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To: Housing Committee 

From: Director of Housing 

Date: 16 April 1998 Ref G W I W 4  

AGENDA ITEM No. ...CI.... 21 .... lcI 

Subject: Right to Buy : 
Consultation Paper to Change 
Cost Floor Rules 

NORTH LANARKSHIRE COUNCIL 
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Introduction 

The Scottish Ofice Developinent Department has issued a consultation paper which 
sets out and invites comments on a range of proposals intended to alter the “cost floor” 
rule for the Right to Buy Scheme. A fill1 copy of the consultation paper has been 
placed in the Members Library. 

Responses are sought by the Scottish Office Development Department with a deadline 
of 15 May 1998. 

Background 

The “cost floor” is a limit to the amount of discount available to tenants when 
purchasing under Right to Buy. It is intended to protect any investment by the landlord 
which exceeds &5,000 within the 5 years prior to the application to purchase. 

Investment can include construction costs or iniprovement costs but not repair and 
maintenance costs. 

The “cost floor” is intended to prevent for example a newly rehrbished property being 
sold for a lesser value than the level of investment; i.e. if .520,000 is spent on 
rehrbislunent then this is the lowest the sale price can be for 5 years regardless of 
discounts which would reduce the price below .220,000. 

Proposals by Scottish Office Development Department 

The proposals can be sunlniarised as follows 
to change the period to which the cost floor applies from 5 to 10 
years; 

Proposal I - 

Proposal 2 - to include some repair costs towards the cost floor; and 

Proposal 3 - to change the cost floor for tenants with a Preserved Right to Buy 
(PRTB) 

Proposal 1 is intended to protect investment for ;I longer period while enabling the 
potential to count more costs and increase the number of cases relating to cost floor. It 
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also brings the cost floor period into line \vith England aid Wales wlicre proposals are 
to move from an 8 year to 10 year period. 

3.3 Proposal 2 would significantly change the calculation of the cost floor by allowing the 
addition of any repair costs for an individual property which (over the ten year period) 
cumulatively exceed 27,500. This means that upon application to purchase, the repair 
costs for the previous 10 years would be calculated. Any cost over 57,500 would be 
added to the cost floor level. 

e.g. Example 1 
cumulative repair costs = 57,000 

applicable amount = 50 

Therefore no impact on cost floor 

Example 2 
cumulative repair costs = 58,000 

applicable amount = &8,000-27,500 = 2500 

Therefore cost floor would increase by 5500 

3.4 The consultation paper suggests that 57,500 is the amount local authorities would be 
expected to incur on day-to-day repairs aid cyclical maintenance over the given period 
on an average house. 

3.5 Proposal 3 attempts to address changes to the Housing (Preservation of h g h t  to Buy) 
(Scotland) Regulations (1993). The PRTB gives foniier public sector tenants whose 
homes have been transferred to a private sector landlord a continued right to buy their 
home. There are two options presented for change to PRTB: 

Option A - change in line with proposed hgh t  to BUY changes 

Option B - put in place a new foniiula which takes into account outstanding 
loan debt 

4. Suggested Comments 

4.1 The issue of a consultation paper on the cost floor niles is to be welcomed since this 
was an area highlighted by this Council in  need of urgent review shortly after the 
General Election. 

In relation to the 3 proposals outlined in the consultation 
comments should be made: 

paper the following 

4.1.2 Proposal 1 

The extension from the standard 5 year to 10 year period is supported since 
this will go some way towards more effectively protecting previous 
investment. The 10 year period however could be inadequate in situations 
involving either new build or major refurbisllliient/remodelling works where 
costs can be very substantial. Consideration therefore should be given to 
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extending the period for work of this type where investment exceeds for 
example a limit of &15,000. 

4.1.3 Proposal 2 

The aim to more comprehensively take account of improvement and major 
repair work is supported however it is envisaged in the short term authorities 
will have major difficulties in collating accurate costs over the last 10 years. 
The complexities and practicalities of operating such an approach will be 
overcome as IT systems are developed to maintain this type of information 
which can be built up and retrieved with ease in the future In the short term 
it must be questionable whether or not the additional administrative costs 
involved to obtain figures can be justified against the potentially small sums 
which could be added to the “cost floor” and therefore the receipt. 

The introduction of a repairs element as part of the cost floor calculation it 
would be argued could result in tenants “paying” twice for some repairs and 
maintenance items i.e. through rent payment over the tenancy and where the 
cost floor applies through the purcliase of the property. This difficulty could 
be overcome if the limit of 27500 over the ten years accurately reflects the 
average repair and maintenance costs over such a period 

4.1.4 Proposal 3 

This is unlikely to have any significant direct impact on the Council. It 
should be noted that if Option B is pursued with calculations based on 
outstanding loan debt cost floor provisions could operate in a different 
manner for housing associations and local authorities. With the potential 
move towards introducing a conwion form of tenure for all public rented 
sectors consistency of approach for cost floor provisions would perhaps be 
more preferable at this stage. 

Recommendations 

It is recommended that Committee: 

a) Notes the Scottish Office consultation paper in respect of the cost floor rule; 
and 

b) Authorises the officials to submit comments on the proposals as outlined in 
Section 4 of this report before the deadline of 15 May 1998. 

Background Information 

Background papers are available from the Housing Department. 
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Gavin Whitefield 
Director of Housing 


