CAMPBELL
TICKELL

The Housing Corporation

Evaluation of the Developing New
Approach to Investment

Technical Appendices

22N\

"as
-.-I
HOUSING
CORPORATION

August 2006



The Housing Corporation Evaluation of the New Approach to Investment

CONTENTS

Section Subject Page
Section 1 Introduction 3
Section 2 Summary of questionnaire findings 4
Section 3 Summary of focus group findings 53
Section 4 Summary of interview findings 79
Section 5 Summary of review of bids 84

August 2006 Page 2 of 92



The Housing Corporation Evaluation of the New Approach to Investment

Section 1

INTRODUCTION

1. Collection of data for the study involved the following:
(a) Review of documents;
(b) Review of bids;
(c) Questionnaire survey;
(d) Focus groups;
(e) One-to-one interviews.

2. This report contains the detailed analysis of the results of the findings from these.
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Section 2

SUMMARY OF QUESTIONNAIRE FINDINGS

1.

11

GENERAL

72 questionnaires were sent out. 48 were returned, representing a 67% response
rate. As shown in the table below, this pattern was repeated across most of the
categories into which recipients had been divided. This suggests that the sample
returned was broadly representative of all recipients.

Category of recipient No. of questionnaires Response
despatched |returned rate (%)
Non-RSLs bidding in the NAHP* 9 6 67
Non-RSLs receiving funding in the 2 1 50
NPiAH
Non-RSLs not successful in the NPiAH n/a
Non-RSLs failing to prequalify? 57
Non-RSLs pre-qualified but choosing 67
not to bid?
All non-RSLs 24 15 63
RSLs receiving funding in the NPiAH 1 1 100
RSLs bidding in the NAHP* 22 18 82
RSLs not successful in the NPiAH 1 0 0
All RSLs 24 19 79
Housing Corporation staff’ 17 12 71
Stakeholder organisations® 7 2 29
TOTAL 72 48 67

Lincludes those that were also involved in the NPiAH

2 for either the NPiAH or NAHP

1.2 Among would-be responding recipients of funding — RSLs and non-RSLs:

- Slightly fewer than half (16) were operating on their own, the others being in
consortia. Of these, four (22%) were mixed consortia (RSL and non-RSL).
Only one RSL now in a consortium had been similarly involved for the 2004-06
programme, the others having been sole bidders.
Among RSLs, 6 were new to formal partnering with the Housing Corporation,
having used the ‘traditional’ route for bidding in 2004-06.
Among non-RSLs, the typology of organisation is given in the following table:

| Type

No.
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13

14

2.1

2.2

commercial/residential developer

house builder

housing/commercial contractor

housing contractor

ALMO

‘Non registered affordable housing provider’

R (O|IN[F |01

There was a good geographical spread of involvement across the Corporation’s
investment regions, with all having 10 or more respondents involved in the
bidding process, and all but 2 having more than 15 involved.

Similarly, responses were received from all the Housing Corporation’s regional
investment teams.

Only five bidding organisations used external consultants to assist with bidding.
None of these were RSLs. Their reasons for using consultants were RSLS’
experience of the sector or IMS.

There was a specifically designed questionnaire for each recipient group. All
guestionnaires had a common format. Each included all questions from a core set
which were appropriate for the particular recipient group. Where appropriate,
guestions were slightly reformulated in order to reflect the particular perspective of
members of the recipient group on the subject of the question. This tailoring of
formulation permitted common choices of answer to be used, and hence
comparison made across different groups.

Wherever appropriate, multiple-choice answers were predetermined in the
guestionnaire to facilitate statistical analysis. However, in almost all cases it was
appropriate to invite respondents to provide additional textual comment to provide
explanation, detail or otherwise elaborate on their tick-box answers.

Aims and Objectives

Several questions throughout the questionnaire were seeking to establish to what
extent participants felt that they knew and understood what the Housing
Corporation was aiming to achieve through New Approach to Investment and from
the development programmes that were to be generated.

Housing Corporation’s Aims and Objectives

The questionnaire asked how clearly defined those involved had found the aims
and objectives of the investment programmes under the New Approach to
Investment. Among bidders, only 10% reported that the clarity was less than
acceptable, while 65% viewed the clarity as generally or very good. The clarity
reported by RSLs was, however, distinctly greater than by non-RSLs, suggesting
the benefits of having worked directly in Housing Corporation programmes in the
past.
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How Clear were the HC's Aims and Objectives for Bid  ders?

12]

=

[}

2

3 ONon-RSLs
0

& BRSLs

b

S

z

very good generally good acceptable generally poor very poor not applicable / don’t
know

Options

2.3 Housing Corporation staff demonstrated a very similar pattern, albeit with a smaller
percentage indicating a ‘very good’. However, the opportunity was taken to allow
them to distinguish between the NPiAH and NAHP, and there was a distinctly more
favourable view taken of the information provided for the latter.

How Clear were Aims and Objectives for HC staff?

ONPIAH
BENAHP

No. of Respondents

very good generally good acceptable generally poor very poor not applicable / don't
know

Options

2.4 Among the relatively sparse further comments provided by respondents there was
no clear pattern identifiable.
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2.5

16

14 -

124

=
o
L

No. of Respondents
©

2.6

2.7

Bidders’ Aims and Objectives

Bidders were invited to explain why they had become involved in the processes.
While the motivation for RSLs was predominantly the need for grant to support the
core business, non-RSLs put more weight on gaining greater control over a
process in which they had been previously only indirectly involved.

What were the Organisation's Aims in bidding?

O Non-RSLs
BRSLs

to take control  to obtain grant for greater certainty  business growth enhance schemes other no response
more affordable of grant / planning
housing proposals

Options

Regional, Sub-regional and Local Strategies

These were crucial in providing the sub-national framework of policies, objectives
and targets within which the strategic fit of individual schemes in the HC’s
programme would be assessed. Only two respondents found the usefulness of
regional, sub-regional and local strategies less than acceptable. While a clear
majority found them good or very good, this was less true of non-RSL bidders. The
HC staff who responded with ‘don’t know/not applicable’ were Head Office staff, for
whom this should probably be expected. However, the same response from some
non-RSLs should cause concern, given the importance attached to strategic fit in
the programme.

The lesser importance attached by some non-RSLs is revealed in the responses to
a question about engagement with local authorities concerning the strategic fit of
proposed schemes in their areas. Where this was the norm for RSLs and HC field
staff (note it being inapplicable again for Head Office staff), some non-RSLs do not
appear to have attached much importance to this dimension of the bidding
exercise.
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Were Regional and Subregional Strategy Documents us  eful?

ONon-RSLs
BRSLs
CIHC staff

No. of Respondents

very good generally good acceptable generally poor very poor not applicable / don’t
know

Options

Did you engage with LAs regarding Strategic Fit?

DI HC staff

BRSLs
O Non-RSLs

No. of Respondents

always usually often rarely never not applicable / don’t
know

Options
2.8 Sustainability
This was a key objective in the HC’s programme. When asked about the role of

sustainability in the bidding process, respondents generally believed they shared
the view of what sustainability means with the Housing Corporation. They also
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25

20 1

No. of Respondents

2.9

generally believed that the bidding guidance gave a clear indication of what the HC
meant by ‘sustainability’.

Views on how well Sustainability demonstrated

154

10+

HC staff
BRSLs
ONon-RSLs

mil -

strongly agree generally agree no view either way  generally disagree strongly disagree  not applicable / don't
know

Options

In terms of what sustainability might be, however, the description of sustainability
offered by respondents varied in content and detail and differed possibly from what
might have been expected. The Sustainable Communities Plan places emphasis
on the sustainability of the environment and communities, and the quality of life of
those living in them, and this is reflected in the HC staff responses. In contrast, the
greatest emphasis among bidders was on the longer-term demand for the new
housing they are proposing to build.
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16

14 4

12

10

No. of Respondents
[oe]

2.10

The Meaning of Sustainability

B Non-RSLs
BRSLs
LI HC staff

.

Enviromentally sustainable Continued demand Quality of life, infrastructure Build quality
Options

Efficiency

Arguably the most important objective for the Corporation’s New Approach to
Investment was to increase the value for money of its investment: in terms of
Gershon and the Sustainable Communities Plan, to produce better quality
housing for less cost. Increased emphasis on greater ‘efficiency’ by the
Government also had an impact on the bidding round in setting a clear aim for the
new programme. When asked what they understood this to mean, the
respondents produced an interesting result.
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No. of Respondents

14

124

10+

The Meaning of Efficiency

DO Non-RSLs
BRSLs
HC staff

lower grant lower procurement procurement methods higher quality / vfm / greater speed no response
costs whole-life costs

Options

2.11 RSLs put more emphasis on the aim of reducing the grant costs of schemes for the

Corporation; while non-RSLs mentioned more frequently measures including the
guality of the product. Surprisingly, these were hardly mentioned by HC staff,
although they did identify most often the issue of efficiency in overall procurement
costs — something given less emphasis by RSLs and non-RSLs alike.

2.12 Use of the Planning System

One of the means of increasing efficiency was to be greater use of the planning
system. The questionnaires asked what respondents thought this meant. A
disappointingly large number provided no clear response to the question,
particularly among non-RSLs — somewhat ironic given the importance attached to
the planning system (see 10.4 below) in the success of future investment.

2.13 The emphasis on capturing planning gain to reduce grant costs in schemes was

hardly surprising, given the importance of reducing grant costs as a means of
demonstrating greater efficiency, as mentioned above. It is perhaps more
surprising that relatively little mention was made of the importance of planning
permissions in ensuring timely delivery of schemes.
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Making best use of planning

25

20 A

15

HC staff
BRSLs
ONon-RSLs

10 A

No. of Respondents

no response deliverability of planning  capturing more planning integrating planning with other
permission gain housing
Options

2.14 Innovation

When asked what they understood the HC to mean in seeking ‘innovation’ in bids,
there were an even more disappointing number of non-responses. Among those
responses which were provided, there was a broad range with a few common
themes.

