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	Policy Committee – 21st May 2013 
STIMULATING THE CONSTRUCTION INDUSTRY IN CRAVEN
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Report of the Strategic Manager Planning and Regeneration
Ward(s) affected:
All
1. Purpose of Report 

1.1
This report reviews the current state of the construction industry in Craven, explores a range of options and makes recommendations for a number of measures to help stimulate the growth in the local construction industry.
2.
Recommendations
Members are recommended to:

2.1.
Agree in principle to reduce affordable housing target for a period of 24 months to 25% and actively welcome conversion into commuted sums if the applicant agrees to a condition that the houses are built within 24 months from the date of a new planning approval.

2.2
Increase the interim affordable housing threshold from the current level of 5 to 10 dwellings from 1st June 2013.
2.3
Agree in principle to establish a CDC shared equity scheme that uses commuted sums and other funding opportunities to build new houses on Craven District Council owned land. 

2.4 Agree in principle to use funding opportunities open to Craven District Council to build houses for private rent on CDC owned land.

2.5 Target the work of the Planning Enforcement Team on tackling buildings in disrepair using Section 215 orders.

3.
Background

3.1
The construction industry in Craven has experienced significant contraction in recent years with output falling by 2% since 2008 but employment has fallen by 19% (680 employees).  House building numbers have fluctuated in recent years with a peak in 2008 of 300 down to 87 in 2009.  

3.2
Of the 572 houses completed from 2009 to the present day, 253 of these were affordable (44%).  The impact of the HCA funding was significant in the period of the economic downturn as in 2010/11 81% of all houses built were affordable houses, up from only 10% in pre-recessionary 2008/9.  HCA funding is now much reduced and this is demonstrated by the fact that the number of affordable homes built in 2012/13 was 29, less than a third the number in 2010/11. 
3.3
There are currently 814 dwellings that have planning permission but have not started on site up from 443 in 2008 or an 84% increase.
3.4
The current national discussion about the poor viability of sites that have  Section 106 agreements made in better economic times is on the premise  that by reducing the level of affordable housing these sites will become more profitable and so will be developed.  The clear downside is that essential affordable housing for our residents will be lost and the situation that sees Craven with the lowest proportion of social rented housing in North Yorkshire will be further exasperated.

Table 1: Proportion of social rented housing as a percentage of all housing.

	
	Social Rented Housing (% of housing stock) 

	North Yorkshire 
	11.2

	Craven
	9.0

	Hambleton
	12.9

	Harrogate
	9.2

	Richmondshire
	10.8

	Ryedale
	12.8

	Scarborough
	12.5

	Selby
	12.0


4.
Reasons for Decline of the Construction Industry

4.1
Most and possibly all of the sites that currently have planning permissions are, on paper, financially viable but still the build rates have dropped in the last year as the construction of new homes that were sustained by HCA funded projects are no longer available.  The Council’s target for affordable housing on sites of 5 dwellings and above is 40%, is subject to financial viability. Where a developer claims the target is not viable (usually because of increasing costs or declining values) a financial appraisal is submitted and considered by the Council and the affordable housing target is reduced or waived entirely.  On larger sites the viability assessments are still proving that Craven can sustain an affordable housing target of 40%.  It is therefore unlikely that affordable housing requirements are the reason for the reduced build rate.

4.2
Many properties are not being built because local builders will only build once they have a purchaser and so tend to build out a site gradually.  On the other hand larger builders are not carrying out speculative building as they have no incentive to do so because they cannot guarantee that there will be sufficient purchasers and also they do not have the freedom from the banks to have large sums of capital tied up in unsold houses. 

4.3
This situation is further compounded because the public sector has pulled back on infrastructure schemes such as school refurbishments.

4.4
The Government are trying to stimulate the building of new homes by introducing a number of initiatives for those wishing to get a foot on the housing ladder. These initiatives are –

· FirstBuy 2 – Up to £280m to assist 16,500 first time buyers to purchase a new home before end of March 2014. Maximum household income of £60k will be applied with the maximum dwelling value of £280k. Excludes Section 106 sites. Eligible home purchasers will be offered an equity loan of up to 20% of purchase price with equal-match funding of up to 10% each from the Homes &Community Agency and the developer

· Help to Buy (Equity Loan) – New build only, minimum of 5% deposit required; government will lend up to 20% of the value of the property through an equity loan; purchaser will only need to secure up to 75% mortgage; scheme is available for 3 years from April 2013; maximum purchase price £600k.

· Help to Buy (Mortgage Guarantee) – New build and existing homes, minimum of 5% deposit; available for existing home owners as well as first time buyers; need to secure a mortgage for the purchase with government guarantee to encourage lenders to offer better access to low deposit mortgages; available for 3 years from January 2014; maximum purchase price £600k

5.
Options Assessment Craven District Council Policy Approaches

5.1
An internal officer group has met to discuss a wide range of ideas about how the construction industry could be given support to increase the level of output.  The group considered each of the ideas and in particular the pros and cons of each. 
Table 2 – List of Ideas to Stimulate the Construction Industry
	Idea
	Pro
	Con
	Comments

	Temporarily reduce affordable housing percentage to 20%
	Increase value of sites

Possibly borrow more from banks to develop site


	Reduce number of affordable homes by 50%.

