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Circular HPS 6/200 
(2) Alternative measures to deal with units which, it has been satisfactorily established, are not likely to sell to affordable purchasers in current market conditions (see paragraphs 10 and 11). 
Evaluation of options and submission of proposals

3. An overall evaluation of options should be completed, if this has not already been done, to identify the most appropriate and effective approach to deal with unsold affordable housing. In this evaluation, all relevant options should be considered concurrently. A judgment should be made as to the most appropriate approach in relation to each unsold unit. Comprehensive measures should be implemented as quickly as possible, rather than taking a sequential approach to different options. The first priority is to identify those units most likely to sell and those unlikely to be sold in the foreseeable future, even with further or improved sales effort. This evaluation should also include any units expected to come into local authority possession this year (both unsold units subject to direct sales arrangements which may be transferred to local authorities and others to be completed during the year). It is essential that sales efforts be focused on developments with good prospects of sales. A list of factors that may be relevant are set out in Appendix 1, but housing authorities are best positioned to make decisions having regard to local circumstances. 

Effective sales action
4. Housing authorities that have not already done so are asked to review urgently their approach to marketing and sale of affordable housing to ensure that an effective marketing and sales effort is undertaken as soon as possible. Authorities should ensure that the sales effort is efficiently pursued in line with the enclosed document “Affordable Homes Sales Strategy” together with advice and guidance provided at the sales seminar on 26 February 2009 and through ongoing engagement with the AHP on marketing and sales. 

5. In order to maximise effectiveness in the marketing and sale of affordable housing it is essential that authorities immediately address any factors that might limit potential sales. In particular, given the need to address the issue urgently (as emphasised by local authority representatives in recent Action Plan meetings), it is essential that any authorities who have not yet done so should cease operating any restricted approaches to marketing and sales. This could include, for example, protracted offers and re-offers, the marketing of affordable units solely to people already on lists, prescriptive allocation-based schemes, or any other restrictive conditions or procedures that could narrow the potential pool of eligible buyers. Instead an open, market-focused system should be operated, whereby the availability of affordable housing is well publicised and anyone who may be eligible (whether or not currently on the local authority’s list) can come to viewings and place deposits, with emphasis on allowing maximum choice to the widest possible range of potential buyers. Any factors giving rise to delay in the processing of sales should also be eliminated as far as possible.
6. Those on affordable housing lists may be allowed priority viewing and booking. Eligibility for those not on a list who book can be assessed subsequently, and in the event of oversubscription, the scheme of priorities can be deployed at that stage. Expressions of interest from persons not eligible for affordable housing should also be noted in the event of possible sale subsequently on the open market. It may also be useful to provide local offices of participating mortgage lending institutions with lists of affordable properties on sale.
	Approval to use of affordable units under alternative options set out in paragraph 10 under will, normally, be conditional on the Department, in consultation with the AHP, being satisfied that the foregoing requirements have been complied with, particularly an open, comprehensive and efficient approach to marketing and sale, without restrictive conditions or protracted processes.