2.15 Bidders saw the HC’s expectations as being in terms of using new or ‘modern’
methods of construction. While there was undoubtedly an expectation of using
MMC, the HC staff did not actually mention this as being innovation: their
expectations were, in contrast, in terms of innovative means of organising more
efficient procurement, and of design. It would appear that the bidding guidance
had not provided the necessary clarity in this area.
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Meaning of Innovation

D HC staff
BRSLs
DONon-RSLs

No. of Respondents

no response New/modern partnerships, supply Design Funding structures other
construction methods  chain, procurement and products
Options

3. Prequalification

3.1 Respondents’ views on the prequalification processes were that the HC was asking
guestions which were broadly correct, and that the volume of information required
was about right, with some viewing the demands as too great. There were,
however, differences emerging in the issue of whether the benchmarks applied to
determine qualification were sufficiently challenging.
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Were PQ Benchmarks Sufficiently Challenging?

ONon-RSLs
BRSLs
D HC staff

No. of Respondents

strongly agree generally agree no view either way  generally disagree strongly disagree  not applicable / don't
know

Options

3.2 Whereas the RSLs and HC staff were overwhelmingly happy that the benchmarks
for prequalification were high enough, the non-RSLs as a group were clearly not of
one mind.

4. Bidding Guidance and Communication

4.1 Invitation to Bid

Respondents were asked whether they thought the Invitation to Bid, as a set of
documents, was fit for purpose. Most thought that this was the case, although the
views among non-RSLs as a group were almost evenly split.
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Invitation to Bid Fit for Purpose?

D HC staff
BRSLs
DONon-RSLs

No. of Respondents

strongly agree generally agree no view either way  generally disagree strongly disagree  not applicable / don't
know

Options
4.2 Supplementary Information
When asked about the supplementary guidance issued after the Invitation to Bid,

the overall response was a little more equivocal. The non-RSLs appeared happier,
but the RSLs less so.

Was the Documentation provided after the Invitation to Bid useful?

16
14
12
o 10
=4
S
5 DIHC staff
g)‘ 8 BRSLs
o DO Non-RSLs
5
s

strongly agree generally agree no view eitherway  generally disagree strongly disagree  not applicable / don't
know

Options

4.3 Within this generally favourable view were very strong feelings to the contrary, as
revealed in some of the additional comments: an extreme case was:
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4.4

No. of Respondents

12

10 4

‘The ITB/Prospectus and brief were repetitive and sometimes contradictory.
Information was issued late. The Q&A response was poor. The workbook was not
fit for purpose. The IMS guidance was generally OK. Several non linked
incompatible programmes were used. Some information had to be entered up to 3
times on different systems. Re-issuing the Development Brief 2 days before the
bid deadline and not advising on the changes was farcical.’

Responses to Queries

The questionnaire asked about experience gained in pursuing queries which had
not been covered adequately by the written guidance. A distinction was made
between those addressed to the HC’s Head Office, and those addressed to the
Field Offices; this had an additional benefit in that it permitted questions on this
subject to be put to the HC’s own staff.

Support from Head Office

HC staff

very good generally good acceptable generally poor very poor not applicable / don't
know

Options
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Support from Field Offices

D HC staff
BRSLs
DONon-RSLs

No. of Respondents

very good generally good acceptable generally poor very poor not applicable / don't
know

Options

4.5 The pattern in the two sets of responses is very similar, and, although broadly
favourable, does indicate a significant dissatisfaction with the direct support
provided. The supplementary comments provided by respondents allowed distinct
problems in the support to be identified, as they were perceived by those seeking
assistance.

Problems with support from HC Staff

é ONon-RSLs
§ BRSLs
9_: LI HC staff
g
Options
5. The Mechanics of Bidding
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5.1

5.2

5.3

No. of Respondents

14
124

10 4

?llHHm

Technical Infrastructure

A wide range of responses were provided to the question whether the infrastructure
had met the demands placed on it by the bidding process. However, in almost all
cases, particular issues were raised by only a very small number of respondents.
The few exceptions to this were:
- The financial workbooks were not user-friendly (mentioned by 27% — see also
below)
A similar number referring to IMS working well, and better than in previous
years.
More than one third referred to the arrangements being too complex, with
duplication, particularly in inputs to IMS and the financial workbooks, with many
calling for the two to be directly linked.

Respondents were asked whether the infrastructure and its performance had
matched previous expectations. Very few provided any information on this,
permitting no firm conclusion to be drawn. However, this possibly confirmed the
general satisfaction indicated by the previous comments.

Bid Documentation

Although so many felt that too much information was being requested of bidders,
only 20% felt that the documentation required was less than acceptable — although
this disguises the fact that nearly half of non-RSLs took this view. Nonetheless, the
main category of response was ‘acceptable’, and a significant number of concerns
arose among the additional comments provided. Among these, however, was no
clear pattern, with concern at the level of detail demanded being the only one with
wide support.

Bid Documentation

HC staff
BRSLs
DO Non-RSLs

very good generally good acceptable generally poor very poor not applicable / don’t
know

Options
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5.4 Financial Workbooks

General views on the suitability of the financial workbooks are provided in the
following chart. None of the non-RSLs found it acceptable, while almost none of
the HC staff categorised it otherwise; while views among RSLs were more divided,
a clear majority of 68% agreed with the negative view of the non-RSLs.

Views on the Financial Workbook

51 ONon-RSLs
BRSLs
44 HC staff

No. of Respondents

Z I EUN T E ]

very good generally good acceptable generally poor very poor not applicable / don't
know

Options

5.5 As shown in the next chart, the main problem identified with the workbook was the
extent to which it did not allow all types of scheme and all situations to be
adequately reflected, due to its structure and the assumptions embodied in it. A
close second was its complexity. These were clearly the two issues which most
concerned the non-RSLs, while other respondent groups also pointed to problems
of internal functionality and the missing link to IMS.
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Main Problems with the Financial Workbook

D HC staff
BRSLs
DONon-RSLs

No. of Respondents

too complex/big poor functionality no link to IMS/bidders poor/inconsistent asks wrong questions
coverage
Options

5.6 Volume of Information Required

A decided majority of bidders took the view that too much information was being
requested of them. Even among HC staff, half held the same view.

Amount of Information for Bids?

ONon-RSLs
BRSLs
CJHC staff

No. of Respondents

too much about right too little

Options

5.7 Time Pressures
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5.8

18

16 1

144

12 4

No. of Respondents

5.9

6.1

Opinions were fairly evenly split on whether they had sufficient time to prepare all
the information required in bid documents, or, in the case of HC staff, to process it
after submission.

Among those reporting insufficient time there was no clear pattern in their further
comments. A few complained about the resources required, and several pointed
out that the quality of bids would have been better with more time. Comments
were made that the issue was less the shortage of time, but rather the extent to
which changes were being made to guidance constantly throughout the process:
those in the latter stages caused real problems with meeting deadlines.

Enough Time for Bids?

10 4

L

HC staff
BRSLs
ONon-RSLs

more than sufficient sufficient insufficient not applicable / don't know
Options

Strangely, no-one responded to the request for an indication of how much more
time would have been needed. The general view among the few bidders who did
pointed to an extra two weeks being needed.

Putting Bids Together

Main driver

Bidders reported that location in a priority area in a strategy was the primary driver
in their choice of which schemes to bid for. More general strategic fit was the most
important secondary factor reported, and none indicated that financial return was
the main driver.
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What was your Main Driver in Selecting Schemestob  id?

16

14

12

=
o

ONon-RSLs
BRSLs

No. of Respondents
e ]

priority areas Strategic fit land bank financial return Deliverability Value for money
Options

6.2 Strategic Fit vs. Financial Viability

Ensuring that housing schemes fit with the imperatives emerging from local and
other strategies can come into conflict with the factors which determine whether a
scheme will stack up financially. Respondents were asked how frequently this had
led to problems being experienced in designing or selecting bids. As illustrated in
the chart below, no clear pattern emerged, with a wide spread of experience being
reported.

Did Strategic requirements create problems with sch eme viability?

2
=4
]
] CIHC staff
§ BRSLs
@ DONon-RSLs
S
e}
z
always usually often rarely never not applicable / don't
know
Options
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6.3 Not all indicated how they dealt with these problems when they arose. The general
response was either to make adjustments to the scheme — i.e. compromising on
strategic fit and/or financial return — or through absorbing the additional costs within
a programme including more profitable schemes.

6.4 Sustainability

When asked how they ensured the meeting of the HC’s sustainability requirements,
bidders responded with a series of measures. While RSLs reported use of a range
of different administrative tools to demonstrate compliance, this was much less in
evidence among non-RSLs’ responses. For the latter, the predominant response
was to use active measures on specific schemes.

How to ensure sustainability

14

12 A

10 4

8,
BRSLs
DO Non-RSLs
6,
: I

No. of Respondents

N

Use Ecohomes  test through  use of own use MMC  mixed tenure scheme- other no response
sustainablity check HQI assessment schemes specific
toolkit model measures
Options

6.5 Bidders were also asked how well they thought they were able to demonstrate
sustainability in the bid documentation, most believing this to be achieved.
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Views on how well Sustainability demonstrated

[%2]

€

S

S D HC staff
§ BRSLs

& DONon-RSLs
k-]

S

z

strongly agree generally agree no view either way  generally disagree strongly disagree  not applicable / don’t
know

Options

6.6 Efficiency

A question was asked regarding in what ways respondents thought that the bids
were demonstrating greater efficiency (cf. definitions of efficiency earlier). The two
predominant forms both relate to the New Approach to Investment: economies of
scale within consortia; and, even more significant, the efficiencies to be gained
through partnering and the supply-chain management and integration which this
permits.

Types of Efficiency offered

2]
<
S
S ONon-RSLs
% BRSLs
o CIHC staff
k]
S
z

Supply chain  Efficiency within ~ section 106 internal subsidy cross-subsidy landbanking MMC, higher quality,

integration / consortium subsidy standardisation whole-life costs

partnering
Options
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6.7 Engagement with Planning Authorities

Supply-chain  management, and particularly the subsidy from planning gain
recognised earlier, are elements of efficiency which imply a role for planning
authorities. Bidders were asked how frequently they had engaged with planning
authorities in preparing or assessing bids. The large number who always or usually
did so might be reassuring, but the fact that a number — particularly non-RSLs —
never engaged with planning authorities might cause some concern.

