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To: HOUSING COMMITTEE 

From: DIRECTOR OF HOUSING 

Date: 4TH JUNE 1996 Ref ABICAB 

NORTH LANARKSHIRE COUNCIL 

REPORT 

Subject: TRANSFER OF LOCAL AUTHORITY 
HOUSING STOCK : DRAFT GUIDANCE 
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Introduction - 
On 17th May 1996 the Scottish Office Development Department issued a consultation paper setting 
out the procedures involved in transfers of local authority housing stock. Comments on the 
consultation paper have to be submitted to the Scottish Office by 31st July 1996. 

The purpose of this report is threefold. Firstly to provide committee with a summary of the 
consultation paper, secondly to examine the policy implications to the council and finally to 
make recommendations based on the aforementioned. 

Backpound 

The paper sets out good practice in the negotiation of stock transfers and explains the criteria 
which will be taken into account by the Secretary of State in consenting to a transfer. This guidance 
will replace the guidelines issued in September 1988 by the Scottish Development Department. 

Since 1989, over 16,000 houses in Scotland have been transferred from local authorities to alternative 
landlords. The transfers have been relatively small scale and have typically involved the transfer of 
houses in need of refurbishment to housing associations and co-operatives. 

The Government believe that stock transfers can bring many benefits for local authorities including : 

0 acquiring landlords can access private finance outwith the constraints of the PSBR (Public Sector 
Borrowing Requirement). 

0 facilitates increased investment in the housing stock 
0 allows greater expenditure on modernisation and repairs 
0 increases the likelihood of new build 

increases competition 
0 increases tenant involvement 

allows the local authority to reaffirm their enabling role. 
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3. Summary of Consultation Paper 

3.1 The guidance covers all stages of the stock transfer from the initial decision by a council to the 
application to the Secretary of State for consent to the transfer. 

3.2 Stock Strategy 

The Scottish Office is encouraging councils to develop a strategy for the future of their housing stock 
against which any individual transfer proposal can be judged. The stock strategy should set out : 

0 The council’s policy on stock transfers 
0 Proposals for the transfer of tenanted and empty stock over a 3 year period 
0 The scale of the transfer(s) and proposed timetable. 

Councils will also be expected to include their stock transfer proposals in &e Annual Policy 
Statement. 

3.3 Consultation with the Scottish Office 

Councils are advised to consult with the Scottish Office at the outset, when they are considering a 
stock transfer. If the transfer is of more than 1,000 properties or one quarter of the housing stock 
prior consultation is an express requirement. 

3.4 Key Stages and Considerations in the Transfer Process 

3.4.1 The acquiring landlord 

The acquiring landlord can be an existing organisation or a body specifically created for the 
purpose of the transfer. There are currently several types of organisations providing rented housing 
in Scotland and other models have been proposed. These include : 

0 Housing Associations and Co-operatives 
0 Local Housing Companies 

3.4.2 Selection of the Landlord 

Councils will be expected to consider a range of alternative landlords as potential purchasers and to 
make tenants aware of all available options, taking their views into consideration. Councils are 
expected to establish set criteria for selecting a receiving landlord as a precursor to this process and 
likely to include : 

0 Commitment to provide affordable rented housing in the long term 
0 Ability to provide a good service to tenants 
0 Have capacity to operate financially independant of the local authority 
0 Satisfactory allocations and management policies 

Value for money considerations. 
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Where there is a range of landlords the Council will be expected to short leet based on competitive 
bidding. However if there is insufficient interest to enable competition or other policy reasons 
restrict the range, the Council may establish a new organisation specifically for the purposes of a 
transfer. If the latter is the case the Council will be required to demonstrate that it has appraised all 
options to justify the decision. 

3.4.3 Financial Assistance to the Acquiring Landlord 

The Council can apply to the Secretary of State for consent to assist the new landlord with setting up 
costs. If the consent is given the Council can make a loan to the acquiring landlord to cover the cost 
whether or not the transfer proceeds. If the transfer takes place the loan is replaced by a grant offset 
against the gross transfer price. If it does not proceed the costs will be charged to the Housing 
Revenue Account. If the Council choose to capitalise the cost of financial assistance, the expenditure 
will count against the HRA capital allocation, only to be recovered from the receipt in due course. 

3.5 Tenant Consultation 

The Scottish Office have placed great importance on tenant consultation. councils are encouraged to 
ensure that tenants are involved in the future management of the stock through participation in the 
management structure. Consideration must also be given to including representatives of tenants and 
the wider community covering a blend of skills and experience to enable them to manage the houses 
successfully. The following consultation process is prescribed : 

0 informal pre-statutory consultation following decision to pursue transfer e.g. leaflets, newsletters, 
meetings, door to door. 

0 appointment of tenants advisor to offer impartial advice on the terms of the proposal 
comply with statutory consultation; Stage 1 and Stage 2 notice 

0 ballot to demonstrate to the Secretary of the level of tenant support (to be carried out by an 
independent body) 

3.6 Tenants Rights and the Tenancy Agreement 

The formal consultation document should set out tenants’ rights as assured tenants as provided by the 
tenancy agreement and compare them to those of secure tenants. The tenants who transfer will 
normally have the statutory Preserved Right to Buy. 

3.7 Valuation of the Stock 

The Council is required to demonstrate value for money and achieve the best price for its assets. In 
order to ensure this the Council will be required to ensure a thorough stock condition survey is 
undertaken and a comprehensive financial appraisal based on the discounted cash flow method. The 
financial appraisal should be endorsed by the District Valuer or an independent valuer. 

