Affordable Housing in Arran

Affordable housing - or rather the lack of it - is an increasing problem throughout Scotland, but as the "Voice" documents, the problem is particularly acute in the Isle of Arran.

Clearly, conventional solutions don't work. But what about the unconventional?

The Nordic Enterprise Trust (“NET”) is a Scottish charity which exists to foster trading and enterprise links between Scotland, Norway and throughout Scandinavia, in particular by providing new "micro" investment mechanisms in renewable energy and sustainable development throughout the region.

NET has been part funded in its initial phase by Innovation Norway, and in planning the next phase wishes to identify "pilot" schemes, ideally in the EU "Northern Periphery" development area including Arran.

NET is developing a simple new "Community Land Partnership" model to enable affordable housing to be developed "sustainably" - to high standards of quality and energy efficiency.

The necessary land for development will be placed into the ownership of a "Trustee" or "Custodian" - probably a "Community Interest Company" ("CIC").

This entity will then be the "Custodian" Member of a UK Limited Liability Partnership ("LLP") - a simple and infinitely flexible hybrid of a company and partnership.

The other Members of the Community Land Partnership will then be:

(a) Occupier - a "club" or "cooperative" of the individuals who live in the properties;

(b) Investor - a "club" or "cooperative" of those who invest either money, or "money's worth in;

(i) land - in other words, land owners (public or private) may "invest" land at an agreed valuation;

(ii) labour - so individuals may invest "sweat equity" as they would in a "self build";

(iii) buildings, goods and services - so suppliers could choose to be paid either money, proportional "equity shares" in the project, or both;

(c) a Developer/Manager - who neither invests nor borrows a penny, but receives an "Equity Share" in return for his services.

When the development is complete, the Occupiers pay an agreed rental for the use of the Capital which has been invested in the property.

This rental is set at an affordable level initially, and comprises both a provision for maintenance/ depreciation and related management/ quality control (and possibly heating) of the building and a "Capital Rental" paid for the use of the Capital.

This Capital Rental then rises with an agreed indexed measure of inflation.

The Alchemy in this model arises from the fact that the land - which is an increasing proportion of a property's value these days -does not depreciate in value and no loan capital is being repaid.

ie this is "Equity" investment not "Debt"

If an Occupier pays more than the affordable rental he invests automatically in "Equity Shares" and thereby acquires a stake in the property in which he lives. Once he has acquired 100%, the income which he derives from the investment cancels out the rental he is due to pay, although he still must pay to maintain the property.

For an investor this is a reasonable - maybe 3 or 4% - return where the capital - unlike in a bank or building society deposit - is protected from inflation.

For the Occupier, it is affordable housing, because there is no capital repayment cost.

Most radical, in this model, Occupiers, may change, Investors may change, and the Manager may change, but the property need  never be sold again. Occupiers moving elsewhere may sell their "Equity Shares" to fund a purchase, or leave them in place and rent somewhere else.

A practical example may help to understand the model:

A land-owner in Brodick has land which he is prepared to allow to be "invested".

In return the Brodick Land Partnership agrees that he will receive a 20% "equity Share" in the eventual rentals from the developed property.

A Norwegian provider of eco-friendly and energy efficient wooden buildings is prepared to sell 5 units at a cost of £200,000 plus a 10% "Equity Share" (so he is investing part of his profit margin).

The Occupiers between them dig foundations, and provide other non-skilled labour and in return receive a 10% "equity share".

Another £100,000 is necessary to cover other costs, perhaps including heat pumps, a communal wood chip boiler and other investment in energy efficiency.

It will be seen that 60% of the proposed "Capital Rental" must be available to pay for:

(a) (say) 10% for ongoing Maintenance and Management; and

(b) (say) 50% in respect of the £300,000 money investment.

At a 4% initial return on investment this requires a Capital Rental of £24,000 in the first year divided as follows.

The Management and Maintenance charge is 10% or £2400

The land owner receives 20% ie £4,800.

The Norwegian manufacturer receives £2,400

The Investors receive £12,000.

The Occupiers pay £4,800 per house initially, reduced by £480 (their "Equity Share").

ie an "affordable" £360/month each.

Any of the Investors may then sell their ""equity shares" in future revenues at any time, or keep them for their retirement.

Anyone interested in the model, or possibly participating in a pilot scheme, please contact:

Anne Grethe Eckmann: link2age@aol.com

01506 845124

