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REPORT OF THE STRATEGIC DIRECTOR
ENVIRONMENT & COMMUNITY SAFETY

TO THE ASSISTANT MAYOR FOR HOUSING AND ENVIRONMENT
12th March 2013
TITLE:
 Lease and repair scheme for empty private sector properties
RECOMMENDATIONS:
That the Assistant Mayor for Housing and Environment authorises:
The introduction of a private sector lease and repair scheme

In consultation with Legal Services, to enter into leases with empty property owners (Annex 1), to enter into non-secure tenancy agreements (Annex 2) with tenants and a service level agreement with Salix Homes, or successor organisation, to perform the council’s responsibilities under both the leases and non-secure tenancy agreements (Annex 3)
A variation to be made to the management agreement between Salford City Council and Salix Homes, or successor organisation, to enable delivery of the empty property lease and repair scheme (Annex 4).
EXECUTIVE SUMMARY:
Long term empty homes are a wasted resource especially at a time when housing waiting lists are high, house building is slow and the availability of mortgage finance is restricted; all contributing to limiting housing supply. Properties left empty can attract vandalism, anti social behaviour and can easily deteriorate causing blight and loss of confidence to the local community which undermines regeneration investment. 

To help tackle this and to return empty properties back into occupation the council proposes to introduce a private sector lease and repair scheme, whereby the property owner agrees to lease an empty property to the council for an agreed term. Salix Homes will let the property to a tenant at an affordable rent (where affordable is determined by Local Housing Allowance rent levels).
The council takes full tenant nominations and the property owner is guaranteed a rental income over the full term of the lease including for any void periods. The letting and management of the properties will be undertaken by Salix Homes utilising their expertise resulting in improved tenancy management standards within the private rented sector. 

Properties in poor condition and in need of renovation may be eligible for Homes and Communities Agency (HCA) or Department for Communities and Local Government (DCLG) Empty Homes funding in the form of an interest free loan which is to be paid back to the council over the duration of the lease from the rental income generated. Empty property owners often identify lack of finance and inexperience of the private rented sector as the main reasons for properties remaining empty (questionnaire responses).
The private sector lease and repair scheme has potential benefits for all interested parties; the council in terms of the reduction in empty homes and generation of council tax and New Homes Bonus payments, Salix Homes as a new income generation stream, property owners as a source of interest free investment to maintain their asset and to tenants opening access to good quality affordable housing providing greater diversity in the housing market.
BACKGROUND DOCUMENTS:
Salix Homes repairs handbook, Landlord   Accreditation Scheme code of standards, Homes and Communities Agency empty homes funding guidance documents
KEY DECISION:    No
DETAILS:
1.0
Overview of the Lease
1.1
Long term empty properties (those empty in excess of 6 months) of a type and in a location for which there is a demand will be considered for the lease and repair scheme. Salford City Council may enter into a lease with a property owner to lease a property for up to five years. The Council takes full tenancy nomination rights and delegates the allocations process to Salix Homes who will have primary regard to Salford City Council’s Housing Options policy, for the duration of the lease. 

1.2
The property is let on a non-secure tenancy (in accordance with schedule 1 of the Housing Act 1985), normally, the law expects a local authority to grant secure tenancies. However, in this case the Council is making use of the exception in paragraph 6, Schedule 1, Housing Act 1985 which states that tenancies in dwellings leased to a Council on a short term basis are not secure tenancies. They cannot be assured tenancies because of the 1988 Act, so they become non-secure tenancies.
1.3
Salix Homes, or successor organisation, will be appointed as managing agent to provide a full housing management service not only for the term of each tenancy but also for the full term of the lease. The management service includes for a full reference check, inventory, moving the tenant in, tenancy management, rent collection, dealing with disputes to moving the tenant out.  Salix Homes will provide rent accounts, rent deductions, loan deductions and ensure the property owner receives the balance of the rent due.
1.4
As part of the lease, the rent due would be guaranteed to the property owner for the duration of the Lease regardless of any void periods or rent loss that may occur. Salix Homes have calculated the potential risk factors within the management service fee payable by the property owner. Repairing obligations remain with the landlord under the terms of the lease.
1.5
All property will be advertised on Salford Homes Search and tenanted in accordance with Salix Homes’ application process, having primary regard to Salford City Council’s Housing Options policy.  All tenants will be signed up on a non-secure tenancy. 

