






Paper 26/01/2006 – ITEM 10
SOUTH EAST ENGLAND DEVELOPMENT AGENCY
BOARD MEETING ON 26 JANUARY 2006
ITEM 10
RESPONSE TO BARKER REVIEW: POST BUDGET HOUSING UPDATE

Recommendation

1.
The Board is invited to DISCUSS and AGREE the proposed responses to the 
consultation documents announced in the Pre-Budget Report in December 2005.
Background

2.
At the time of the Pre-Budget Report the Government published the following 
consultation documents on measures designed to deliver increased housing supply, 
infrastructure, 
design and environmental standards:
· Planning Gain Supplement (deadline for responses is 27th February)
· Code for Sustainable Homes (deadline for responses is 6th March)
· New PPS3 Housing (deadline for responses is 27th February)


In addition a consultation paper was published on Real Estate Investment Trust 
(REITS) legislation following consultation over the last two years.

This paper sets out SEEDA’s proposed responses to these important consultations.

Planning Gain Supplement   (PGS)
3.
The Government launched the consultation following Kate Barker’s 
recommendations in her independent review of housing supply in 2004.  Her review 
showed that the housing market was not responding sufficiently to meet the needs of 
the country’s ageing and growing population, with an ever increasing gap between supply 
and demand. The new proposals for a PGS would see the introduction of a “fair, efficient 
and transparent levy” on the uplift in land value following the grant of planning 
permission, and would be payable on the commencement of development. Its aim is “to 
help finance the infrastructure needed to secure proposed housing growth”.   
4.
The Government has recognised that in order to deliver growth in the housing market 
and the infrastructure that supports it, additional investment will be required. It is 
suggested that it is reasonable to fund these objectives by imposing tax measures to 
extract ‘a modest’ proportion of the uplift in land value. PGS would apply throughout the 
UK, and crucially, would be accompanied by scaled back S106 obligations to apply to 
just affordable housing requirements and direct site development constraints. The rate of 
PGS has not been included in the consultation paper, but speculations are that it would be 
between 15 and 25 %.
5.
The Government feels that much has been learned by the example of failed attempts to 
secure development land taxes in the past, where high rates of tax led to land- banking by 
developers hoping for policy change, widespread avoidance and the problem of 
enforcement.

6.
Key features of PGS
· Would not be implemented before 2008, requiring legislation.
· Would capture a modest proportion of the value uplift arising from land for which full planning permission has been granted.
· Would apply to non-residential as well as residential land.
· Would be levied at a single rate on all types of development.
· Home improvements would be exempt.
· Would be payable under a self assessment regime administered by HM Revenue and Customs, with interest and penalties applied for non-compliance. It is possible that the developer would factor PGS into the price bid for land in the same way as other development costs.

· Payment would not be required until the commencement of development. 

· Valuations could be determined by using actual valuations or average local valuations.
· A low threshold for smaller developments and lower rates for brownfield land are being considered.
· PGS may be allowable as a tax deduction for developers.
· A reform of the current planning obligations in England (S106 Agreements) is suggested, with planning obligations limited to matters relevant to the environment of the development site and affordable housing.

· PGS revenues would be dedicated to local communities and the provision of infrastructure.
· Anti-avoidance measures are proposed, with interest, penalties and the use of a Development Stop Notice.   

· The party that chooses to implement the planning permission will pay the PGS.

SEEDA’s Response
7.
SEEDA’s proposed responses

· SEEDA supports the principle of a comprehensive approach to land value taxation through a Planning Gain Supplement and believes it will provide the framework for the delivery of essential infrastructure to support growth in the South East. One advantage of this over the current system will be to provide a level of certainty to developers.
· There are some tariff-based mechanisms in progress, for example in the Milton Keynes and Ashford growth areas, and in such locations a PGS should not disturb local arrangements which are delivering the appropriate level of developer contributions.

· Importantly, PGS must be set at an appropriate rate and be accompanied, as proposed, by scaled back S106 obligations, which would only make provision for affordable housing and matters relating to the development of the site itself. SEEDA would be concerned if the rate of PGS is set at a level which would discourage development, and equally if the scope of continued S106 obligations was not sufficiently clear. 
· It is vital that PGS revenues are applied to locality/region where they are generated, and where the infrastructure is needed, i.e. hypothecated. Simply using PGS as a general measure of raising tax is not acceptable.

· PGS should be used to fund strategic, as well as local, infrastructure and an element of it should be regionally based in order to provide funding for infrastructure needs relating to growth across LA boundaries. The consultation document refers to the possible use of the Community Infrastructure Fund, currently used in the Growth Areas to deliver regional or sub-regional infrastructure. Monies would be needed to frontload this fund so as not to frustrate projected housing growth levels. Infrastructure needs to be clearly defined.
· SEEDA supports the suggestion that a lower rate of PGS will apply to brown-field land. The complexity and costs associated with brown-field development are often considerable and a lower rate would provide some incentive to develop them. A levy that applies equally to green field and brown-field sites might create a reluctance to bring forward the more difficult sites. 

