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REPORT TO CABINET


15 December 2009

TITLE OF REPORT:
Kibblesworth – Disposal of Land  
REPORT OF:
Margaret Whellans, Group Director, Community Based Services 



Derek Quinn, Group Director, Development and Enterprise   

Purpose of the Report 

1. To seek Cabinet approval to dispose of land held for housing purposes in Kibblesworth at less than market value, and on the terms set out herein, to enable the regeneration of the estate and provide affordable homes to replace existing defective Airey properties and new private dwellings to meet the needs and aspirations of local people.   



Background 

2. On 19 May 2009 Cabinet approved that The Gateshead Housing Company (TGHC) establish a charitable subsidiary company, limited by guarantee to develop the new homes.  Keelman Homes Ltd has therefore been established with two Councillors appointed as trustees on the board.  The subsidiary company is currently in the process of being granted charitable status by the Charity Commission.  The Council will have 100% nominations in perpetuity to the new homes built through Keelman Homes Ltd.

3. On the same date Cabinet also approved the use, by the Council and TGHC, of a developer framework to appoint a developer partner to deliver the regeneration scheme in Kibblesworth.  Following a procurement exercise involving officers, members and tenants Keepmoat Ltd were selected as the preferred developer to build 94 new affordable homes on behalf of Keelman Homes Ltd as well as constructing 54 homes for sale on the open market. 
4. Keelman Homes Ltd has secured partial funding of £4.832m from the Homes and Communities Agency (HCA) on the condition of a start on site of 22 February 2010. The Council will also provide a loan of £4.5 million to help finance the development.   The private housing land would be transferred directly to Keepmoat Ltd.

Proposal 

5. It is proposed to dispose of the land at Kibblesworth, subject to Secretary of State consent, in two transactions: 

(i). Land A disposal of 2.045ha would be to Keelman Homes Ltd at £nil cost to develop 94 affordable dwellings.  The Head of Property Services considers the market value to be £2,700,000; 

(ii). Land B disposal of 1.175ha would be to Keepmoat Ltd for £666,450 to develop 54 dwellings for sale.  The Head of Property Services considers the market value to be £1,550,000;  

(iii). Keelman Homes Ltd, in-line with the developer framework, would enter into a contract with Keepmoat Ltd to construct the affordable dwellings on their behalf for £9,998,000.

6. The other funding for the proposal is being met by HCA funding of £4.832million on condition that the Council enters into a performance guarantee with the HCA.

7.  The Group Directors of CBS and D&E consider that the proposals constitute value for money and is in the best interests of the Council.  

Recommendations

8. It is recommended that Cabinet approves :   
(i) The appointment of Keepmoat Ltd as preferred developer;

(ii) The disposal  of land A, as set out in appendix 1, under section 32 of the Housing Act 1985 to Keelman Homes Ltd at £nil cost (subject to Secretary of State approval);

(iii) The disposal  of land B, as set out in appendix 1, under section 32 of the Housing Act 1985 to Keepmoat Ltd for £666,450 (subject to Secretary of State approval); 

(iv) The provision of financial assistance, under section 25 of the Local Government Act 1988 in the amount of £666,450 to Keelman Homes Ltd as a contribution towards the cost of constructing the new affordable homes (subject to Secretary of State approval);.
(v) That the Strategic Director of Legal and Corporate Services be authorised to:  (I)  Seek the consent of the Secretary of State for the disposal of the land held under the Housing Act 1985 at less than best consideration; (II)  Seek the consent of the Secretary of State to provide financial assistance to Keelman Homes Ltd; and, (III)  Enter into a performance guarantee with HCA in respect of the funding it is providing to Keelman Homes. 


For the following reason:

To build new homes for affordable rent and sale at Kibblesworth and thereby meet the needs and aspirations of current and future tenants and residents.