Doesn’t aid the sale of any houses
	No guarantee it will have an impact.

It will increase long term value to land owners but not necessarily create a short term building growth.

	Temporarily stop affordable housing policy
	May increase number of planning applications.

Increase value of sites

Possibly borrow more from banks to develop site


	Reduce number of affordable homes by almost 100% 

Doesn’t aid the sale of any houses
	It will increase the land value and eventual profits but unsure that it will result in more building in near future.

	Remove the affordable housing site threshold of 5 and return to 15 
	Increase number of sites coming forward from local developers
	Lose potential to get affordable housing if they are viable
	All sites of 5 plus have a viability assessment but it might still a barrier to local builders who would rather sit on the site.

	Convert affordable housing into infrastructure funding
	Maintain value of site.

Increase funding available for infrastructure development


	Complete stop on affordable houses
	Appears to be contrary to the NPPF.

Assessment is underway through the development of the CIL.

	Reduce affordable housing percentage to 30% if built in next 24 months
	Strong incentive to increase number of houses built


	Loss of affordable houses

May be difficult to enforce such a condition
	Should provide a significant financial incentive but also result in increased build rates.  30% is low that it wouldn’t give much room for manoeuvre in further negotiations or when CIL is introduced.

	Convert affordable housing into commuted sums
	Perceived increase in value of sites (sums must be of ‘broadly equivalent value’)

Create a fund to buy/build affordable houses.
	Reduction in affordable houses

May not be sufficient to increase build rates 
	For some sites and developers this may be a strong incentive

	Change exception policy to allow all market housing
	Increase in applications.

May result in modest growth
	Increase number of houses against current policy and in some cases highly unpopular
	Could produce modest growth but would benefit local builders more.  Reinterpreting the policy rather than changing the policy should allow flexibility and also protecting against the worse cases.

	Relax agricultural dwelling policy 
	Small increase in number of houses
	Few problems but will need managing
	Could produce modest growth but would benefit local builders more.  Reinterpreting the policy rather than changing the policy should allow flexibility and also protecting against the worse cases.

	Remove live/work restrictions 
	People will be able to get mortgages to develop homes suitable for executives and home workers
	None
	Increasing trend that many people live and work in their home and so idea of a live-work housing may be outdated.

Currently difficult for people to  get a mortgage on a live work house

The NPPF may push policies in this direction.

	Convert affordable housing to private rented 
	May open up some sites  for private rented development by housing associations
	May not be funded from banks

Cash flow issues
	Government are in favour of this and are likely to introduce initiatives that further support this approach

	CDC buy enabling plots for private rented
	Increase number of houses built

Produce long term revenue stream
	Need up front funding
	Will directly build housing so guarantee an impact

	CDC form joint venture with an RP and other public bodies (i.e. Craven College)
	Significant increase number of houses built

Produce long term revenue stream

Brings expertise into the partnership
	Need up front funding

Possible legal delay in setting up body
	Will directly build housing so guarantee an impact

	CDC set up an equity share/shared ownership housing scheme
	Significant increase number of houses built

Produce long term revenue stream from rent charged on unsold equity.

No management
	Need up front funding

Possible legal delay in setting up body.
	Such a scheme will be classed as affordable and bring a long term revenue scheme in CDC and potential for capital uplift on eventual sale.

	Convert plots to self-build plots
	Increase in build rate

Increase planning applications
	Greater diversity of house types
	Would need to support through planning and possible promotional support to the self-build sector

	Relax barn conversion policy
	Increase in applications.

May result in modest growth
	Increase number of houses against current policy and in some cases highly unpopular
	A more relaxed interpretation of policy could be introduced immediately

	Enterprise growth – South Skipton
	Unlock other sites in Skipton

Large scale build
	If a supermarket is necessary it is unsure what the impact on the town centre will be 
	Will need members to approve the planning application when is submitted in summer 2013

	Infrastructure development
	Support wide range of local builders
	Shortage of public sector funds
	CDC by the end of 2013/14 will have approx. £590k of unallocated funds that can support infrastructure to meet the aims of the Council Plan

	Active planning enforcement against buildings in disrepair
	Increase in repair jobs
	Team not focusing on planning breaches
	The team could focus on imposing Section 215 orders on owners of buildings in serious disrepair

This could be introduced immediately.