Local authority housing loans 

7. In the context of the stock of unsold units and relatively restricted availability of credit from commercial lending institutions, local authorities, including those who may have moved away from providing housing loans, should utilise fully their capacity to provide mortgages that, in certain areas, a proportion of affordable units are priced in excess of the existing local authority annuity loan limit. Accordingly, it has been decided to increase the limit on local authority annuity loans to €220,000. A credit policy is being developed to support prudent lending and consistency in approach to local authority mortgage lending, with objective assessment criteria and parameters being applied to minimise and manage risk. Regulations currently being prepared for early commencement will require that decisions on loan applications must be made having regard to the criteria set out in the credit policy, including relevant income limits. A separate circular will be issued on this matter.
Additional discounting
8. A number of local authorities have reduced the selling price of some affordable units using funds available to them e.g. from Part V financial contributions, clawback receipts (Part V or other) or withering levies. Where it is clear that particular units cannot be sold at current prices, but it is considered that there would be a good prospect of achieving an early sale through the provision of a reasonable additional discount, this option could be considered. Cross-subsidisation between units to achieve appropriate prices may also be an option in some instances. 
9. Provision of additional discount would need to be carefully evaluated, having regard to all relevant factors, including value for money and the local housing market.  Additional discount should only be applied in a very targeted manner and focused on areas where, having regard to factors such as the levels of activity in the main housing market in the area in question, there is a good prospect of sale to affordable purchasers with the addition of reasonable discount.  Affordable homes should not, however, be priced so as to attract buyers with incomes below levels at which house purchase is likely to be realistic or sustainable. Criteria which might be taken into account in considering further discounting are set out in Appendix 1. 
Alternative options to affordable sales
10. It is recognised that, in current circumstances, sale of affordable homes to eligible purchasers will not be possible in all cases.  Accordingly, where a local authority can demonstrate, arising from the evaluation at paragraph 3, that, having regard to experience to date and current market conditions, affordable units are unlikely to sell in the foreseeable future, the following options are open to consideration by local authorities, having regard to the principles of sustainable communities. 

a) Sale under the Incremental Purchase Scheme
Proposals to sell affordable properties under the incremental purchase scheme will be considered in the context of demonstration projects called for under Circular N17/08.  At present incremental purchase could only be considered for houses, as there is no legislative framework in place as yet for the sale of apartments. Specific information on the financial implications of selling affordable units under the incremental purchase scheme is set out in Appendix 2

b) Transfer of affordable units to RAS 
One of the options that local authorities may consider, where sale to persons eligible for affordable housing is not possible, is to transfer some of the unsold affordable stock to RAS for a fixed period of no more than 5 years.  This will be subject to the Department’s approval and should only be considered where there is a demand for RAS accommodation within the area and where the transfer of such properties will not have a significant adverse impact on the tenure mix of the area. Properties will be used to house RAS eligible households or households on local authority waiting lists that are also in receipt of rent supplement. In this regard households who are not 18 months on rent supplement but who have been assessed as having a long term housing need may be considered for accommodation under this option.  

It will be a condition of approval that the management and maintenance of these properties be assigned to a voluntary housing body (VHB) by way of a service agreement or that the management and maintenance services are provided under contract by a private body. Specific information on recoupment for these properties is set out in Appendix 2.

c) Use of affordable units for a period to accommodate social housing applicants
In certain circumstances the Department will consider allowing monies under the new leasing arrangements to be used to fund interest payments on unsold affordable properties where those properties are used to accommodate social housing applicants.  The use of such properties is subject to compliance with the terms for funding under the new leasing arrangements for social housing as set out in Circular N3/09, and to Department approval.  As with RAS, approval for such arrangements will be conditional upon the management and maintenance of these properties being assigned to a VHB by way of a service agreement or the management and maintenance being provided under contract by a private body.  It is not intended that affordable properties used to accommodate social housing applicants under such an arrangement would, by default, become permanent social housing.  Therefore service agreements that are entered into by the authority with either the private or voluntary sector will be for no longer than 5 years. After this time, the local authority must review the use of the property under the terms set out below. Specific information on recoupment for these properties is set out in appendix 2. As in the case of RAS, this option should only be considered where there is a demand for such accommodation within the area and that the tenure mix of the area is not adversely impacted.

11. In addition to the options set out in paragraph 10, some authorities may wish to consider using some unsold affordable stock to accommodate homeless households. It was announced in December 2008 that a new scheme to provide housing and supports for people who are in a position to move from homeless facilities to mainstream housing would be introduced. It is likely that some unsold affordable units would be suitable for use in this scheme and these should be identified, having regard to the profile of homelessness in the area, in the evaluation of options in accordance with this circular. Further details in relation to this option will be issued to housing authorities shortly. 
Properties no longer required for affordable housing or social housing 

