

















which helps everyone along the route to find employment. Currently able to provide a tax-
free payment for training for young people in BME groups, but no funding for extending
this model for all young people.

NB: the Birmingham Public Sector Compact seeks to ring fence job opportunities so that
any young person is guaranteed at least an interview and being taken seriously.

St Basils: currently works only with young people within their services, other than
mentoring project and homelessness awareness work going into schools.

Work carried out at present includes:

. PATH WM — job search and CV building, basic skills

. Next Step Network — accredited guidance for young people wanting to get into
education or training, or higher education

. Connexions: work with NEETs aged 16-18 and NEETs who are teenage parents

. Lifeskills programme which is an accredited programme with City & Guilds and City
College, only available for a set number at present. St Basils shortly to be
accredited to be the provider, so can work with any of their service users, provides
life skills training on everything as part of keyworking, including money
management, work finding, literacy, employability, etc.

LSC: this is looking at bespoke provision for NEETs, not generalised, integrated
employment model with Jobcentre Plus and employers — work with adults is more
integrated than work with young people at present.

Family Housing Association (as an example of a housing association that has developed
links into work): Pertemps has seconded someone into Family to work on several
programmes:

. Getting lone parent tenants into work (excellent results)

. Work placements for tenants, and then anyone, in Family HA or its contractors and
suppliers

. Women in construction project

. A learning and employment housing association forum which is bidding for a large
pot from the Deprived Area Fund to provide a larger pool of placement
opportunities.

National policy objectives and emerging policy that the model would contribute to
and opportunities for resources to fund the support element

Raising Expectations: staying in education and training post-16: green paper (March 2007)
sets out plan for raising age for young people to leave education or training to 18 (on a
phased basis), with the expectation that opportunities will include work-based learning as
well as studies within schools and colleges; young people will be working towards
accredited qualifications, with a mix of practical and theoretical work; every young person
would be able to choose a route which suits them, with appropriate guidance; there would
be a much greater focus on gaining skills relevant to successful learning and future
employment, including thinking, problem-solving, team work, communication, and other
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personal development skills; training providers expect this to include financial literacy and
skills for independence as well as employability, and to widen the curriculum available to
school children at a younger age. The Educational Maintenance Award would be extended
to ensure that all 16-18-year-olds would be able to participate.
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Appendix 4 - financial and technical commentary — core modelling assumptions
and outputs

Introduction
The financial modelling that has been developed incorporates the following core elements:

*  An appraisal model identifying the mix of revenue and capital subsidy implications
for a range of different assumptions. These assumptions focus on the main financial
factors affecting the affordability and extent of subsidy required and highlight the
‘generic’ financial factors which affect the funding of the type of accommodation
most likely to be established as starter homes:

- The likely property types involved in the schemes (one-bed flats and two-bed
properties)

- The capital cost of property build or acquisition

- The rent payable to any properties leased or rented from private landlords

- The level of rent charged to clients/tenants

- The level of management/operating costs to the landlord.

* Aninitial view and commentary on the affordability of rents and other housing costs
in terms of employment income and interplay with the benefits and tax systems

. Initial investigation into the scope and potential for savings and capital growth
during the period of renting to test the potential for move on to home ownership (if
desired).

These core elements apply to each of the four models for starter homes development.
Additional models operating in other environments have been investigated, and where
appropriate, initial modelling undertaken in this context. A ffifth’ approach based on a
model similar to the Local Space scheme for permanently housing temporary
accommodation has been explored.

Core financial subsidy modelling

Dimensions and assumptions

The following financial modelling analysis seeks to analyse and present the main outputs
for revenue and capital subsidy required under a range of models for property acquisition
or build, or rent from private landlords. The analysis has been carried out with the following
dimensions as set out in the diagram overleaf.

Each of these dimensions affects the affordability and public subsidy implications for
establishing properties as starter homes.
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Diagram A: dimensions (variables) within the financial analysis

Property size Built/acquired

Operating costs

Rent payable

Dimension: property size

There are two potential property sizes identified and the financial assumptions attached to
each are set out below. These are one-bedroom flats and two-bedroom flats. The latter
may be taken to include two-bedroom houses with minor adjustment to the financial
assumptions.

Dimension: build, acquire (models 1, 2 and 3)

The relevant capital costs utilised for modelling purposes are as follows and based on the
housing market in a typical West Midlands authority area. The acquisition cost is taken to
be an average open market for each type and to reflect that no major renewal works are
required. The costs of defective properties may be lower but this has not been modelled in
detail as a key principle within the project is that homes should be part of sustainable
communities.