· Equally, the proposal for a threshold below which PGS would not be payable, or payable at a lower rate is supported. For example, a one for one replacement does not incur additional infrastructure needs and therefore should be exempt. A lower rate might apply to smaller sites (or dwelling numbers) so as not to discourage small scale developers. 
· Advice to local authority planners on development economics and viability issues may need to be provided by the Planning Advisory Service (PAS) to resolve issues on particularly difficult brownfield sites.
· A point to note is that determining the uplift in value at the start of development will not necessarily reflect the final potential value.  Housing and Employment development vary hugely in value terms.  For example will Housing Association developments be charged at the same rate as large executive houses? 
· The complexities of valuation and self assessment are acknowledged.
PPS3 Housing
8.
The focus of this amended draft Planning Policy Statement document is to fast track the 
delivery of housing by making planning more responsive to local housing needs, 
improving affordability and widening choice. 
Key features are:
· It removes the need for urban capacity studies to identify potential sites and removes the need to follow a sequential approach.  

· Land availability assessments and sustainability appraisals replace them. 

· There is a renewed commitment to brownfield development with a new requirement for Local Planning Authorities to prepare strategies which identify and remove constraints to bring forward such sites.  Compulsory Purchase Powers are encouraged.
· A rolling 5 year housing supply should be maintained throughout the development plan period.
· Allocated sites must be suitable, available and viable.
· If housing requirements are not met then action has to be taken to allocate new sites.
9.
SEEDA’s response is to support the new proposals provided that the demand for housing 
development on brownfield sites does not restrict the supply of employment land.
 Code for Sustainable Homes

10
At the Better Buildings Summit in October 2003 Ministers announced the 
establishment 
of the Sustainable Buildings Task Group (SBTG), co-chaired by Sir John Harman, 
Chairman of the Environment Agency and Victor Benjamin, Deputy Chairman of English 
Partnerships. The SBTG remit was to advise Government on practical and cost effective 
measures to improve the sustainability of buildings in the short and long term. The SBTG 
recommended a single national Code for Sustainable Homes (CSH). This has now been 
developed by ODPM based on the existing Building Research Establishment's 
Environmental Assessment Method (BREEAM) better known in the housing sector as 
‘EcoHomes.’ 

11.
The Code is similar to the ‘EcoHomes’ standard and is based on clearly specified 
minimum standards (essential elements) for six key resource efficiency criteria including 
energy, water efficiency, waste and use of materials. In addition, the Code also 
incorporates six additional criteria (optional elements) such as Lifetime homes, 
daylighting, sound proofing etc.  A newly built home will be awarded a level 1 to 5 
dependant on how well the house performs in terms of the essential elements only.  Extra 
points are awarded if the optional elements are considered, 
however this is not essential.

12.
Key Features of CSH

· The CSH is not a mandatory standard for the house building industry. 

· From April 2006 all new homes receiving Government funding will have to meet the new CSH and will encourage local authorities to apply similar standards to private homes.
· There will be minimum threshold requirements for energy, water, waste and materials efficiency.

· The CSB consists of a series of performance levels; each will have clearly specified requirements. The CSH will extend beyond the construction phase and set requirements for building performance.

· It is intended that the CSH will be used as a marketing tool by house builders with a star system representing the level of sustainability a home is built to.

· The Code will be owned/administered through a partnership between ODPM and Building Research Establishment (BRE).

SEEDA’s Response

13.
SEEDA’s proposed response:
· SEEDA supports the principle of a Code for Sustainable Homes, although with ‘EcoHomes’ now widely recognised across the house building industry there is a concern that two standards will create confusion.  

· The requirements of the draft Code are actually less demanding than the Government’s existing commitments regarding publicly funded housing. The Housing Corporation and English Partnerships must meet EcoHomes 'very good' standard which goes beyond that required by Building Regulations. However, the Code proposed entry level (level 3) for public agencies only requires compliance with the statutory Building Regulations for energy efficiency (Part L). Whilst these were updated recently, they still fall short of what would be required under EcoHomes ‘very good’.

· The draft Code does not include many elements of EcoHomes such as those that address proximity of new housing to public transport nodes, or the ecological assessment of proposed development sites. Furthermore, minimum requirements for materials only comprise an 'inventory' and for construction waste a 'management plan'.
· In the consultation document, the ODPM refers to ‘Sustainability Checklists’ that the WWF and BRE are developing regionally.  SEEDA are actually funding and leading this work with the South East Checklist already in use and currently being updated.     
15.
SEEDA’s overall response is that this is a missed opportunity to achieve a step change 
in the sustainability of housing in the region. Whilst the principle of a code is welcome, 
the proposals as they stand to do go far enough, with the proposal for publicly funded 
homes being less than currently required in the region, and the code being voluntary for 
the private sector. 
Real Estate Investment Trusts (REITS)
16.
A consultation paper has been published on the legislation required for the  
creation of REITs in the UK to encourage increased institutional and professional 
investment to support the growth for new housing. This will require new legislation 
which will be included in the 2006 Finance Bill.
17.
A REIT is a special investment, finance and asset management partnership that 
provides investors with above average returns whilst minimising investment risks.

The requirements of a REIT are:

· The company’s assets are primarily composed of real estate held for the long term
· The company’s income is mainly derived from real estate

· The company pays out at least 95% of its taxable income to share-holders

The net benefit of being a REIT is one level of taxation, and the net cost is little or no 
retained earnings generated to expand the business. Capital growth must come from 
new money raised in the investment marketplace from investors who have 
confidence in 
the REIT’s future prospects and business plan.

18.
In general the UK property industry has been calling for a tax transparent 
investment 
vehicle for years. The introduction of a UK REIT is to be welcomed, as it offers the 
opportunity to bring new and additional investment into the housing market.
Pat Tempany
Head of Urban Renaissance and Housing
12 January 2006