12. While the first priority for local authorities will continue to be to sell affordable housing to eligible purchasers, the legislation (Section 96(11) of the Planning and Development Act 2000) provides that, where the authority becomes satisfied that the property is no longer required for the purposes of affordable housing or social housing, it may be used for another purpose connected with its functions or be sold on the open market. The latter course may be an option where interest is identified and subject to market circumstances. The units would have to be put on sale at the prevailing market price and the total proceeds accounted for and applied in accordance with section 96(12) of the 2000 Act. 
Future approach to affordable housing

13. The immediate priority is to address the issue of unsold affordable units that are on hands or in the pipeline. However, it is intended to undertake a wider review of the approach to affordable housing, having regard to the significant changes in the housing market and experience to date with the affordable housing schemes. In the interim, it would be advisable for local authorities who have not recently done so to undertake a review of their housing strategy to take account of the altered circumstances and likely developments. 
14. It remains open to authorities to continue to provide affordable units under the 1999 Affordable Housing Scheme where there is an identified need and the units can be sold at an affordable price relative to market value. However, the justification for providing additional affordable units would need to be very carefully considered in the context of the level of stock on hands and the general situation in the housing market.  In view of the severe budgetary constraints, availability of site subsidy to reduce the sale price of units under the 1999 scheme cannot be guaranteed. In any event subsidy for further developments will, in future, only be available where approved in advance. In addition, payment  of subsidy (both for any new developments and those already completed or under construction) will only be paid on confirmation of sale of units and only insofar as any funds available to a local authority (as referred to in paragraph 8) have been used to provide any necessary discounts.
15. Where Part V agreements are in place but the development has not been completed, local authorities should, in the context of the proposed transfer of units, be satisfied that the development will be completed in accordance with the planning permission and Part V agreement. This would include any provisions relating to phasing, particularly with a view to avoiding any undue “front loading” of Part V units, where appropriate provisions in this regard are specified in the planning permission or the Part V agreement. In the absence of specific provisions in the planning permission or the Part V agreement governing the timing of the transfer of affordable units, authorities could express a preference for the deferral of the transfer of these units pending the completion of the overall development. Local authorities should have regard to this issue and the issue of possible “front loading” of Part V units in negotiating future Part V agreements.
Approval of proposals, monitoring and further Information
16. Proposals on the use of alternative options under paragraph 10 will be subject to the approval of the Department’s Social Housing (Construction and Procurement) Section in the context of the authority’s overall social housing programme. As far as possible, local authorities should, where they are considering the use of these alternative options, bundle the properties in question into a single proposal detailing all the affordable units, that the authority are of the opinion are unlikely to sell and the various options that are proposed for each unit/development in the current year. This is in order to give the Department a more strategic view, when considering these proposals, of the actions being taken regarding affordable housing generally in the functional area of the authority. 
17. It is necessary to monitor the effect of action to address the issue of unsold units and the status of affordable housing stock over time. Progress will be kept under review and any adjustment of mechanisms to deal with the issue will be considered, if necessary. If a local authority contemplates using an option other than those referred to in this circular the Department should be consulted. The Affordable Homes Partnership (AHP), on behalf of local authorities and the Department, will establish and manage an online system to record data and information on affordable housing stock. Initially, local authorities who have not already done so are asked to complete the attached spread sheet and forward it to the AHP by 30 April 2009. This data will be loaded onto the online system, which will facilitate future updates.
Queries in relation to the options available to local authorities to deal with unsold affordable stock should be directed, in  the first instance, to Deirdre Kearney (01 8882188), Affordable Housing Unit, who will co-ordinate, as necessary, with other sections of the Department or the AHP.
Yours sincerely,
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Denis Conlan

Principal

Affordable Housing/Homeless Section

01 8882186
denis.conlan@environ.ie
Appendix 1

Factors to consider regarding potential for sale of affordable housing

· The main factor(s) inhibiting sale in particular developments, whether related to the overall housing market or the affordable sector, and the scope to address these and increase probability of sale.

· Length of time individual units are on sale – it is important to distinguish between those currently awaiting sale and those experiencing difficulty in selling.

· Sales levels for both affordable units and comparable units on the open market – are non-affordable units in the area selling? 

· Is the type or quality of the affordable development a factor in sales?

