units delivered over the life of the programme.

(e)
Location by sub region.

Q20 
How frequently should +Partners report, over what period should they be held responsible for delivery, and what tolerances should be built in?

· Plus Partners could have more flexibility on some of these KPI’s than others during the course of the programme, providing the expectation was that the original programme or any agreed changes to it would be delivered at the end of the period.

· A clear and robust monitoring system, which allows for agreed changes and additions to the programme, should be reviewed regularly (say quarterly).

· A 20% tolerance on targets could be set initially.

New Ways to Invest -

Q21 
Are you interested in taking up each of these models?

· We believe various members of G15 and other major partners would be interested in some of the funding models suggested, although many will be robust enough to progress larger programmes independently given the revised frameworks proposed. 

· Equity Stakes can be a valuable way of securing an up-lift should the property be disposed of in the future, and could be particularly applicable on shared ownership.  However, this is more relevant with un-registered bodies, where future surpluses would otherwise be distributed as dividends, than in RSL’s where it is used for social purposes in line with wider Government objectives.

· It also needs to be recognised that SO on mixed tenure schemes is frequently used as a means of cross subsidising rented homes to help reduce the grant rate. Equity stakes taken by others will tend to push up grant on social rent units.

· Fixed term affordable housing has its limitations because of the obligation to re-house tenants who are still in housing need.  Applying the model to shared ownership with either forced or encouraged (by increased rents on un-purchased equity) staircasing, has the potential to create housing difficulties for individuals and families.  This approach may be best limited to specific strategic sites.

· Community land trusts are still in their infancy, but have the potential to be a helpful initiative on appropriate, mainly strategic, sites. On smaller sites set up costs can be disproportionate. 
Q22 
Have you been engaged in developing & delivering similar models, and what lessons might we learn?

· G15 members have been among those at the forefront of innovative housing and funding initiatives. This will be covered in individual submissions but examples are included in various G15 publications, such as Development Capital. HC regional offices will also be aware of examples.

Q23 
What other changes to the frameworks in which you work (e.g. planning) would help in effective delivery of these innovations.

· More robust and standardised S106 agreements are needed to ensure effective delivery of affordable housing. The position is slow, confused and very variable at present.

· The HC needs to be clearer with LA’s that funding in the area will suffer if planning and housing are not coordinated effectively. Many problems with delivery, particularly in London, are due to LA departments not acting together to deliver strategic objectives. The HC should be taking a more proactive role in using their influence to encourage and assist with this. Good practice (and poor performance) on LA enabling and delivery should be highlighted.

· Planning Departments are seeking increasingly substantial S106 contributions for such things as education. This includes the affordable housing units.  In most cases new affordable housing will be subject to local authority nominations of residents who are already living in the area, so this is generally not new provision, and school places are just being relocated within the borough.

· Our submission is that affordable housing should normally be exempt from contributing to S106 payments for local council services on the grounds that these are generally being provided to most affordable housing nominees already and it makes no sense to increase Central Government grant in order to cover them.

· The same principle should also apply if the current experiments with Roof Tax are introduced more widely.

· There is a current problem with delays on S9 consents.  Properties which are built for outright sale, frequently to cross-subsidise affordable homes, cannot be sold quickly because, once a purchaser is found, they can be held up for weeks waiting for consent. This is inefficient and expensive. Either a general consent should be issued or these units should be fast tracked.

· Similar examples of inappropriate regulatory requirements should be subject to consultation & review and the process modernised.

Q24
Are there any other models that the HC should be considering?

· To be covered in individual responses where appropriate.
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