Level of Engagement with Planning Authorities

16

14

124

10+

DO Non-RSLs
BRSLs
HC staff

No. of Respondents
©

o ‘ [

always usually often rarely never not applicable / don't
know

Options

6.8 In commenting on the nature of the liaison with authorities, a significant number
explained that this was part of their normal, on-going activities. A similar number,
however, pointed to a variety of ways in which the attitude or behaviour of planning
authorities did not facilitate their engagement on housing schemes.
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Liaison with Planning Authorities

ONon-RSLs
BRSLs
CHC staff

No. of Respondents

as part of normal process through housing enablers through RSL partners LAs not all helpful
Options

6.9 Section 106 variation

A particular question was posed regarding the effect on bidding of variation in the
ways different planning authorities approached s106 negotiations. There was no
real pattern in the information from respondents. The single clear message — not
really related to the issue of variation as such — was that information on s106
provisions was inevitably incomplete in bid submissions because of the various
stages reached in negotiations at the particular time of bidding.

Problems with s106 variation

ONon-RSLs
BRSLs
oAl

No. of Respondents

no response No effect Huge impact incomplete info for bids other

Options

August 2006 Page 26 of 92

ct



The Housing Corporation Evaluation of the New Approach to Investment

6.10 Breaking of Former Partnerships on Schemes

Respondents were asked whether bids had been made by developers for schemes
for which there had previously been an intention for an RSL to bid on behalf of a
partnership with the developer in question. Only four bidders (3 RSLs) indicated
that they had been involved in such an occurrence; although six HC staff reported
that they were aware of this happening.

6.11 Bad Timing of Bid Round for Individual Schemes

As anticipated, many respondents pointed to problems associated with the
snapshot basis of the bid round in which schemes need to be submitted at times
other than would be ideal in the normal process of their preparation. In order to
obtain information relating to this, a question was asked regarding what proportion
of schemes bid would ideally have been submitted at a different point in time (more
than 3 months earlier or later). Most reported that a significant proportion would be
affected; and half of RSL responses and one third of non-RSLs indicated that this
would be more than 70% of schemes they had bid. As a consequence, effects can
be expected on the deliverability of many schemes included in the HC’s
programme, unless many have been sifted out through the selection process.

6.12 Several interesting points were made in respondents’ additional comments. Some
pointed to their policy of only bidding schemes which were ready, and that a
consequence of this is that many good schemes were inevitably being missed by
the HC’'s programme because of its use of a single bid round. One revealing
comment was that the respondent hadn’t understood the question.

"Bad Timing" of Bid Round

10

DONon-RSLs
BRSLs
HC staff

No. of Respondents
o

70-100% 30-70% 1-30% none don’t know
Options
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6.13 Developing Sites without Grant

A similar question was put to non-RSLs regarding what proportion of schemes
might be developed anyway, even if they do not attract grant from the HC. Three
indicated 70-100%, and the other two responding stated there would be none.

6.14 Land bank?

Non-RSLs were also asked how significant a land bank of cheap land had been in
putting together their bids. Responses were almost equally split between very
important and insignificant. There was a similar split in answering the question of
whether a supply might be expected in the future. A common comment, however,
was that there is no such thing as cheap land!

7. Assessing Bids

7.1 Almost all bidders reported that the guidance had provided them with a clear
understanding of the process through which schemes would be selected by the
Housing Corporation, with 34% stating that this was strongly the case.
Unsurprisingly, the HC staff were wholly positive on this matter.

7.2 Despite this generally favourable picture, the additional comments provided by
respondents pointed to some significant issues to be considered in the future.

- One was that the clarity of the process tended to break down in the detail, and
that this made it difficult for bidders to fine-tune the detail of their submissions to
provide the precise information which the HC would be seeking to use.

Another, related to the first, was that much of the detail which was provided in
the guidance pointed to information needs which would really have required
preparation long before the guidance itself was issued.

Several references to the absence of benchmarks betrayed a belief by some
respondents that their schemes were being assessed against some general
criteria, rather than in competition with one another.
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Was the HC's intended Selection Process clear?

18

16

14 -

12 4

10 1 HC staff

BRSLs
g DONon-RSLs

2 | H H
0 T T T T

strongly agree generally agree no view either way generally disagree strongly disagree  not applicable / don’t
know

No. of Respondents

Options

7.3 Value for Money

A further question asked whether the guidance had provided clarity specifically on
one particular element of the process, namely how value for money would be
assessed by the HC. Again, a large majority stated that this was the case,
although there was a more significant proportion with concerns that there was
insufficient clarity.

7.4 Unfortunately, most respondents chose not to provide any further comments.

Among those who did, a few issues could be identified:

- A concern was evident that the HC was giving no clarity on how qualitative
factors were being offset against quantitative in the value-for-money
assessment. In particular, attention was drawn to how strategic fit was to be
measured and weighted against scheme costs.

A related concern was evident that the Grant Index might be used as the sole
measure of value for money. In fact, there was a suggestion that value for
money was being equated with the much narrower measure of cost per unit.
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Clear how VFM to be assessed?

16

14 -

12 A

iIH _N

strongly agree generally agree no view either way generally disagree strongly disagree  not applicable / don’t
know

[N
o
L

HC staff
BRSLs
DO Non-RSLs

No. of Respondents
©

Options

7.5 Grant Index

When asked about the suitability of the Grant Index as a tool for comparing
individual schemes, only two respondents thought it to be poor. Possibly more
significant is the large proportion (27%) of bidders who expressed no view on what
should have been recognised as a key element in the selection process.

7.6 All Housing Corporation staff categorised the tool as generally or very good. Yet, in
their additional comments, many staff pointed to quite fundamental concerns
regarding the value of the Index as currently constituted. This serves to question
the extent to which their responses to this and possibly other multiple-choice
questions can be relied upon.
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Views on the Value of the Grant Index for Comparing Schemes
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very good generally good acceptable generally poor very poor not applicable / don’t
know

Options

7.7 The additional comments from all respondents helped create a picture of several

issues to be considered for development of the Grant Index in future.

- Does it serve to focus attention too much on the more qualitative features of
schemes which are not included?
The set assumptions within the GI will undermine the value of particular
schemes/types which they serve to mask. There was a particular problem with
supported housing and intermediate rent.
The lack of precise guidance on the detailed information to be input by bidders
undermines the reliance that assessors can place on the comparisons which
the Gl is intended to facilitate.
Use of RCGF to subsidise schemes is actually discouraged by the way it is
treated in the model.
HC staff commented that the GI may be good for benchmarking, and for
identifying outliers; but is of little real value in directly supporting the selection
process.

7.8 Whole-Life Costs

One particular aspect of the Grant Index was its treatment of the whole-life costs of
schemes. When asked, bidders were generally dissatisfied with the approach
adopted, with HC staff tending in the opposite direction.
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Views on effectiveness of using Whole-Life Costs

CHC staff
BRSLs
DONon-RSLs

No. of Respondents

strongly agree generally agree no view either way  generally disagree strongly disagree  not applicable / don’'t
know

Options

7.9 In explaining what the issues were, the additional comments from respondents fell
into three broad categories. The two principal concerns were: (a) that the HC’s
measure for full-life costs were too crude to capture the range of issues and
different approaches involved; and (b) that, even in its simplified form, the measure
did not support meaningful comparisons of schemes’ real value.

Problems with whole-life costings
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< ONon-RSLs
§ BRSLs
o CIHC staff
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z
too crude missed particular details inappropriate for comparisons
Options
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7.10
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7.11

HQIs

The most direct measure of qualitative features of schemes used by the HC is the
Housing Quality Indicator score. Respondents were asked how effective they
thought this would be as a measure of quality. As with other measures, the
majority expressed satisfaction with it.

Views on effectiveness of HQIs

HC staff
BRSLs
DO Non-RSLs

strongly agree generally agree no view either way  generally disagree strongly disagree  not applicable / don't
know

Options

Equally, as in the case of other measures, the additional comments were used to
paint a picture of considerable concerns regarding particular aspects of the subject.
One key negative in the picture were an uncertainty regarding how the HC’s staff
were actually going to take HQIs into account — echoing previous concerns
expressed about the selection process in general. Another, more frequently
expressed set of concerns was around the question of whether the HQI score can
really represent the full range of qualitative features of an individual housing
scheme.
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No. of Respondents
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HC staff

limited coverage of quality  limited in applicability too early unclear how used positive value
Options

7.12 Sustainability

Respondents were asked what problems they had with demonstrating sustainability
in their bids. Although there were concerns expressed about it being too premature
to deal with this in the bid round, and about the consistency with which scheme
selection would be taken forward, the overwhelming concern expressed was with
regard to the availability of information. Frequent mention was made of the need to
provide additional documentation over and above what was possible through the
formal documents requested by the Corporation. Even the space provided for
supporting text was described as insufficient for bidders to deal with this issue.

7.13 Added Value

8.1

Questions elicited a similar response about how well bidders thought that the added
value offered by their schemes would be identified and used within the HC'’s
selection process. In addition to the above issues about information reflecting the
quality of schemes, respondents were clearly concerned that, while the additionality
of increasing the number of homes was formally built into the assessment process,
there was no clarity on whether and how other forms of added value would be taken
account of.

Programme Delivery and Management

Issues

A question sought to identify which issues might arise to endanger programme
delivery during 2006-08. Surprisingly, the most common response was that no
issues were anticipated. This was particularly strong among RSLs, and might give
some concern to the HC’s staff responsible for delivery — needless to say, none of
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these failed to identify potential issues. The clear favourites among the issues are
the risk that micromanagement by the HC and lack of flexibility might endanger
delivery, coupled with poor performance by deliverers. A related issue identified
by two HC staff is the question of whether the organisation will impose appropriate
penalties to encourage good performance.