· Is the sale of affordable units reasonable and appropriate having regard to factors such as state of completion or occupancy of developments generally, particularly in case of apartment blocks where management fees are involved? 

· Price levels – if price is considered to be the main factor inhibiting sales, would further discounting be likely to result in early sales?
· Is inadequacy of credit inhibiting sale and would provision of increased local authority loans help to address this?

Criteria for targeted additional discount
· Discounts should not be applied to any units that are considered to have a good prospect of being sold at their existing price.

· There should be good evidence that price, rather than other factors, is the main factor inhibiting sale and that there is a good prospect that price reduction will result in sale. 

· The level of discount required should be determined, having already identified which units have good potential for sale and which units may need to be deployed otherwise e.g. Incremental Purchase, RAS, social housing. 
· Discounting should be considered only where there is an inadequate differential with comparable units on the open market. A discount relative to the open market price of comparable units of 15% as a minimum and ideally 20% would need to be achieved. However, additional discount should not be provided to bring the price of the affordable unit below 75% of current market value. 

· Local authorities must use realistic and up to date market values when assessing the level of discount appropriate.

· Discounting will need to be targeted so as to avoid unintended impacts on the wider housing market in the area. For example, discounting would be focused particularly on developments or areas where a significant proportion of private units are already sold.  Discounting should not be used if open market prices have fallen below the price of comparable affordable units. It is also important to ensure that affordable purchasers are not the main occupants of otherwise largely vacant buildings/estates.

· Prices should not be discounted below a price level that would be needed to make units affordable for the majority of households and prices should not be discounted to levels designed to attract buyers on incomes below a level considered realistic or sustainable for house purchase. Further guidance in this regard will be contained in the forthcoming credit policy.

· Further discounting may also be targeted to maintain a proportion of affordable house sales in areas where it is proposed that affordable houses be transferred to social housing (including transfers to RAS and units being used for a period to accommodate social housing applicants) in order to maintain a reasonable social mix in that area.

Appendix 2

General requirements for use of RAS or social leasing funding
In the context of the options of RAS or utilising social leasing funding, a balance should be maintained between use of the two options.  In this context, RAS accommodation must account for a minimum of 25% of all unsold affordable units used for social housing purposes.  It is very important that local authorities, when letting these dwellings, make households aware of the conditions under which the dwelling is being made available and that, in the future, the tenant may have to be moved to alternative accommodation.  At the same time, an offer of an affordable property under a RAS or leasing arrangement should be treated as a valid offer of social housing support to a household and a refusal of such an offer should be treated in the normal manner as a refusal of social housing in accordance with the terms of the authority’s scheme of letting priorities.  

Service Agreements or contracts for RAS and social leasing funding option
   In respect of service agreements (SA) or contracts with the private/voluntary sector for the management and maintenance of these units, agreements should be limited to a maximum of 5 years and where possible, a provision should be included within the SA which will allow the property to be restored to affordable housing status earlier in the event that the property should become vacant and the market has improved.  During the period of the SA or contract, the relevant body will be responsible for the day to day management and maintenance of the properties and will act as an agent on behalf of the authority.  In return, local authorities will make payment to the body under the terms of the SA.  In addition to payment in respect of management and maintenance, local authorities will be responsible for any service/management charges associated with the properties.  Local authorities in agreeing these terms should be guided by similar SAs currently in use for RAS or other maintenance and management arrangements that the authority may have entered into.  Local authorities should adhere to appropriate procurement procedures and ensure that a competitive tendering process is completed prior to engaging a body to provide management and maintenance services.  

Recoupment procedures

Incremental Purchase Arrangements

Selling the property under an incremental purchase arrangement has financial implications for the local authority in terms of being able to discharge the original HFA loans for these affordable properties.  Under an incremental purchase arrangement a proportion of the sale price of the property (40% - 60% of the all-in construction cost of the dwelling) will come from the purchaser, which is to be used solely to repay the HFA loan for the property.  Local authorities can source the remaining proportion of the sale price to repay the loan from their existing capital allocation, subject to the authority having sufficient funding available from within that allocation.