3.8 The Transfer Agreement 

The transfer agreement is an agreement between the council and the acquiring landlord to undertake 
the transfer of stock. The Scottish Office will recommend that the agreement contains : 

the terms and conditions of the sale 
0 agreements regarding nominations and support services if applicable 
0 commitments by the receiving landlord to its future action 
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disputes procedures 
conveyancing documents 

0 financial guarantees. 

3.9 Funding 

The receiving landlord is responsible for raising the necessary finance from the private sector. It is 
therefore important that the new landlord has early and continuing access to financial expertise, in order 
to secure the confidence of both tenants and financial institutions. If the landlord is registered with 
Scottish Homes, or likely to seek registration, Scottish Homes will offer guidance on the preparation of 
the Business Plan, which will be the main planning tool projecting income and expenditure. 

3.10 Public Expenditure Implications 

The implications for public expenditure is one of the principal factors the Secretary of State will take 
into account when considering the transfer. The Council will have to demonstrate the financial 
consequences of the transfer to : - 
0 Capital Expenditure 
0 Housing Revenue Account 
0 Housing Benefit 

3.10.1 The Council will also be expected to provide details of the way they will invest the capital 
receipt generated from the sale when application is made for consent. The Secretary of State 
may impose conditions on the use of the receipt; the Scottish Offce expect spending associated 
with the receipt to be invested in the remaining housing stock or in pursuit of the council’s enabling 
role. 

3.10.2 The rules which currently apply to capital receipts generated on the HR4 also apply on stock 
transfers. In 1996-97 the council is required to set aside 25% of the receipt for debt repayment and 
this is likely to increase to 50% in 1997-98 if the transfer involves all, or over half the stock, 
Councils are expected to use as much of the receipt as necessary to redeem any debt associated with 
the housing transferred. In the case of transfers which involve a lesser proportion of a local authority’s 

stock, the rules which apply to other capital receipts generated on the HRA will also 
transfers. 

apply to stock 

3.11 Application for Consent to the Secretary of State 

The final stage in the transfer process is the application to the Secretary of State for consent. The 
formal application should be made when all negotiations and consultation processes are complete. 

3.12 Other Transfer Options 

The Scottish OEce also suggest alternative transfer options that may be pursued by the council such 
as: 

0 Trickle transfer (gradual transfer of empty properties) 
Tenants’ Choice 
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Both options are subject to the same consent requirements as voluntary stock transfers but do not 
require the same resource commitments. 

3.13 Housing Management and CCT 

If the Council is pursuing a stock transfer for all or some of its stock they would not be required to 
proceed with work on CCT simultaneously for these properties, however if the transfer is aborted at 
any stage, preparation for CCT would proceed thereafter. 

4. Policy Implications 

4.1 The former merging Councils have already acknowledged the benefit of stock transfer where this has 
been part of an overall investment strategy for their areas. Within North Lanarkshire it has been 
agreed that there is a requirement to carry out a full assessment of housing need within the area 
and once this assessment is complete it will be clearer to what extent (if any) stock transfer is 
required. An essential prerequisite of any transfer will be full  consultation with tenants on such 
proposals. 

4.2 The consultation document makes it clear that Councils will be required to-meet annual stock transfer 
targets. This imposition of targets is unacceptable as it may contradict the strategic view of the 
Council and its assessment of local housing needs. 

4.3 Although the guidance is welcomed and it clarifies the rules in relation to stock transfer, it has 
failed to offer any routes for Councils to direct investment to the poorer estates with a negative 
valuation. In particular the guidance fails to recognise the significant impact of a reduction in the rental 
base to finance ongoing services and improvements. 

4.4 The Government are expecting councils to divert stock transfer activity to better quality stock 
in order to obtain a higher capital receipt and make it more viable. Whilst it is recognised that the 
initial capital receipt would be higher, the long term savings on management and maintenance of better 
quality stock would undoubtedly be lower than savings in a ‘difficult to let’ estate, where many positive 
social benefits are also obtained by targeting difficult estates which cannot be quantified in financial 
terms. 

4.5 Tenant involvement is a recurring theme throughout the paper. As a condition prior to consent 
the Council must demonstrate that the majority of tenants are in favour of the transfer. A major 
factor in the success of previous stock transfer initiatives has been the participation and commitment of 
active residents groups. There is a lower incidence of active groups in the better quality housing 
estates, primarily due to the higher level of satisfaction with their conditions. Therefore, it will be a 
difficult task for the council to obtain support for such transfer initiatives. 

4.6 The costs and substantial resources associated with the transfer process, in order to meet Scottish 
Office’s expectations in valuation and consultation i.e. stock condition survey, valuation, independent 
tenant advisor, newsletters etc., and the independent ballot will have to be met primarily through the 
HRA. This is a high risk for any public sector landlord to undertake in which maybe abortive effort 
especially in better quality estates. 
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5 .  Conclusion and Recommendations 

5.1 It is clear from the consultation paper that the Government is expecting Councils to actively 
pursue stock transfer to assist in meeting housing need and as a means of debt repayment. 
Accordingly it is essential that the Council consider a clear framework towards setting a policy on 
stock transfer and agree on a strategy to be adopted. Having considered the content of the 
consultation paper. It is recommended that :- 

(i) Following approval by the Convener, a formal response is sent to the Scottish Office 
detailing the issues highlighted in this report. 

(ii) The Council develops a strategy for the future of the housing stock against which any 
individual transfer proposals can be judged and thereafter develop a policy on stock transfer 
as appropriate. 

6.  Background Papers 

Available in Department. 

G Whitefield 
Director of Housing 

transdoc 