Nature of Delivery Problems
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8.2 Respondents also provided their views on what factors bring about delivery
problems. Although the risk of market changes and adverse planning decisions are
recognised as significant, the main factor identified was the use of snapshot
bidding to put together the 2-year programme, with all the risks and uncertainties
this inevitably brings.
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What will cause Delivery Problems

ONon-RSLs
BRSLs
CHC staff

No. of Respondents

Snapshot bidding Depends on planning decisions Depends on market changes
Options

8.3 Likelihood of delivering on time and without change S

Consistent with their common view that there are no delivery issues, the RSLs
demonstrated considerable confidence, when asked, that they will deliver their
programmes as agreed and on time. The non-RSLs were far more sanguine,
although none judged the likelihood as less than 50:50. In stark contrast, half of
the HC staff view the likelihood as no more than 50:50.

Will Allocations be Delivered as Agreed and on Time ~ ?

2
(5}
-g ONon-RSLs
% BRSLs
x D HC staff
S
almost certain probable 50:50 unlikely almost certainly not not applicable or
don’t know
Options
8.4 Commercial Issues peculiar to the non-RSLs
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8.

8.

8.

8.8

9.

5

6

7

No. of Respondents

Delivery will only begin when Grant Agreements are signed. The non-RSLs report
that they will be predominantly using external resources — primarily commercial
lawyers — in advising on this process. They were asked for their views on the
commercial aspects of provisions in the draft Agreement.

Most provided a number of concerns relating to different aspects. The majority
have outstanding concerns with the proposed use of collateral warranties, and with
the payment only on completion. Although claw-back is not an insuperable
obstacle, two expressed concern that this should apply equally to RSLs.

Of the seven non-RSLs who were able to indicate their intentions with regard to
future retention of the stock developed with SHG, two planned to retain ownership
of all new homes, while the other five plan to dispose of all of them. One of the two
organisations retaining stock also planned to manage all, while the other’s intention
was to manage none.

The regime of independent inspection and certification is one that non-RSL
respondents clearly felt they could live with, albeit not without criticism. Comments
were made that the process could be made more efficient and less bureaucratic,
and also that sign-off could be during the process and not just at the end.

Two of the seven non-RSLs that will be involved in the programme plan to retain all
the stock developed with grant, and also to manage it themselves. The others plan
to dispose of all of theirs. Of these five, two have already agreed transfer prices
and mechanisms with the respective RSLs, one will use its existing s106
arrangements, one will use an ‘informal partnering scheme’, and the remaining one
provided no information on its intentions.

Non-RSLs' Problems with Commercial Provisions

Payment on completion Collateral Warranties Clawback should apply to HC rights to info no response
RSLs too

Options

Assessment of the New Approach

9.1 Arradical change of approach?
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9.2

25

20 1

No. of Respondents

9.3

9.4

The intention of the Housing Corporation’s New Approach to Investment was to
precipitate a radically different culture surrounding its investment programme. This,
of course, implied that there would have to be a change in the climate and
behaviour for all the other organisations involved: certainly for the RSLs that had
been receiving grant for development for many years, but possibly also for the non-
RSLs that were involved indirectly through their RSL partners, and may have
started the process with different expectations from what finally emerged in the
bidding round.

Respondents were asked in the questionnaire whether the Corporation had
required an equivalent new approach from their own organisations (or parts of the
organisation in the case of HC staff). The following chart leaves no doubt that the
view of the respondents was overwhelmingly that a radical change had been
necessitated.

Was a new approach required for individual organisa  tions?

154

10 4

HC staff
BRSLs
DO Non-RSLs

[

strongly partly no, but changed anyway no change not applicable / don't
know

Options

Respondents were also asked to indicate in which way the New Approach to
Investment was radically different from what had gone before or had been
expected. It is significant that there was an overwhelming emphasis in the
responses on what might be called administrative factors: the type of process
involved in bidding for grant, the information required in bid submissions, and the
forms of communication used in the process.

Equally significant is the relatively low level of attention paid to what perhaps
should have been the focus of change expected by anyone reading the headline
reports on the New Approach to Investment: namely, the aims and objectives of the
investment programme and the increased competitiveness attributed to non-RSLs
being involved for the first time.
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How was the New Approach Radically Different fromw  hat was expected?
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9.5 Finally, RSL respondents were invited to indicate in which areas their organisations
had changed in adjusting to the New Approach to Investment. If those professing
little change can be ignored, the areas of greatest change reported reflected the
‘administrative’ challenge perceived as being imposed upon them: a need for a
radical increase in the resources devoted to bidding, and for changed procedures
and approach to the bidding process. Only one reported any need to make
structural or other organisational changes.

How did the New Approach change RSLs' Approach?

No. of Respondents

Not a great deal More resource Organisational change Different approach / procedures

Options

August 2006 Page 39 of 92



The Housing Corporation Evaluation of the New Approach to Investment

9.6
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Was the New Approach to Investment radical enough

When asked whether the New Approach to Investment was the best way to
achieve greater efficiency, there was a relatively wide range of views, with few
strongly agreeing, as set out in the following chart.

Was the HC's New Approach the best way to achieve g  reater efficiency?

HC staff

strongly agree generally agree no view either way generally disagree strongly disagree  not applicable / don’t
know

Options

Those who believed the approach could be improved upon provided a wide range
of suggestions about how this might be achieved. However, there was no pattern
discernible in these comments. Nonetheless, the question of improvement was
addressed more directly later in the questionnaire, and this did reveal some clear
patterns as explained further below.

In the meantime, the respondents were asked specifically to indicate in which areas
the approach had not been radical enough to bring about particularly the increase
in efficiency which was sought.

As shown in the chart, the most significant element is the disappointing level of no
response, particularly from the staff of the HC itself. The responses received were
quite varied and have been grouped under several broad categories.
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Where was the new approach not radical enough?

HC staff
BRSLs

insufficient should be partnering streamline the too unsophisticated clung to old ways no response
adjustment to non-  and sustainability not process
RSLs competition and costs

Options

9.10 The category with largest number of respondents brings together the various

critical views on the nature of the bidding process. In general terms, these put
forward the view that, if the Corporation has selected partners, it should have
seized the opportunity to work with them on a longer-term basis in pursuit of the
broad variety of goals under the sustainability approach. This is believed to offer a
better prospect than the pursuit of short-term cost savings through competition.

9.11 The two headings of streamlining and improved sophistication could be seen as

opposites. However, the former is about making the process of selecting schemes
for investment more efficient; while the latter reflects a feeling that much was lost
through a process which tended to lose sight of the potential benefits of critical
features of schemes through a reduction to formal simplicity.

9.12 Those pointing to insufficient attention being paid to the non-RSLs were generally

not pleading a special case, but rather pointing out that much potential had been
lost in the process which did not take sufficient account of where they were starting
from in terms of knowledge. As one respondent pointed out, this becomes
academic, since the non-RSLs will now have learned a great deal, and would not
be starting with such a disadvantage in future.

9.13 Perhaps the most revealing set of responses were those referring in various ways

to the HC as having approached the planning of its radical new approach from
where it was starting, rather than where it wished to get to. This was encapsulated
in a comment from one recipient that the HC had tried to seize the new without
letting go of the past, and had fallen in between.

9.14 How to judge success of approach

Given that the majority thought that the aims and objectives of the New Approach
to Investment had been set out clearly in the Invitation to Bid (see above), it might
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have been expected that there was considerable agreement on which criteria
should be applied in judging success. However, when asked, the respondents
produced a considerable range of views revealing significant differences.

9.15 As revealed in the next chart, there was a fundamental dichotomy between two

groups: those who referred to measures which can be reduced to the narrower
concern for unit costs and grant reductions; and, in contrast, those who placed
emphasis on quality and other intangibles in a broader view of value for money.
The latter was often complemented by references to the level of strategic fit being
important — although only once by a non-RSL — while deliverability and speed of
delivery were recognised across the board.

9.16 Some significance might be attached to the lack of emphasis placed on

No. of Respondents

sustainability or the benefits to customers. However, it is definitely significant that
so few mentioned the success of non-RSLs in the bidding competition as being an
important measure of success. Despite the attention attracted by their potential
involvement in the HC’s programme, there does not appear to be a predisposition
to view their success in attracting allocations as necessarily a success for the
programme itself.

Measures of success
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9.17 Fair Competition?

72% of those expressing a view on the fairness of competition between RSLs and
others indicated that they found it to have been fair. However, this breaks down
into an average between 90% among RSLs themselves and Corporation staff, and
a significantly lower 43% among non-RSLs.
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Was Competition between RSLs and non-RSLs Fair?
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9.18 In anticipation of there being some who would be unhappy with the fairness of the
process, respondents were invited to identify issues and suggest how the situation
might be improved. Given the generally positive response, it is not surprising that
most did not respond. The issue of non-RSLs being disadvantaged by their relative
lack of knowledge of the sector (as discussed above) should disappear with time.

9.19 The perceived disadvantages in the grant funding regime for non-RSLs is
something which can be addressed directly by the HC; while the organisations
themselves can similarly address any aspects in which their own approaches put
them at a disadvantage in competition with RSLs.

9.20 The most intractable issue would appear to be the various ways in which non-RSLs
are viewed as suffering prejudice at the hands of others, particularly local
authorities.
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Issues in making competition fairer
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9.21 Partnering

A bedrock of the New Approach to Investment is the notion of partnering, and the
respondents were asked whether the documentation from the HC had made clear
what being a partner was intended to mean. Only a small minority suggested that
the clarity on this subject was less than acceptable; although, significantly, several
HC staff fell into this category.

Were Implications of Partner status clear?
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very good generally good acceptable generally poor very poor not applicable / don't
know
Options
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9.22 At the same time, respondents were asked what they actually understood the
implications of partner status to be. A significant number provided no explanation,
including half of the HC staff; and among those staff who did respond, one
observed that the status did not represent a partnership, while the others that its
meaning was still unclear. Perhaps in keeping with this, the majority of RSL
responses referred to the readier access to grant funding and an expectation that
they would have greater freedom in managing their delivery programmes. Only a
small number — the majority non-RSLs — referred to an understanding that partner
status brought them into a partnership with mutual interests and obligations.

