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To : Housing Committee 

From: Director of Housing 

Date: 22 March 1999 Ref: GSW/EM/LCF/l 

NORTH LANARKSHIRE COUNCIL 

Subject: Right to Buy Legislation - “Cost Floor” 
Provisions 
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Introduction 

Reference is made to the report to the April 1998 Housing Committee on the Scottish Office 
consultation document which presented options for changing the “cost floor” rules associated 
with the Right to Buy Scheme. 

The purpose of this report is to advise of the changes to the “cost floor” rules effective from 1 
April 1999. A copy of the Scottish Office correspondence is attached at Appendix 1. 

Background 

The cost floor is a limit to the amount of discount available to tenants when purchasing under the 
Right to Buy. At present it is intended to protect any investment by the landlord which exceeds 
55,000 within the 5 years prior to the application to purchase. Investment is defined as 
construction or improvement costs but not repair and maintenance costs. 

The cost floor is intended to prevent for example a newly refurbished property being sold for 
less than the level of investment e.g. if L20,OOO is spent on refurbishment then this is the lowest 
price the property can be sold for within the 5 year period regardless of any discount which 
would reduce the price below L20,OOO. 

Changes to The Right to Buy Scheme 

The Scottish Office has advised that the following changes will take effect from 1 April 1999. 

Cost Floor Period 

The cost floor period will be increased from 5 to 10 years, to protect investment made by 
landlords for a much longer period. 

Cost Floor Calculation 

An additional feature will be added to the scheme affecting how the cost floor is calculated in 
future. This will introduce a new threshold which will allow landlords to include significant 
repairs and maintenance costs within the calculation of the cost floor. 
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In calculating cost floor, landlords will be able to count repairs on an individual property which 
cumulatively exceed S5,500 over the 10 years prior to the year in which the tenant applies to 
buy. Any improvement costs already count towards the cost floor and therefore landlords will 
require to include repair costs net of any improvement element. 

Presewed Right to Buy 

Changes to the cost floor rules will apply equally to secure tenants of local authorities and 
Scottish Homes and also to tenants of other landlords with a preserved Right to Buy. 

Advice to Tenants 

It is proposed to provide information for tenants on the changes to the Right to Buy along with 
Annual Rent Statements which will be sent in May 1999. 

Implications of the Changes 

The change to the cost floor rules could affect the pattern of house sales over the next few years. 
Where tenants consider postponing purchase until discounts increase, the Council will have the 
benefit of additional rental income. Future house sale projections will be closely monitored and 
adjusted to take account of any change in trends. 

In addition, administrative systems will require to be in place by April 1999 which can 
accommodate the calculation of allowable repairs and maintenance costs. 

Recommendations 

Committee is asked to note the changes to the Right to Buy cost floor rules and approve the 
action proposed to advise tenants and address other issues related to this change. 

Background Information 

Background information is available from the Housing Department. 

- 

Gavin Whitefield 
Director of Housing 
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Appendix 1 

Housing I 
Victoria Quay 

- Edinburgh EH6 6QQ 

To: Chief Executives of Local Authorities 
Directors of Housing 
Chief Executive, Scottish Homes 
Director, Scottish Federation of Housing Associations 
The Clerk, Joint Police Board 
The Clerk, Fire Board 
The Chief Constable, Police Authorities 
The Firemaster 
Chief Executive, Water Authorities 

DX 557002-ED20 

Telephone 01 31-244-285- 
F a  0 1 3 1 -244 

HDKm 0 

10 March 1999 

Dear Sir or Madam 

RIGHT TO BUY: CHANGES TO COST F’LOOR XULES 

I attach for your information a copy of a Press Release issued yesterday announcing forthcoming changes 
to the Right to Buy Cost Floor Rules. 

In February 1998 the Department consulted on a number of proposals to amend the cost floor rules, with 
the aim of better protecting landlords’ investment in rented housing. The majority of those responding to 
the paper supported the Government’s proposals and the Housing Minister, Mr C a l m  MacDonald 
yesterday laid the Statutory Instrument before Parliament which will give effect to the changes. Subject to 
Parliament’s approval, the changes will take effect from 1 A p d  1999. 

Detailed guidance on the operation of the cost floor rules as amended will be sent to you in the near future. 
In the meantime, you should be aware of the changes which will extend the period over which expenditure 
counts towards the cost floor fiom 5 years to 10 years, and will introduce a new threshold of €5,500 above 
which cumulative expenditure on repairs and maintenance may also be counted towards the cost floor 
calculation. You should also note that these changes will apply equally to secure tenants of local 
authorities and Scottish Homes; and tenants of other landlords with a Preserved Right to Buy. 

0 

Landlords will wish to consider how best to bring theses changes to the attention of their tenants. 

Yours sincerely 

DAVID ROBB 

cfltce 
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MACDONALD PROTECTS INVESTMENT 
IN SOCIAL HOUSING 

Changes to the Right to Buy scheme are designed to encourage further investment in social housing. 

The new cost floor rules will give better protection of a council‘s investment in its housing stock. The 
chan es will also apply to spending on improvement programmes by landlords whose tenants have 
trans 9 erred from local authorities with a right to buy their home. 

In a written Parliamentary Answer Scottish Housing Minister Calum MacDonald said: 

‘We received 38 responses to the consultation paper which issued in February 1998, the majority of which 
were broadly supportive of the proposals outlined in the paper. Having considered the comments received, 
I have today laid before Parliament a Statutory Instrument which will extend the cost floor period in 
Scotland from 5 to 10 years with effect from April 1,1999. This change will protect for a longer period 
investment made by landlords in their housing stock. 0 
“A separate Detemination will also be issued which will set out in detail how landlords should calculate the 
cost floor in future. This will also introduce a new threshold which will allow landlords to include significant 
repairs and maintenance costs within the calculation of the cost floor. The changes will affect both local 
authorities and other landlords whose tenants have a Preserved Right to Buy.” 

BACKGROUND 

1. The ’cost floor‘ mles currently limit the amount of discount which can be obtained, in certain 
circumstances, when a tenant applies to buy their house. Where the landlord has invested more than 
f5,000 in the house within the preceding five financial years, the rules prevent the sale price falling below 
the actual level of investment the cost floor. If the investment exceeds the market value of the house, the 
tenant can buy at market value. The rules also apply where secure tenants have preserved their right to 
buy following a transfer to another landlord. 

2. On February 25, 1998 the Department issued a consultation paper setting out proposals to change the 
cost floor rules for the Right to Buy scheme. The changes proposed to protect landlords’ investments 
were:- extend the cost period from 5-1 0 years; allow landlords to count certain repair costs towards the 
cost floor, in addition to investment in building, acquiring or improving the house; and applying similar 
changes for tenants who have a Preserved Right to Buy (PRTB), or introducing a different cost floor in 
these cases. 

3. A total of 38 responses were received. In general, those responding were supportive of the first two 
proposals for changes affecting secure tenants; however more diverse views were received on the third 
proposal for tenants with a PRTB. 

I. 

4. Having taken account of all the comments received Ministers have decided that the cost floor period 
should be increased from 5-1 0 years and that the calculation will now include expenditure on significant 
repairs undertaken by the landlord. It was also agreed to replicate the new cost floor rules for PRTB 
tenants. Subject to the approval of Parliament, the changes will take effect from April 1, 1999. 

5. Similar changes took effect in England on. February 11, 1999. 

News Release: 0559/99 
9 March 1999 
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