Table A4.1: build and acquisition cost assumptions

Property type Build Acquire/
purchase

One-bed £75,000 £90,000
Two-bed £90,000 £150,000

Dimension: rent payable by tenant/client

For properties which are included in the scheme and owned and managed by the relevant
partner landlord, there are three levels of rent tested within the modelling, set with the
interplay between revenue and capital subsidy as the basis of the key outputs.
Additionally, the research tested the implications of rents being charged at a level lower
than social rents to enhance affordability. These are as follows and include:

* Social rent. the level of target rent charged by local authority/housing association
based on an assumption of property value and using the West Midlands as the
base county. Although there is some evidence (highlighted in section 4 below) that
even social rent levels represent an unaffordable level of housing cost to young
people in minimum wage employment, the working policy assumption is as set out
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in section 2 above: that the main barrier to young people accessing social rented
housing is its lack of availability rather than its affordability

Intermediate rent: this is a sub-market rent, above the level of social rent but still
within the Housing Benefit thresholds for non-working tenants; the objective would
be to reduce the level of capital subsidy to maximise the number of properties within
the schemes for a given amount of (say) Housing Corporation funding but to
perhaps introduce a requirement for a new or additional revenue subsidy to assist
the rent to be paid (in excess of or addition to Housing Benefit (HB)). Where pay is
low enough for a tenant to qualify for partial HB at an intermediate rent, there would
be ‘benefits trap’ issues around the loss of HB as pay increases and this is tested in
the affordability modelling below. The impact of the rent payable by the tenant being
at the social rent level with the rent premium subsidised through a (new) form of
revenue subsidy has also been modelled

Private sector rent. for the purposes of modelling, a headline private sector rent is
identified for each property type so that model 4 (leasing/renting from private
landlords) can be tested. The rent may or not be covered within HB thresholds but
the modelling assumes payment by the landlord/lessee rather than the tenant,
similar to the position operating within private sector leasing (PSL) schemes for
temporary accommodation. The rent payable by the tenant would be at the social
rent level with, as above, the market rent premium subsidised through a (new) form
of revenue subsidy

Sub-social rent. a rent lower than social rent has been modelled in the context of
the standard indicators of affordability set within housing research and policy; at
minimum wage, a young person paying social rents could find housing costs above
the %age of income conventionally understood as ‘unaffordable’ despite receipt of
HB; the modelling therefore includes the impact of setting rents at an assumed level
of ‘affordability’ so as to understand the impact on increased capital subsidy
requirements and to highlight the availability of resources from the young person to
put towards savings and the future. It is understood that ‘sub-social rents’ may be
subject to governance and legislative requirements.

Table A4.2: rental assumptions

Starting rent levels £/week One-bed Two-bed

Private rent £120.00 £150.00
Intermediate £80.00 £100.00
Social £56.05 £64.30
Sub-social £35.00 £45.00

Dimension: level of operating costs

For properties to be held by a landlord and rented to clients, the assumed level of
operating costs affects the level of capital and revenue subsidy required to support
financial viability. An option for future subsidy is to subsidise the management and
maintenance of designated starter homes from within the existing stock of the landlord
(perhaps though the achievement of economies of scale) or through a commitment to
utilise internal resources for the purposes (for example to utilise revenue reserves to

subsidise management).
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The initial assumptions are for £700 per property per year management and maintenance
costs (£13.46 per week) and £600 per property per year allowance for future major
renewals and repairs; for ease of assumption, this allowance is identified as a form of ‘set
aside’ or ‘sinking fund’ rather than a model based on detailed future property life cycles.

An additional dimension is the extent to which payments might be made under model 4
(leasing private rented properties) to landlords for rent net of assumed operating costs. It is
considered appropriate to make an assumption of deduction for management,
maintenance and repairs, supplemented by a premium which reflects the fact that the
private landlord would not need to find a tenant and that their property might otherwise
remain empty. The initial assumption is that this premium would be £500 per year for one-
bedroom properties and £700 per year for two-bedroom properties.