The Meaning of Partner Status
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DO Non-RSLs
BRSLs
HC staff

No. of Respondents
(o))

partnership, working better access to funding, still not clear not a partnership no response
together, obligations less control

Options

9.23 A much clearer picture emerged in response to the question of how partner status
should be developed in the future. A significant majority of responses pointed to
the creation of real long-term partnerships and/or the associated rolling
programmes, many referring to an expectation that this would move away from any
need for bidding rounds and towards the management of evolving pipelines or
supply-chains of schemes.
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9.24 Two aspects of HC staff responses are worth mentioning. One is the call for a

stronger regional role in future partner relationships, and the other — perhaps
surprising — is the number who provided no response at all.

9.25 A Future Pipeline of Schemes

Bidders were invited to indicate how far ahead they could plan a development
pipeline as a partner of the Housing Corporation. Disappointingly, only 13
responded, but most of these gave 5 years as a time horizon (three gave 3 years
and one 4 years). Only three from the Corporation staff answered a comparable
question about their ability to develop a pipeline, all giving 5 years as the time
horizon.

9.26 Respondents were also asked whether they would feel confident planning a

pipeline restricted to the 2-year time horizon of the current bid-round cycle. Only
two non-RSLs responded, both indicating a ‘yes’. There were thirteen responses
from RSLs, twelve in the affirmative. Significantly, while only seven Corporation
staff provided a response, three of these expressed a lack of confidence in the 2-
year cycle as a basis for a pipeline.

9.27 RSLs were asked whether they had had a land bank for the 2006-08 bids.

Seventeen responded, nine in the affirmative; and of the others, two indicated they
intended to develop a land bank to support a future programme. This small sample
would indicate there is little ground for any expectation of RSLs changing their
policy significantly regarding land-banking.

9.28 Non-RSLs were asked whether they thought there would be a significant volume of

cheap land banked to support future investment programmes. Only three
responded, two saying ‘yes’ and the other ‘no’; while the two Corporation staff who
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expressed a view shared a belief that there would be no cheap land in the future.
This small sample provides no real basis for projecting into the future, but suggests
there might be value in pursuing the issue through other means.

9.29 Balance of Risk and Reward

When asked whether an appropriate balance of risk and reward had been struck
between the HC and its partners, the RSLs’ views were reasonably well balanced
between positive and negative, with a slight majority in favour. In contrast, the HC
staff were clearly of the view that a balance had been struck, while the non-RSLs
had an even stronger opinion that no success had been achieved.

Was a Proper Balance of Risk Achieved?
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HC staff
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strongly agree generally agree no view either way generally disagree strongly disagree  not applicable / don't
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9.30 In providing additional comments, the respondents conveyed no clear pattern of
detail. It is worth noting, however, that a significant number saw all the risk as lying
with the HC’s partner. Also, interestingly, several HC staff made the observation
that it is simply too early to form a judgement on this matter: it depends on how the
detailed arrangements for programme management emerge.

August 2006 Page 47 of 92



The Housing Corporation Evaluation of the New Approach to Investment

Comments on the Sharing of Risk
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9.31 Why choose not to bid?

As a final judgement on the New Approach to Investment, those who had pre-
gualified but then chosen not to bid for grant were asked why they had taken this
decision. These are set out in the following table.

9.32 In the two cases where the bid on offer would have been non-compliant or too
small, the organisations in question had arguably no choice in the matter. For the
respondents seeing no benefit in bidding, or actually assessing risks as greater
than working in partnership with a bidding RSL, the reason to opt out was
essentially the absence of any positive factor.

9.33 However, in the other cases, there are real negative factors to be discerned, which
should be given due attention. There is plenty of evidence among non-RSLs which
did bid that they are critical of significant elements of the bidding process, or of
formal elements such as the legal agreement. And yet these other organisations
still chose to bid — and therefore the obstacles posed by these factors for those
opting out must have been perceived as significantly higher.

Z
o

N R R RRR|k

Reason given:

Fell short of minimum threshold required

No compliant bid to offer

No benefit

Increased risk over present arrangements
Bid process too complicated

Bid process poorly managed

Onerous legal agreement without negotiation
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10.

The Future

10.1 Future Private Sector Interest?

The non-RSLs were asked what proportion of their future turnover would be
directed at the NAHP on a rolling programme basis. They provided a varied,
possibly surprising picture, shown in the following table. Very few additional
comments were offered; one, however, was that the figure (70-100%) referred to
percentage of ‘affordable turnover’, which suggests that the possibility of further
misinterpretation of the question undermines the statistics.

Desired share of future turnover in NAHP schemes: N
70-100%
30-70%
1-30%
none
don't know

Rlo|N|R|w|o

10.2 To provide a comparison, Housing Corporation staff were asked how important

they judged their investment would be for the private sector in future. Only three
responded, with very varied views, making any attempt at analysis of little value.

10.3 Non-RSLs were also asked whether their future involvement would be alone or with

10.4

10.5

RSLs. Only three responded, all indicating an intention to be bidding in partnership
with an RSL. Interestingly, two of these three had been sole bidders for the 2006-
08 bid round.

Key Factors for Future Success

All respondents were asked what they viewed as the key factors which will
determine the success of the Government’s current initiative of increasing the
quality and quantity of new affordable housing. The clear favourite among all
groups was the planning process, which thus provided an interesting postscript on
many previous responses to its role in bidding and delivering the programme, and
to the level of engagement with planning authorities.

Significantly, the New Approach to Investment was in a relatively distant second
place, shared effectively by the nature of local authority input and the issue of
building costs. All of these four factors were offered as factors in the questionnaire.
However, respondents offered further factors of their own, including considerable
support for the issue of land availability — exclusively mentioned by RSLs. Even
more popular was the question, emerging again, of whether a supply chain of
affordable housing schemes can be created through use of a rolling programme.
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10.6 Suggestions for Improvement

Not surprisingly, when a question was asked regarding how the New Approach to
Investment might be improved, the most favoured suggestion among RSLs and
non-RSLs was its evolution into a real partnership approach. The developers of
new housing wish to have a longer-term perspective, and the opportunity to work
with the market in responding to opportunities for scheme development as and
when they arise. These are seen by many as crucial to further progress. Although
several HC staff also identified this factor, even more spoke of various
improvements to the bid round — something which found less support among
bidders, presumably partly because they were arguing for the bid round to be
replaced.

10.7 The other issue of significance in the responses was the importance attached by

both HC staff and non-RSLs to improved working on individual housing schemes,
implying success in obtaining active involvement from local authority planners and
all other partners. For reasons which are not clear, this was mentioned by only one
RSL.
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Suggested Improvements to the New Approach
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10.8 Happy to use the same bidding process again?

All participants were asked whether they would be happy to be involved in the
same bidding process in future years. Among the 34 would-be bidders that
answered the question, 24 answered in the affirmative, although many then went
on to qualify this with a variety of improvements they would wish to see. In
contrast, only 2 of the HC staff provided an unequivocal ‘yes’, and had a similar set
of suggestions for improvement.

10.9 The set of responses received effectively represents the conditions without which
many of the bidders (and HC staff) would not wish to be involved in such a bid
round again. The detailed responses varied considerably, but they have been
assembled into a small number of categories set out in the following chart.

10.10 Significant features of the results are as follows:

- No significance should be attached to the size of the ‘general improvement’
category since this consisted of fairly non-specific requests for improvement.
The need for more closely defined improvements — tools, planning and
management, time available — effectively covers all aspects of the process
itself.
There are a remarkably small number of requests for improvement from the
RSLs — possibly reflecting their general approach of accepting whatever is
demanded of them to bid for their principal source of public funding?
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Improvements to the Bid Process necessary for Futur e Involvement
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Section 3

SUMMARY OF FOCUS GROUP FINDINGS

NOTES OF RSL FOCUS GROUP 3 APRIL 2006

Facilitators:

Mike Best and Sarah Hackney — Campbell Tickell

RSL Representatives:

Organisation | HC Region |Experience of bidding Reasons/Background
Reference:

1 South West Bid for NAHP To increase provision of
affordable housing.

2 National Bid for NAHP Excluded from NPIiAH as
specialist housing provider.

3 South East Received allocation for | Saw the NPIAH as an

and London | NPiAH opportunity to  maximise
Bid for NAHP access to funding.

‘Didn’t have a clue what we

were letting ourselves in forV’

4 Eastern Bid for NPiAH and NAHP | Bid for NPIAH to get

(check  whether they | experience of NATI.
were  successful  for
NPiAH funding)

5 North West Bid with developer | Developers withdrew from

and Midlands | partners for NPiAH, but | NPiAH and RSL bid on their
was not successful behalf [on same schemes] in
Bid for NAHP NAHP.

6 South East Bid for NPiAH and NAHP | Saw NPiAH as an
opportunity to  maximise
funding as a good
introduction to NATI.

7 Eastern and | Bid for both programmes | Bid for NPiAH as schemes
East (unsuccessful IDB bid for | matched criteria. Also saw it
Midlands NPiAH) as an opportunity to

maximise funding as good
experience.

8 London Bid for NAHP Considered whether to bid
for NPiAH, but decided to
concentrate efforts on
NAHP.

9 Nationwide Received allocation for | Saw NPiAH as an

NPIiAH opportunity to expand
Bid for NAHP experience.
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Organisation | HC Region |Experience of bidding Reasons/Background
Reference:

10 London, Received allocation for | Bid for NPIAH to get
South East NPiAH experience of NATI and
and East Bid for NAHP maximise access to funds.
Midlands

11 Nationwide Bid for NAHP Leading a consortium for the

first time, and finding
interesting issues emerging
from co-ordinating bids from
other organisations as well
as from programme delivery
implications.