RAS arrangements

Recoupment in respect of these properties will be based on the standard RAS recoupment (i.e. the recoupment amount will be the same as the rent supplement amount that the tenant was in receipt of at the date of transfer to RAS).  The monies resulting from these RAS arrangements will assist authorities in meeting the interest charges arising from HFA loans on these properties.  Given the temporary nature of the arrangements, the designation of unsold affordable properties to RAS should not result in any change in the structure of the HFA borrowing/loan arrangements.

Temporary social rented accommodation arrangements 

Recoupment in respect of properties approved for use to accommodate social housing applicants using leasing funds will be based on the interest payment liable to the HFA on the loan.  Monies secured by the authority under these arrangements are to be used to assist in meeting these interest charges.  Authorities will need to fund costs in relation to the management and maintenance of these properties from their own resources.  In addition, given the temporary nature of the arrangements, the designation of unsold affordable properties to accommodate social housing applicants should not result in any change in the structure of the HFA borrowing/loan arrangements. As in the case of RAS, this option should only be considered where there is a demand for such accommodation within the area and the tenure mix of the area is not seriously adversely impacted.

Reviewing RAS and leasing arrangements

It is not intended that affordable properties used for RAS or to house social housing applicants using leasing funds would, by default, become social housing.  The intention is that, at the end of the 5 year period (or previous to this depending on the terms of the SLA), when a service agreement with a voluntary or private body comes to an end, local authorities must review the use of these properties.  At this time, in consideration of the prevailing market conditions and the principles of sustainable communities, local authorities will need to review arrangements and consider the following actions:

a) sell the property as affordable housing; 

b) sell the property under an incremental purchase arrangement;

c) take the property into social housing stock; or

d) obtain an extension to the RAS/leasing arrangement, which will       have to be renewed annually up to a maximum of a further 5 years; 
e) sell on the open market.

The Department acknowledges that local authorities will not be able to take all properties into stock or dispose of them through incremental purchase.  Therefore, at year 5, a more graduated programme to transfer stock may need to be adopted.  Approval and consultation will be required from the Department, prior to a local authority determining its best course of action. 

Like incremental purchase, taking affordable houses into social housing stock presents a financial issue for authorities in terms of repayment of the HFA loan.  Funding to take these affordable properties into social housing stock must be sourced from within an authorities existing capital allocation, again subject to the authority having sufficient funding available from within their allocation.[image: image2.bmp]
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Measures to Deal with Unsold Affordable Homes and Related Issues








Dear Director/Town Clerk





Affordable housing output and stock 


1. Output of affordable homes under the various affordable housing schemes was particularly strong in many areas in 2008 (provisional estimated outturn of over 4,500 homes). We would like to acknowledge the achievement by local authorities in responding to the targets set in the partnership agreement Towards 2016. Current market conditions relating to house purchase generally have inevitably impacted on the sale of affordable housing. Information from local authorities in the context of the recent Housing Action Plan meetings indicates that, notwithstanding significant levels of sales of affordable units in 2008, the stock on hands nationally was likely to be of the order of 3,700 units. While the majority of these can be sold to eligible purchasers, in the region of 1,800 are considered likely to prove difficult to sell in the current market. 





Measures to address unsold affordable housing


2. The Department is aware of the challenge posed to local authorities in selling affordable homes and that local authorities, particularly those with a high stock of unsold units, are pursuing measures to address this issue. In light of analysis carried out by the Affordable Homes Partnership (AHP) in a number of areas and engagement with local authorities, the Department, in conjunction with the Department of Finance has reviewed options to assist in that regard. Arising from this we are now recommending that local authorities should implement a strategy to address this issue as urgently and vigorously as possible, involving two main elements, as follows:





(1) Effective action to achieve early sale of units to eligible affordable home purchasers, with particular emphasis on pursuing a broadly-based and efficient approach to marketing and sales supported by availability of local authority loans to fund affordable home purchases. To assist in this, the limit for local authority loans is being increased to €220,000. (see paragraph 7). 











PAGE  
1