CONTACT:  Michael Brown   extension 2621
PLAN REF:  3127











APPENDIX 1


Policy Context 

1. The Proposals are consistent with Vision 2030, the Sustainable Community Strategy for Gateshead and in particular support the ‘Sustainable Gateshead’ Big Idea.  The proposals also support the achievement of the Council’s Corporate Plan, Corporate Priority 6, Ensuring a Sustainable Gateshead.  It is also consistent with the Council’s Housing Strategy 2007-2012 and TGHC Business Plan 2008-2013.  The proposals have been developed following extensive consultation with officers and members through the OSC on Opportunities for Social Housing Provision.

Background

2. On 2 December 2008 Cabinet agreed that the Council, through TGHC, progress proposals for building new energy efficient homes in Kibblesworth.  Following this on 19 May 2009 Cabinet gave approval for TGHC to establish a charitable subsidiary company, limited by guarantee to develop the new homes and to use a developer framework to appoint a developer partner to deliver the regeneration scheme in Kibblesworth. The Council will have 100% nominations in perpetuity to the new homes built through Keelman Homes Ltd.

3. Following a procurement exercise involving officers, members and tenants Keepmoat Ltd were selected as the preferred developer to build 94 new affordable homes on behalf of Keelman Homes Ltd as well as constructing 54 homes for sale on the open market.
4. Keelman Homes Ltd has secured partial funding of £4.832m from the Homes and Communities Agency (HCA) on the condition of a start on site of 22 February 2010. The Council will also provide a loan of £4.5 million to help finance the development.  The private housing land would be transferred directly to Keepmoat Ltd.
5. Tenants have been consulted throughout the process and have worked with TGHC to develop a decanting and re-housing programme.  A planning application has been submitted on 30 October 2009 (DC/09/01502/FUL) and shall be considered by the Planning and Development Committee on 13 January 2010.

6. The delivery of the regeneration scheme involves a variety of transactions and these are set out in detail below.

Land Disposal

7. The land at Kibblesworth as shown on the attached plan (appendix 2) is held by the Council for the purposes of housing under the provisions of the Housing Act 1985.  Section 32 of the Housing Act 1985 authorises a local authority to dispose of land held for such purposes, however this power cannot be exercised without the specific consent of the Secretary of State.  Although the Secretary of State has issued a number of general consents none apply to the two transactions that this regeneration scheme requires as the proposed transactions involve a sale of the land at less than best consideration.

8. Best consideration is described as the “unrestricted value” that can be obtained by selling a site that is open market value.  The “restricted value” is the value that the Council is offered (and ultimately receives) from the successful developer based on meeting the requirements of this development agreement.

9. The first land transaction proposes the disposal of Land A (shown as yellow on appendix 2) to Keelman Homes Ltd, to facilitate the construction of 94 units of affordable housing.  This land has been valued at the amount of £2.7 million; however it is proposed to dispose of the land for nil consideration.  Specific consent is therefore required for this disposal.  

10. The second land transaction proposed the disposal of Land B (shown as blue on appendix 2) to Keepmoat Ltd, the appointed development partner to facilitate the construction of 54 private dwelling houses.  The unrestricted value of the land has been valued at £1.55 million, however it is proposed, to dispose of the land for the restricted value of £666,450.  As this would involve the land being sold at an undervalue of £883,550 specific consent of the Secretary of State is required for the transaction.  

11. The sale of the land at an undervalue, enables the delivery of a viable regeneration scheme which will improve the economic, social and environmental well being of the residents of Kibblesworth through the replacement of defect Airey properties with new highly energy efficient homes that meet tenants needs and aspirations.

12.
As the land is held for housing purposes it is deemed to be a Housing Revenue Account asset.  The Local Authorities (Capital Finance and Accounting) (England) Regulations 2003 (SI 2003/3146, as amended) requires that local authorities pool 50% of the capital receipt arising from the disposal of housing land. However, under these regulations, if the Council utilises the receipt for regeneration purposes it can use up to 100% of the capital receipt to fund the regeneration project. 

Construction Contract

13. It is proposed that the construction of all the housing on the site is carried out by Keepmoat Ltd and therefore a construction contract will be entered into between Keelman Homes Ltd and Keepmoat Ltd.  This contract includes an overage agreement whereby the Council will receive 50% in any uplift in the anticipated sales value of the private housing. 