12 London, Bid for NAHP Similar reasons as others
South East (check  whether they | given.
and Eastern | submitted PQQ for

NPiAH)
13 London and | Received allocation for | Had schemes which
South East NPiAH matched funding criteria.
Bid for NAHP
14 Eastern and | Received allocation for | Had a single scheme which
East NPiAH met NPIiAH criteria  with
Midlands Bid for NAHP limited risks involved. Took
strategic view that HC would
be looking to fund schemes
outside London. Would not
have applied for NPiAH with
more complex scheme.
15 North West Received allocation for | Saw NPiAH as an
NPiAH opportunity to expand other
Bid for NAHP areas.

Key Issues:
Housing Corporation interface

RSL bidders found that, in comparison to previous bid rounds, HC regional office staff
were less able to answer detailed or technical queries and had to refer to HQ more
frequently. Clarifications were often received too late to be helpful (one example
involved an RSL having to obtain Board Approval to bids using their own assumptions,
before detailed queries were answered by the HC). It was noted that even relatively
simple queries/clarifications on IMS took over 2 weeks to be resolved, which caused
problems and delays for bidders.

The NPIAH programme was considered to be particularly frustrating, with one RSL
having to re-input bid information 6 times, as the HC repeatedly changed requirements
after they had been submitted.
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There was also a view that there wasn’t a consensus between the HC and their advisors
on a number of issues. For example, HC staff and their consultants (PwC) gave a
contradictory response to a query on workbooks, and the HC officer admitted that they
were not sure why they were making the response.

Bidders were under the impression from the documentation that when submitting their
bids they should put in the most competitive grant requirement, as the ‘HC would not
negotiate with bidders once the bids were received’. However, in practice, bidders do
appear to have been contacted by the HC and asked if they will reduce the grant on
certain schemes.

There also appear to have been differences in approaches to assessing the bids
between regional offices reported by those organisations that work in a number of
regions. Some HC offices have raised queries on bids in their area which have not been
identified by other offices.

Information Requirements and Financial Workbooks

RSLs that had bid for both programmes said that they had experienced more problems
with NPiAH, and that aspects had improved for the NAHP bids — ‘the NAHP was a
dream in contrast to NPiAH!" Another commented that ‘if the workbooks hadn’t been
simplified, we wouldn’t have made any bids!’

Some bidders queried the approach taken by the HC and their consultants, and whether
they had a fundamental understanding of RSL operations. For example:

‘At our individual meeting with the central team for (NPiAH) [prior to submitting
validated bids] it was clear that they had no concept of why RSLs did not show a
profit margin in their workbooks’

‘We queried with our regional office how we should input a scheme which made a
deficit, saying we either had to show the correct information and show a deficit, or
manipulate the figures to break-even, and were told the scheme had to be
amended.’

‘The financial workbooks demonstrated a fundamental misunderstanding of the
way shared ownership staircasing operates. The first version that was issued
was wrong, and the second version still didn't show the HC what they wanted to
know.’

There was agreement that the requirements of bidding on IMS were not fundamentally
different for RSLs than in previous years. But the workbooks required considerably more
resources to complete; and different skill-sets (e.g. writing macros to transfer scheme
details from spreadsheets to workbooks etc) in order to deal with the volume of
information required (one participant made 150 bids).

There were also complaints about requests for duplicate information from the HC, and
information that has been provided, not being used promptly. For example, after the bids
were submitted, bidders were asked to provide the information on an Excel spreadsheet
separately.
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We were also told that successful NPiAH bidders were given very little notice to input
their schemes into IMS, and only 1 week to submit grant confirmations before the
system shut down in March.

Level Playing Field between RSLs and non-RSLs

The group consider that it is unlikely that a level playing field between RSLs and non-
RSLs will be possible, as the private sector exists to make profits for their shareholders,
and therefore have different priorities to the social housing sector. RSLs have wider
interests and concerns (such as community involvement, long-term housing
management and maintenance obligations and training) and aim to return any surplus to
the communities in which they work.

It was also noted that developers have an alternative to grant funding from the HC (i.e.
selling the properties on the market) — whereas a developing RSL’s main purpose is to
increase the amount of affordable housing it delivers, the majority of which is usually
funded through grant.

There was a mixed response as to whether the involvement of non-RSLs resulted in
RSLs being more competitive. Some participants felt that associations were used to
competing against each other for resources and would have produced similar results
anyway, as ‘the main competition is from each other. Others felt that widening
recipients of grant resulted in RSLs ‘sharpening their pencils’, and ‘sweating their assets’
to reduce grant requirements, which was understood to be the intention of the HC and
ODPM.

Risks

Concern was expressed from some members of the group about the level of risk to
which successful bidders were being exposed in the New Approach to Investment. In
particular these related to:

a) The requirement to meet delivery timescales and outputs over a 2-year period, or
risk the removal of grant. In some circumstances, the RSL felt it was impossible to
guarantee achieving these targets due to circumstances outside their control (such
as CPO’s/remediation etc.).

b) Other organisations were concerned about the practicalities of being responsible for
the performance of other RSLs in consortia — and the implications this might have on
their own programme.

Although some RSLs took a more pragmatic approach to the concerns in a) and felt that
in practice they would be able to substitute schemes, others thought that this may not
happen, and that their Board members would be concerned about the implications.

(NB: this issue was also of major concern to the non-RSLs, who felt even less able to
provide substitute schemes meeting local needs etc., if others were delayed or failed.)

Delivery
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The group expressed concern about the approach by the HC of micro-managing the
programme (i.e. focusing on achievements of key stages within individual schemes) and
the potential loss of ability to manage their own programme (particularly through the use
of substitutions etc.).

They felt that the pattern of responses to the New Approach to Investment
guestionnaires, which seemed to indicate that RSLs were generally ‘over-optimistic’ and
non-RSLs ‘realistic’ in their delivery forecasts could have been in response to RSLs
either ‘saying what they thought the HC wanted to hear’ or hoping that they would be
able to rely on substitutions to achieve their programme, if they encountered problems,
as in previous years.

There was also concern that many RSLs had brought forward many of their most
deliverable schemes in other programmes, and that they may be starting to diminish
their land-banks. They felt that this was a longer-term problem that would need to be
addressed by RSLs (perhaps by increasing their land-bank capacity or increasing the
length of time during which they were able to hold land without funding and use of
options). This could also have implications, however, for the associations’ risk
strategies.

Finally, there was a consensus that the HC did not fully understand or appreciate the
difficulties in guaranteeing delivery caused by the planning process (a point which was
also raised by the non-RSLs). They believed that the HC could assist the process by
intervening in some key sites.

Quality

There was a discussion about the long-term management and ownership of the homes
built by non-RSLs, as the majority were proposed to be transferred to RSLs.

It was acknowledged that there could be tensions between housing management and
development departments if the standards and quality of the completed homes did not
meet RSLs’ own internal requirements.

It was agreed that it was likely that there would be RSLs that would agree to purchase
such schemes, and therefore there was an incentive for non-RSLs to produce minimum
standards.

One RSL gave an example of a scheme which had been offered to them for affordable
housing by a developer. They had decided to reject the scheme, as it did not meet
basic space and furniture requirements (‘the worst scheme | have ever seen’).
However, the developer said that they had received several offers from RSLs for the
properties.

Alternative Proposals
There was agreement that a longer funding timescale (3-5 years) would enable better

planning and effective use of land-banked sites. This would enable affordable housing
providers to acquire sites and achieve planning in advance of funding, but with the
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confidence that the proposed scheme met HC objectives and was likely to be funded in
the future.

It was also suggested that a 2-stage bid process may have some advantages (i.e. initial
schemes sifted to identify priorities, which were then submitted in more detail). However
the general consensus was that in-year bidding (with deliverable) schemes was
preferable.
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NOTES OF FOCUS GROUP FOR NON-RSLs 3 APRIL 2006

Facilitators:

Mike Best & Sarah Hackney — Campbell Tickell

Participants:

Organisation

Experience of the New Approach

Background

Reference: | to Investment (NATI)
1 Got through NPIAH process, but | Pulled out when it became clear
withdrew bids. that grant could only be paid on
Did not bid for NAHP completion.
2 Passed PQQ for NAHP, but| Too complicated. Legal docs.
withdrew bids
3 Qualified for both programmes, but | Considered requirements  too
withdrew onerous.
4 Qualified for NPiAH and submitted | Felt it was ‘too much work’.
bids, but withdrew.
Submitted bids for NAHP
(successful allocation of £11.3m
unconfirmed)
5 Failed PQQ for NPiAH Financial reasons (not explained
(consortia of RSLs and other | by HC).
organisations)
6 Failed PQQ for NPiAH Financial reasons (not justified by
HC).
7 Passed PQQ and bid for both | Nearly withdrawn from both. Now
programmes ‘crunch time’ — frustrated with lack
of progress over Grant Agreement
negotiations.
8 Submitted PQQ for NPIiAH, but | Couldn't see the benefit of
decided not to bid. receiving grant directly over
current arrangements with RSLs.
9 Submitted bid for NPIAH, but| Submitted variant bids and given
withdrew. 4 working days to amend to
Successful NAHP allocation compliant bids
10 Failed PQQ for NPiAH Financial reasons, not explained
satisfactorily. Was  given
misleading information by regional
office and prevented from bidding
for NAHP.
11 Successful NPiAH allocation. Lack of sites (new organisation,
Did not bid for NAHP limited land bank)
12 Submitted NPiAH bid, but withdrew | Strategic decision that sites were

Successful NAHP bid

unlikely to be supported for grant.
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Key Issues:

Resources to make submissions/bids

3 Non-RSLs used consultants to make their submissions
3 used a mix of consultants and their own staff
2 relied on RSLs to submit bids

Open Market Profit

Developers were resistant to provide information on profit margins on their open market
sale properties to the HC, and couldn’t understand why it was relevant to decision-
making. “The HC should take it or leave it — either they want properties at grant of £30K
compared to £74K per unit, or not”.

Grant Agreement

All agreed the GA was too detailed and onerous (255 pages). Some had spent £000’s
on solicitor’'s fees to mark up and amend the agreement, and felt the HC’s solicitors
weren’t responding promptly.

Most non-RSLs that were intending to transfer ownership to an RSL on completion
couldn’t see the need for the Grant Agreement. “Where’s the risk, when grant will only
be paid on completion and the property has transferred?”