In this way, if the entire property management, maintenance and refurbishment costs
become the responsibility of a lessee landlord (be that local authority or housing
association), the payment of rent from the lessee to the private landlord would make a
deduction for these costs and a premium representing a total of £1,800 for one-bedroom
properties and £2,000 for two-bedroom properties. In this way, the private landlord would
be part-subsidising the achievement of the overall market rent, but on the basis that their
‘trouble’ and input is reduced. This approach is most appropriate perhaps therefore where
there are experiences of buy-to-leave or buy-to-let properties which have persistent
difficulty in letting.

Support costs and charges

The modelling focuses on the costs and income associated with the property and does not
include any income or expenditure associated with support services. These are able to be
provided for each of the target client groups under existing Supporting People (SP)
programmes and funding streams.

Additional notes

It is noted that the 2007 housing green paper highlights the scope for local authorities to
establish local housing companies to build or acquire stock free from the traditional
financial constraints operating in local government housing finance. The outputs below
therefore make reference to the ‘vehicle’ through which starter homes are procured/built to
be under a range of models, including housing associations and other forms of housing
company. A discussion of the issues surrounding the use of ‘vehicles’ is set out in section
5.

Core outputs for models 1, 2 and 3

The following tables highlight the position for models 1, 2 and 3 under development by St
Basils, namely the use of redundant stock, top slicing of normal affordable housing
development and landlord consortia, as these all have essentially similar financial features.
The core assumptions are varied to highlight the sensitivity of the outputs to changes in
assumptions.
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Tables 3.1 and 3.2 indicate the key outputs for the two property types given the
assumptions set out above.

Table A4.3.1: capital/revenue subsidy outputs for one-bed flats

Social Intermediate

Rent charged by landlord 56.05 80.00
Social rent paid by tenant 56.05 56.05
HA/housing company borrowing 38,940 67,308
Capital subsidy/build 36,060 7,692
Capital subsidy/purchase 51,060 22,692
Revenue subsidy — social rent charged to 0 1,246
tenant

Revenue subsidy — sub-social rent charged

to tenant 1,094 2,340

Table A4.3.2: capital/revenue subsidy outputs for two-bed properties

Social Intermediate

Rent charged by landlord 64.30 100.00
Social rent paid by tenant 64.30 64.30
HA/housing company borrowing 48,712 90,994
Capital subsidy/build 46,288 4,006
Capital subsidy/purchase 101,288 59,006
Revenue subsidy — social rent charged to 0 1,857
tenant

Revenue subsidy — sub-social rent charged

to tenant 1,003 2,860

The tables highlight that:

The capital subsidy (grant) required for the build of a one-bed flat (under these
ranges of assumptions) is £36,000 per unit, or £51,000 per unit if the unit was
purchased. It is understood that this is in line with the grant levels currently paid by
the HC/HCA in the West Midlands

There is no additional subsidy for the tenant at the level of social rent if it is
assumed that the social rent is ‘affordable’. Were the rent to be set lower, there
would be a need for additional revenue subsidy to be identified (at around £1,100
per tenant per year)

For a property with an intermediate rent charged, the requirement for capital
subsidy reduces to £7,000 and £22,000 for build/acquisition respectively. The
requirement for ‘revenue subsidy’ to allow this rent to be paid by the tenant in
addition to the social rent level is around £1,250 per tenant per year

The capital subsidy (grant) required for the build of a two-bed flat (under these
ranges of assumptions) is £46,000 per unit, or £101,000 per unit if the unit was
purchased, the differential increased between the two as a result of the market
value premium on larger properties. Nevertheless, the grant for build is in line with
those currently paid by the HC/HCA in the West Midlands
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*  The additional revenue subsidy to be identified at a sub-social rent would be around
£1,000 per tenant per year, depending upon precise rent levels

. For a property with an intermediate rent charged, the requirement for capital
subsidy reduces to £4,000 and £59,000 for build/acquisition respectively. The
requirement for ‘revenue subsidy’ to allow this rent to be paid by the tenant in
addition to the social rent level rises to around £1,850 per tenant per year.

The outputs representing the revenue subsidy requirement to subsidise rent payments to
meet the intermediate rent could be covered by Housing Benefit as the intermediate rent
would be set below sub-market HB thresholds. However, the use of HB is potentially
hazardous as the rules on HB deductions as wages and incomes increase are complex
and could likely act as a disincentive to obtain higher pay or higher paid work. This issue is
addressed in section 4. The benefit of identifying a new stream of funding to subsidise rent
payments for the duration of the starter home tenancy would be flexibility in allowing
income growth to be utilised for the creation of savings rather than simply to be ‘lost’ in
reduced HB.
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