	
	
	
	


6.
Conclusions
6.1
After considering all of the above ideas we conclude that if there is a strong incentive to accelerate the build rate there will also need to be a strong disincentive if they do not build.  Therefore if the affordable housing rate is to be reduced then it will have to be time limited or else the likelihood is that the developers will land bank a more valuable piece of land.  More work needs to be carried out to conclude issues around the monitoring and enforcement of such an approach.  If applicants do not wish to agree to this condition then their affordable housing target will remain at 40%.  Leeds City Council has introduced a revised approach in February 2011 which they believe has resulted in both an increase in the number of completed market and affordable houses than without the reduction in affordable housing targets.  The Leeds approach reduced the implementation time to 24 months but it does not seek houses to be completed.  
6.2
There is anecdotal evidence that the change from an affordable housing threshold of 15 down to 5 has resulted in some local developers not wishing to bring viable sites forward in the current climate.  The reduction in the threshold has certainly seen an increase in the number of affordable houses approved through planning which would not have been achieved before but to move the threshold to 10 would produce an incentive and a signal to the market to encourage development.

6.3
The more direct interventions of Craven DC  either alone or with partners to build homes for private rent or as part of a shared equity scheme will increase the build rate but also start to develop essential long term revenue streams into the Council.  The shared equity scheme, although more complex, has the advantage of building more houses and so spread any risk but we can also use commuted sums so we can create a significant pot of funding that does not require CDC capital funding and still create a strong revenue stream.  DCLG have confirmed that a local authority can own up to 50 houses without becoming a housing authority and we are aware of other councils that are developing this approach including Norwich City Council.
6.4
Actions such as shifting the focus of the Enforcement Team can be done quickly and although the impacts may be modest they will be relatively quick and specifically support local businesses.  The penalties of a S215 Notice are limited but evidence is that they are sufficient to encourage owners to improve their land or buildings.
7.
Recommended Approach
7.1
After considering all of the ideas in Table 2 we recommend taking five approaches at the same time to address different aspects of the barriers to greater activity in the construction industry.

1. General approach – reduce affordable housing target to 25% and actively welcome conversion into commuted sums if the applicant agrees to a condition that the houses are built in the 24 months from the date for a new planning approval.
Rationale – By allowing a time limited reduction of the proportion of affordable housing to 25% it gives both a financial incentive and a threat that the proportion will rise if they do not complete the build.  Without making the change time limited the result is likely to be that the developer will continue to sit on the site and wait for market conditions to change and then take the drop in the proportion of affordable housing as extra profit.  The offer to convert on site affordable housing provision to a commuted sum will be attractive to some developers as they perceive it will add value to their site.  If this approach is accepted it will be subject to a further report to the Policy Committee.

2 Increase the threshold for affordable housing from 5 to 10 dwellings.
Rationale – by increasing the affordable housing threshold from 5 to 10 it will increase the profitability of small sites across Craven and therefore it may increase the likelihood that they will be brought forward and subsequently developed.
3 Establish a CDC shared equity scheme that uses commuted sums and other funding opportunities to build new houses and CDC retains part ownership 

Rationale – a direct and immediate way to kick-start some stalled sites would be for Craven DC to build properties for a shared equity scheme which recycles the capital return to reinvest in additional housing development so that our money goes further and builds more houses and also that we develop a long term revenue stream.  The houses would be classed as affordable and so commuted sums could be used.  In addition the houses will attract additional New Homes Bonus.  One variation could be to form a joint venture with a registered provider and other public sector organisations with underutilised reserves.  CDC has £600k of commuted sums in the pipeline that could, in part, be used for this activity.  If this approach is accepted it will be subject to a further report to the Policy Committee.

4 To use funding opportunities to build houses for private rent on CDC owned land.

Rationale - another option is the use of funding such as New Homes Bonus or commuted sums to build houses for private rent in order to directly increase the build rate and also to establish stronger long term income streams.  If this approach is accepted it will be subject to a further report to the Policy Committee.
5 To target the work of the Planning Enforcement Team on tackling buildings in disrepair

Rationale - the team could focus on imposing Section 215 orders on owners of buildings that are in serious disrepair so forcing these owners to employ local builders to carry out repairs.  The boost to the construction industry may be limited but it will benefit local builders which in turn will have a greater benefit to the local economy.  The shift in emphasis of the workload of the team would require a less resources on planning contraventions.  This change could be introduced immediately.  

Implications
8.1
Financial and Value for Money – There are no financial implications resulting from this report but if any of the recommendations are accepted then the financial implications will be dealt with in any subsequent reports. 

8.2
Legal Implications – There are no legal implications resulting from this report but if any of the recommendations are accepted then the legal implications will be dealt with in any subsequent reports.
8.3
Contribution to Corporate Priorities – All Council Plan priorities

8.4
Risk Management – There are no risk implications resulting from this report

8.5
Equality Impact Assessment - 
 

The Council’s Equality Impact Assessment Procedure is not appropriate at this stage but any further reports resulting from the recommendations will include an Equality \Impact assessment. 
9.
Access to Information: Background Documents –   None
10.
Appendices – 
None

11.
Author of the Report – David Smurthwaite, Strategic Manager Planning and Regeneration, dsmurthwaite@cravendc.gov.uk
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