The majority were not willing to give Collateral Warranties, Parent Company Guarantees
or Performance Bonds (which they don't offer on sites). Will this be a non-negotiable for
the HC?

The onerous conditions of the Grant Agreement caused several bidders to withdraw
when they saw the details. Many felt that the ‘long-stop date’ to achieve planning within
9 months or risk the grant being withdrawn was also too onerous.

Two organisations gave the example of receiving Starter Homes Initiative (SHI) funding
from the ODPM with a contract of 2 sides of A4. If that could be achieved several years
ago, why can’'t the HC operate a less complex, restrictive process?

Choice of RSL partner

Virtually all wanted the ultimate choice of RSL partner (to transfer), and reserved the
right to negotiate with their preferred ‘strategic partners’ (i.e. secure the highest price).

Of the group, only one proposed to retain ownership, with an RSL managing the
properties on a 20-year lease arrangement. They have set up a JV for long-term
ownership (predicated on increases in asset value during the 20-year lease period).
The majority of other Non-RSLs did not think this met with their business plan
objectives.
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Another non-RSL said it has left its ‘options open’ regarding transfer or ownership.
Advantages of bidding

There was a mixed view from participants about the benefits of receiving grant directly.
Most of those who withdrew from the process or didn’t submit detailed bids felt that they
could achieve higher receipts and better cash flow from the existing process (i.e. RSL
purchasing the S106 properties and securing grant).

There was a general feeling that developers were expected to ‘take all the risk’ and the
HC very little, i.e. penalties for non-performance were too draconian, and often outside
the non-RSLs’ control.

Some developers thought they would have to phase contracts on their larger schemes,
in order to claim grant at practical completion.

Planning

There was consensus that the HC does not fully understand the planning process and
impact on delivery. Planning is a key issue for non-RSLs and RSLs alike, and the group
felt that S106 Agreements could be used more effectively to secure better value for
money.

It was suggested that a basic assumption of 5% rent and 25% S/O without grant should
be the starting point for negotiations, with any grant input increasing the level of
affordable rented homes on a scheme (i.e. ‘additionality’). However, it was agreed that
this would be politically difficult to implement in some areas, and would need HC and
DCLG support.

Local and Regional Housing Strategies

Most Non-RSLs did not consult local or regional housing strategies, or LA enabling
officers regarding proposals and how they met local needs. The view was that these
were ‘deliverable schemes, often strategic sites’ that would obtain funding — and that
LAs did not hold the money!

Standards

The units being built will be fundamentally the same, irrespective of whether they
receive grant, but the specification/quality on the grant-funded properties will be higher
(EcoHomes, HQI scores etc.), i.e. if they are not grant funded, they will be built for
private sale.

Geographic Differences

Bidders in the south tended to only submit S106 sites to both programmes and could not
afford to submit units on private sale sites. However, bidders from northern England
also put in bids for LA-owned sites, open market sites as well as S106 schemes. It was
agreed that S106 requirements tended to be generally less onerous in the North
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compared to Southern England. This raises the question of why more bids/allocations
were not successful in the north.

Claw-back Arrangements

The non-RSLs have managed to get HC agreement to amend claw-back arrangements
to reflect a percentage of cost, rather than value, when the property is sold.

Communication

Most bidders felt that the standard of communication was poor from the HC. Regional
staff often did not know or were not able to give advice when asked. Information was
provided to the HC, which appeared to go into a ‘black hole’, yet the HC expects bidders
to respond instantly. Bidders feel it is unacceptable that the HC have not yet informed
successful organisations about how much grant they have received and nevertheless
expect them to sign a legally binding document to deliver a programme without agreeing
basic principles. Others feel that their feedback on unsuccessful bids was inadequate or
based on incorrect assumptions that they did not have the ability to influence.

Non-RSLs appreciated that RSLs are familiar with this way of working, but by raising it
up the agenda they hope to improve the position for both types of provider.

Risk and Commerciality

As previously mentioned, most bidders felt that the balance of risk falls too heavily on
developers, and that the HC does not have sufficient knowledge or experience of
commercial development to appreciate the full implications. It was noted that larger non-
RSLs have a significant land-bank, and are taking long-term decisions relating to the
anticipated costs/income generated by affordable and private housing when buying land
to develop over the medium to long term.

Future Bidding?

Most non-RSLs are likely to bid in the future only if the systems are simplified (perhaps
with a 2-stage process to identify schemes which are likely to be supported, which are
then submitted in detail). There was also support for a rolling programme of ongoing
allocations, rather than a 2-year bid round.

There was generally a cautious approach to the programme and a desire to assess how
NPiAH and NAHP progressed, before fully deciding whether to submit bids in future.
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NOTES OF FOCUS GROUP FOR STAKEHOLDERS 3 APRIL 2006

Facilitators:
Nick Reed and Holly Holder

Participants:

3 representatives of ALG
1 representative of LGA
1 representative of HBF
2 representatives of NHF

Summary of Issues
Documentation for bids

General issues

Changed as the process went on — causing problems.

Difference between guidance and actual documentation.

Changes and guidance too late, which caused difficulties for the bids.

There was an importance for LAs to understand the process bidders would be going
through, to help them support the process of bringing forward schemes — bids will have
suffered accordingly.

LAs cut out of the process (no longer quarterly reviews with HC), and there was no
alternative communication route.

There was a need for one-on-ones to explain the process.

Workshop/conferences were useful but by invite only - not inclusive. Also, with wrong
people — i.e. directors who did not appreciate problems their staff would have attended
and subsequently could not necessarily debrief properly. Perhaps this could be resolved
by doing workshops with the representative groups who could then pass on the
information.

Better communication needed with investment partners of the bidders.

Policies changed as the process evolved, this made cross referencing hard, and meant
there was a lack of time to digest the information.

Aims and Objectives

Very broad and detailed.

Easy to achieve strategic fit.

Concern that HC’s aims and objectives did not match LAs’ and RHS.

Most bidders did not liaise with LAs (who should be the key to delivery).

Bidders asked to liaise with LAs, but was there monitoring by the HC of the actual
involvement?

Language

Legalistic — similar to a tender.

Change of tone compared to previous bids.
Intimidating.

Documentation for non-RSLs
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Too much info required - not appropriate for the industry.

Legal tone intimidating.

Too much work.

Creation of project teams was key — without the specialist teams there was no resource
to deal with bids.

Financially worth it?

There needs to be either less hassle or more money - otherwise what'’s the benefit over
the present set up?

Too rigid/restrictive.

Difficult for unregistered organisations to link with RSLs.

Documentation for RSLs

Different tone of documentation from before.

Very explicit — sign/agree to every detail, nothing left to future negotiation.

Tone was perhaps to avoid discrimination between RSLs and non-RSLs, but resulted in
some confusion

Difficulties with planning permission with the legalistic perspective/approach — made
bidders wary of agreeing to the contract and/or of including bids for schemes with
uncertainty.

In developing the New Approach to Investment, rather than talk to no one, why not talk
to everyone?

Value For Money

There were assumptions made about its definition which resulted in different
interpretations. For example — method statements — what were they? How were they
evaluated?

What was important for the HC?

Deliverability above all else.

s106 gains.

Grant per unit/person.

Sustainability, quality?.... These points could not possibly be assessed by the HC in full
due to the hundreds of bids coming in.

Non-RSLs not sure what the HC was looking for — they were simply ticking boxes,
believing that it was just a simple process to gain the grant they thought the Government
had promised them.

What was important for the LAS?
Deliverability: what they can achieve, planning permission.
Cost.

Selecting schemes on basis of VFM

LAs should be the gatekeepers for sustainability — they have the expertise and
knowledge to assess individual schemes.
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Gls how were they used by the HC? If the HC states that the Gl is one of many tools
used, what were the other tools being used for comparison/valuation? How were they
balanced?

HC needs to justify the GI, why and how people are using them.

LAs were marginalised 04/06, so this time no different.

Belief that there was too much info for HC to process:
- how was it used?
has anything actually changed? (in how the HC assess the bids) — has the whole
edifice of tools been by-passed with decisions on the ground essentially those which
would have been made previously?

VEM — fewer developing RSLs. Is VFM actually pushing up prices?

Future/Improvements

More communication with bidders and explain what/how info will be used.
Involve partners in development of new process.

Longer-term partner relationships should lead to:
more risks being taken;
more innovation;
move to rolling programme with in-year bidding to avoid bid round.

This cannot be achieved with a 2-year programme based on a bid round — the difficulties
that arose in Year 2 of the 2004-06 programme demonstrates how undeliverable
schemes are if based on assumptions; i.e. in planning where decisions are forced to be
made prematurely.

Partnership should be:
- flexibility;
mutual interests;
ability to substitute schemes;
trust.

Original outlook/offer of partner approach was for broad agreement on outputs with
RSLs left to manage how this achieved — now replaced by HC micro management.

There was a lack of recognition of innovation produced by non-RSLs.
Need to improve communication — more info to be available.

How to compose new programme?
Assess would-be bidders on their previous experience to deliver.
Rolling programme.
In-year bidding.
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Certainty of funding would allow for more investment in the future.

Should be a partnership and not a dictatorship.

Not a snapshot bid — situations changing.

Developing process which LAs can influence directly through individual schemes and
strategic enabling.

What is more important: HC or LA priorities? LAs have the local knowledge, i.e.
which type of houses need to be built - rather than simply the quantity of houses.
This leads to sustainability.

Flexibility.

Agreement of substitute schemes.

Need for certainty — could this be achieved by pre-allocations or sub-regional
schemes?

How does the HC calculate lowest cost?

Cost per unit/cost per bed space. This makes people buy in low-cost value areas.
Comparisons with inner/outer London — does the Gl factor this in? Cost prices differ
between boroughs.

If people buy in cheaper locations - is this sustainable?

More consultation needed with practitioners.