Funding

14. Section 24 of the Local Government Act 1988 authorises a local authority to provide financial assistance for privately let housing accommodation, however by virtue of Section 25, this can only be done with the specific consent of the Secretary of State.  Subject to that consent it is proposed that the Council provide financial assistance to Keelman Homes Ltd as detailed below.

15. The construction of the affordable dwellings is being funded from three sources.  Keelman Homes have secured funding from HCA in the amount of £4.832 million on the condition of a start on site date of 22 February 2010 and the Council entering into a performance guarantee.

16. It is proposed to contribute the whole of the capital receipt received from the land disposal of Land B (£666,450) to Keelman Homes Ltd to partially fund the construction of the affordable dwellings.

17. The Council will also provide a loan of £4.5 million to Keelman Homes to fund the balance of the total scheme cost.

State Aid

18.
The Council have taken independent legal advice in connection with the State Aid implications of the proposed transactions.  The advice confirms that delivery of the Kibblesworth affordable housing scheme can be considered a Service of a General Economic Interest, and provided that certain formalities are undertaken, the funding granted to Keelman Homes by way of the loan and land transfer is not an illegal State Aid.  

19.
The funding to Keelman Homes to deliver the Kibblesworth development will be subject to appropriate restrictions over its use.  It is only to be used to cover the costs of this scheme, and in these circumstances there is no requirement to notify the European Commission before granting funding.


Consultation

20. A number of consultation events have been held with tenants, residents and Councillors including door-to-door surveys and open days at the Millennium Centre.  Tenants and Councillors have also been involved in the selection process for the developer.  The Cabinet Members for Housing and Sustainable Communities South have been consulted.


Alternative Options

21. The alternative is not providing the land at discount value and the financial assistance but this would mean that the regeneration of Kibblesworth could not delivered and thereby meaning the Council would have to invest in unsustainable housing stock, in-line with the requirements of the Decent Homes standard, against tenants stated preferences.

22. The Council and TGHC have selected Keepmoat Ltd following a competitive tendering process.  This submission best met the aim and objectives of the Council and the tenants and residents of Kibblesworth.


Implications of Recommended Option 

23. Financial Implications – The Strategic Director, Finance and ICT confirms the  financial implications of this report are as follows:

The total scheme cost is £9.998m.  This will be funded by HCA grant of £4.832m, a loan from the Council to Keelman Homes of £4.5m and financial assistance of £0.666m.

Based on the current valuation of the land the capital receipt foregone in respect of the development, prior to any pooling requirements, is £3.584m.   This would therefore not be available to support future capital schemes.

24. Risk Management Implication – This project will be project managed by officers of the Council and employees of TGHC with support from the approved partner.
25. Human Resources Implications   – There are no human resource implications as a result of this report.
26. Equality and Diversity Implications – There are no equality and diversity implications as a result of this report.
27. Crime and Disorder Implications – New homes will be built to secure by design standards.  There will be an onsite presence from TGHC throughout the regeneration project to minimise the potential for any crime and disorder.
28. Health Implications – The new homes will be more thermally efficient and therefore have a positive effect on tenants and residents well-being.
29. Sustainability Implications – The proposals will help the long-term sustainability of Kibblesworth by building good quality environmentally sustainable homes that meet the long-term needs and aspirations of tenants and residents.
30. Human Rights Implications – There are no human rights implications.
31. Area and Ward Implications – This report affects current and future tenants and residents of Lamesley Ward in the South Neighbourhood Management area.
Background Information

32. The main background documents are:
Report to Cabinet  - Airey Houses – 19 July 2005

Report to Cabinet – Airey Houses – 15 January 2007

Report to Cabinet – Airey Houses – 1 April 2008

Sustainable Communities (Place) Overview and Scrutiny Committee – Opportunity for Social Housing Provision (Final Report) - 28 April 2008

Report to Cabinet - Building New Affordable Housing – 2 December 2008

Report to Cabinet - Charitable Subsidiary of The Gateshead Housing Company – 19 May 2009
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