2.0
Overview of the repairing element
2.1
The empty property team at Salford City Council, as part of a wider AGMA level bid, were successful in winning funding from both the Homes and Community Agency’s (HCA) Empty Homes Programme round 1 and Department for Communities and Local Government (DCLG) Clusters of Empty Homes Programme round 2. The repair element will be funded from within the funding allocations.

2.2
Access to both these sources of funding is on the condition that properties are leased to the Council and let in accordance with Salix Homes’ application process, having primary regard to Salford City Council’s Housing Options policy.  Any funding accessed in the form of an interest free loan is then repaid back to the Council from the rental income due. A property owner cannot be in receipt of both sources of funding for the same property.

2.3
Round 1 HCA Empty Homes Programme

Under the scheme, empty property owners who have a property located anywhere in the city which have been empty for longer than six months can apply for an interest free loan. The loan is to finance refurbishment work up to a maximum of £10,000 per property and will be repaid to the Council over the term of the lease. The property will be returned to the market at an affordable rent level (affordable in terms of funding being Local Housing Allowance rates).
2.4
Round 2 DCLG Clusters of Empty Homes Programme
Under the scheme, empty property owners who have a property located within one of the six clusters throughout the city which had been empty for longer than six months can apply for an interest free loan. Cluster areas have been identified as having high concentrations of empty homes.  The loan is to finance refurbishment work up to a maximum of £10,000 per property and is intended to be match funded by the property owner (e.g. £20k refurbishment = £10k loan + £10k owner contribution). The loan will be repaid to the Council over the term of the lease by monthly deductions from rent.
2.5
The funding arrangements for Round 1

A draft contact has been received by AGMA from the HCA for Round 1 funding arrangements: confirmation of Salford’s funding allocation (£650k) to be sent out shortly. Draw down arrangements agreed on practical completion basis, funding is capital spend with approximately £560k of the allocation to be set aside for repair and lease properties.

2.6
The funding arrangements for Round 2


An ‘offer letter’ to the 4 local authorities successful in Round 2 has been received confirming £1,681,945 funding allocation. This is a two year programme with all funding to be committed by March 2014, the first tranche of money has been received by GMCA. Draw down arrangements agreed on practical completion basis, funding is capital spend with approximately £1m of the allocation to be set aside for repair and lease properties.
2.7
Project management will include site supervision to maintain quality control and value for money. A minimum of three quotes from nominated contractors will be taken for each property.  On completion of work all properties will meet the Landlord Accreditation Scheme standard as a minimum requirement. For letting purposes a property will also require adequate floor covering and a cooker. A project management fee may be charged for this service which will be factored into the loan.
2.8
The Empty Property team will be responsible for identifying and inspecting eligible properties. Officers will carry out a full HHSRS (Housing Health and Safety Rating System) inspection and compile a schedule of works to ensure a property is free from all hazards on completion of renovation works.
2.9
In addition, each property will be required to have valid safety certificates (gas safety, electrical report, Energy Performance Certificate) and confirmation from the owner that permission has been sought from their mortgage lender. Landlord buildings insurance with public liability cover will also be required.
3.0
Overview of Salix Homes management and fee
3.1
Salix Homes, or successor organisation, will provide a full housing management service on behalf of the City Council. This includes finding suitable tenants, who have been fully referenced, arranging viewings and dealing with complaints, home visits and re-letting. They will also take on full liability for void management and will guarantee the rent to the landlord over the lease period minus any deductions agreed.
3.2
For carrying out a full housing management function Salix Homes will charge a 25% fee for every property that is managed based on the relevant Local Housing Allowance rate at the time of entering into a lease. At current Local Housing Allowance (LHA) levels the following gross rental values could be achieved:
	Property Type
	LHA monthly April 2012
	Management Fee Monthly

	Shared
	£280.02
	£70.00

	1 bed
	£411.66
	£102.91

	2 bed
	£490.01
	£122.50

	3 bed
	£549.99
	£137.50


3.3
The lease and repair scheme therefore covers Salix Homes’ fees for housing management plus void loss and rent loss and has the potential to generate an annual income for Salix Homes.  As a result of the work undertaken by the Empty Property team in the development of the lease and repair documents, Salix Homes are now seeking to develop other letting models to be offered to property owners on a commercial basis, under the banner Salix Living.
3.4
Salix Homes will take possession of the property on completion of refurbishment work. The first rent payment to the property owner will be due monthly in arrears from the tenancy start date or 14 days after property handover whichever is soonest.

3.5
Salix Homes will take on liability for payment of rent due to the property owner monthly in arrears from the start of the lease or 14 days after handover whichever is soonest.  This will be stated within the lease.

4.0
Conclusion

4.1
The introduction of a private sector lease and repair scheme will provide a valuable tool to address empty properties across the city that would otherwise remain empty. This will increase housing supply at time of rising housing need. 

4.2

Satisfactory arrangements have been put in place in consultation with Legal Services for delivery of the scheme and for Salix Homes, or successor organisation, to act as managing agent on behalf on the council. By virtue of the Service Level Agreement, the council’s obligations under the lease transfer to Salix Homes.   
4.3
Salix Homes has the capacity, experience and expertise to provide a professional managing agent service to the private sector for delivery of this scheme. This will provide reassurance to empty property owners which will be given a professional high quality service.
4.4
Tenants will be confident they are accessing good quality accommodation in the private rented sector, improving tenancy sustainment giving wider community benefits. The scheme will introduce greater diversity and choice to both residents on the housing waiting list and home seekers in general.
KEY COUNCIL POLICIES:  Housing Strategy, Private Sector Housing Strategy. Crime and Disorder reduction partnership. 
COMMUNITY IMPACT ASSESSMENT AND IMPLICATIONS: 
Lettings will be undertaken in accordance with the City Council’s Housing Allocations policy which has been subject to a full Equality assessment.
ASSESSMENT OF RISK:   Low
Three elements of risk have been identified in terms of management, capital and reputational.
Management – the revenue risk associated voids etc is carried by Salix Homes who have factored this financial risk into the management fee for the scheme.
Capital – the loan amount advanced to the property owner for the repair element is secured against their asset (the property) at all times.
Reputational – the city council plays a key role in the promotion and delivery of this scheme. Salix Homes is the public face of the scheme in its role of managing agent.
SOURCE OF FUNDING:  
Homes and Communities Agency Empty Homes Programme round 1
Homes and Communities Agency Clusters of Empty Homes Programme round 2.
LEGAL IMPLICATIONS:    Supplied by Anthony Clark      Tel:  0161-234 4219 
Legal Services have been involved throughout the development of this scheme and the proposed leasing agreements, with private sector property owners. Although certain reservations as to the validity of the scheme were ventilated, Counsel's advice has been obtained, and although risks have been identified in relation to secure/unsecured tenancies, the advice is favourable towards the scheme, as far as   current legislation and the case law is concerned.


Although I am aware that several Local Authorities have engaged in this type of scheme in recent years, there is very limited case law regarding any challenges towards such a scheme; and, in the absence of case law, there remains a degree of uncertainty as to how the Court would view cases arising from the operation of the scheme. 
FINANCIAL IMPLICATIONS:   Supplied by Janet Cross/Nigel Dickens 
Capital funding implications

Supplied by Janet Cross (Accountant) ext 2858/Chris Mee (Group Accountant) ext 0434

The capital works undertaken will be funded by grant funding received from the Homes and Communities Agency and the Department for Communities and local Government, drawn down on a quarterly basis in arrears via AGMA.

Revenue implications
Supplied by Stephen Bayley (Group Accountant) ext 2584

The main revenue risk concerns void properties, which will be borne by Salix Homes. This risk has been mitigated by Salix factoring this into the management fee that they will charge the property owner.

A reduction in the number of empty properties will increase the amount of council tax and New Homes Bonus payable to the Council.

OTHER DIRECTORATES CONSULTED:  Customer and Support Services, Salix Homes, Legal Services. 
CONTACT OFFICER:   Caren Green
 TEL. NO: 0161-793 2835
WARD(S) TO WHICH REPORT RELATE(S):    City Wide