Importance of non-RSLs who did succeed in their bids — concentrate on this as success,
rather than failure to attract more.
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NOTES OF HC SOUTH WEST REGIONAL INVESTMENT EVENT
27 FEBRUARY 2006

Participants:

Morning Session: HC SW Regional Office staff
Afternoon Session: RSLs and Non-RSL Bidders
Both sessions: Two HC HQ staff

Sarah Hackney — Campbell Tickell

Key Issues identified by HC regional office staff

Training

There was a general feeling amongst HC regional staff that they were ‘bombarded’ with
requests for clarification, whilst not fully understanding the issues themselves. There
appears to have been a specific problem with lack of training on the Financial
Workbooks in SWRO.

Staff generally felt the need for greater understanding of how developers work,
economics, drivers for decision making etc. and felt poorly equipped to negotiate with
them.

Information

Staff thought that the distinction between the NPiAH and NAHP was ‘confused’ and
‘blurry round the edges’, with one programme moving straight into the next. It was also
felt that the HC were ‘making policy on the hoof’ when Q&As published on the website
contained over 200 queries.

There was a strong view that the Financial Workbooks (FWBs) collected too much
information, with a significant proportion not used. In practice, FWBs only seemed to be
looked at in detail on outlying bids.

HC staff expressed concern about the accuracy and consistency of information in the
FWBSs, and said that some bidders admitted ‘they made up some of the data’.

A Technical Officer suggested that in future, the Pre-Qualification process could be
improved if responses were standardised, i.e. comparing different method statements
for each bidder was extremely time-consuming.

Communication

The unanimous feedback was that internal communication during the process was poor
(‘patchy at best’), and mainly relied upon HQ staff liaising with the Heads of Investment,
who then had to disseminate to their own staff. Because the process was moving so
quickly, this didn’t always happen effectively.

Staff felt that simple administrative systems were not set up properly (such as email
distribution lists), so that they relied on others to copy relevant information to them.
There was a comment that this often happened on an ad-hoc basis.

Regional staff felt ‘side-lined’ by the process. It was acknowledged that for sensitivity
and confidentiality reasons negotiations with non-RSLs were limited to Heads of
Investment and Field Directors, but this meant that others had no
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knowledge/relationship with bidders. It was agreed that the HC need to work on passing
this knowledge and responsibilities to Investment Managers urgently.

The impression was that RSLs were generally more ‘accommodating’ to requests for
further information or clarification than were non-RSLs, as they were more familiar with
HC requirements. Staff had the perception that some non-RSLs considered that the
programme ‘was not their core business’, and therefore did not prioritise information
requests by the HC.

Processes

There was clear frustration from staff who felt that regional knowledge and experience
was not used during the process of developing the bid guidance and tools, and that a lot
of the issues/problems that were encountered during the process may have been
avoided had this not been the case. However, it was acknowledged that the timescale
for producing the NPiAH and NAHP documents were extremely tight.

It was suggested that in future bid rounds, financial PQQ information could be collected
on a rolling basis (via capacity model), which could then be used to pre-qualify bidders,
and would be more accurate and up to date than using annual accounts.

Timescale

There was a great deal of discussion about the timetable for bids and decision-making.
The general feeling was that the condensed timescale and change in fundamental
aspects (non-RSLs in ADP and LCHO) had an adverse effect on the quality of the
process.

There was also a suggestion that the current allocation timetable (with bids in Autumn
and programme announcements in Feb/March) created a hiatus in delivery, which might
be avoided if the programme was launched earlier (Spring, with decisions announced in
Autumn).

Decision-making

Generally regional staff felt comfortable with their own decision-making and the process
they went through to select successful schemes. However, they said that they didn’t
formally score schemes in the same manner as in NPiAH.

Resources

It was acknowledged that senior HC staff in the regional offices have spent ‘months’
checking data on FWBs (as FWB contained no validation), and cross-referencing with
IMS, which they felt ‘was not a good use of resources’, and was at the expense of other
key roles.

HC staff commented that they often acted as mediators between developers and local
authorities on schemes, as some do not support non-RSLs receiving grant on affordable
housing, in principle. It was noted that local government seemed not to be as supportive
of the central government agenda of mixed economies as the HC.

Concern was raised about the need for knowledge and technology transfer to HC staff
from consultants involved in the bid process.
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‘Level playing field’

Staff felt there was definitely not a level playing field between RSLs and non-RSLs.
RSLs can use RCGF and surpluses to subsidise schemes; and developers have control
of S106 sites and speed of delivery.

The experience of staff in their dealings with non-RSLs has been a constant process of
‘negotiation’, which they feel is only now being ‘taken seriously’. They have generally
found it more difficult to get information from non-RSLs, and this is being dealt with
through the use of conditional allocations, where necessary.

Regional Fit

There was a general feeling that the draft programme in the SW meets regional and
national targets. However it was queried whether guidance on the audit trail for decision-
making ought to have been more prescriptive from HQ.

Other than the previous comment about some local authorities not being supportive of
non-RSLs developing affordable housing in principle, there does not appear to be a
particular issue about non-RSL bids not meeting local and regional housing needs or
value for money.

Additional Comments from Bidders (RSLs and non-RSLs )
Information Requirements
Bidders felt the process was not collaborative. RSLs in particular were frustrated by the
requirement to duplicate information the HC already had access to, plus CCC info etc.
There was a comment from one RSL indicating that that they felt ‘patronised’ by the
process. There was general frustration from all bidders over the amount of duplicated
information on the Financial Workbooks (FWBs) and IMS, and questions were asked
such as:

What is the overall cost of the bid process in staff and resources?

How much of the information provided was used by the HC?

Will allocation decisions and the quality of completed schemes be better than

previous systems —i.e. link with end users?

There was general support for linking FWB to existing appraisal models from bidders
and IMS in future.

Non-RSLs in particular felt they were being treated unfairly by having to provide
information on the whole site on FWB, while RSLs had only to submit details of the
affordable housing element.

Future Proposals

There was a general consensus that bidders would prefer an ongoing bidding process
(i.e. to be able to bid/receive allocations at any point), as the bi-annual bids do not align
with either RSL or non-RSL business operations. This view was particularly strongly
expressed by the non-RSLs present.

Two-stage allocations were also suggested; i.e. a bidder would get in principle approval
for a programme, which would be confirmed when details of specific schemes were
available.
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There was also a comment that the NPIAH and NAHP process was a missed
opportunity for the HC to treat RSLs as ‘grown-up business partners’ and fundamentally
review how ‘quality affordable homes could be delivered in an innovative manner’
(although no details or suggestions were discussed).
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NOTES OF FOCUS GROUP FOR HC EAST OF ENGLAND REGION FIELD STAFF
28 FEBRUARY 2006

Facilitator:
Jon Watson — Campbell Tickell

Participants:

Six HC field staff
Two HC HQ staff
Ten RSLs

One non-RSL

HC staff
Key Issues Identified by Steering Group
High drop-out rate amongst non RSLs in NPiAH

Main problem in Eastern Region was lack of fit:
Inappropriate mix
Mono tenure (all LCHO)
Non-compliance with Section 106 conditions.

Value for money:
One house-builder required SHG of £122k per unit rented (regional norm £35k) and
£89k LCHO (regional average £16k).
Most other house-builders were around 10% above regional averages from RSL.

In addition, there was a high drop-out rate prior to bidding: house-builders submitted
only six bids in the region. Generally speaking, they were put off by the process
briefing: they had expected the process to be easier and the likely outputs more
profitable than they could achieve. For that reason, they lost interest before submitting
bids.

Lack of fit with strategy and deliverability

Eastern region are adopting an approach that, if a project changes significantly, it falls
out of the programme. There is no scope for substitutions. Therefore, any doubts about
deliverability were fatal. No attempt was made by house-builders to discuss/test draft
ideas with either the HC regional office or with local authorities. The view was that if
house-builders are to succeed in future, they need to learn to consult with local authority
and HC staff more effectively, and to talk to the right people (Housing enabling officers
rather than Planning). The feeling was that bid guidance was not strong enough in
respect of LA involvement.
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Were systems radical enough to deliver a step change objective re efficiency?

Efficiency can only be tested against standardised social housing product/SDS quality.
The house-builder product did not fit. Because of the small scale of the programme, the
volumes were not there to justify house-builders developing social housing product to
make use of those efficiencies through standardisation.

Is it possible to generate a level playing field?

The general feeling was that allowing both RSLs and private developers to bid against
both NPIAH and NAHP had reduced the value of the exercise. To have had two
separate programmes, one for developers and one for RSLs, with equivalent inputs and
outputs but different procedures, would have been a more valuable, comparative
exercise.

Staff Attitudes

How comfortable were you with new systems, guidance issues, technology, timescales,
etc.?

NPiAH financial assessments were done centrally, NAHP regionally: therefore, regional
staff had no views re ease of assessment for NPiAH.

The general view was that documentation was disjointed, and required inordinate
amounts of cross-referencing to be able to get the full picture.

The NPIAH bid process was delayed, and whilst the regional office had planned their
work programme, the time allocated was past before the work needed to be done.
Therefore it was squeezed in against other priorities. There was a general lack of
preparation/foundation: a feeling of flying blind on something new. Staff felt that the
Corporation’s organisation is pretty lean with little spare capacity: every two years, the
bid round puts them in to overload. This is exacerbated by bidding processes being
delayed, and also by the ‘drip feed’ of guidance. The Corporation needs to improve
process management or allow more time for preparation/processing.

Specifically, the Grant Index spreadsheet was incorrect and corrupted: information from
consultants did not link with IMS, which required double data entry.

Extent of engagement with local housing and planning authorities

There was hardly any involvement of local authorities: the regional office was informed
and gave limited information to LAs in order to ‘seek views’, but no further engagement
took place. This sounded very much like going through the motions rather than taking it
seriously.

What is your understanding of/response to:
Innovation
Efficiency
Sustainability
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Quality
We are always innovating.

Efficiency was almost exclusively seen as value for money, and reliance on the Grant
Index. Staff did not seem to recognise that value for money could be triggered by other,
non-process issues such as Section 106 terms. The Corporation has a Section 106
Appraisal Model (the Grimley model) to help them assess the financial impacts of
Section 106 terms, but they did not share that with local planning authorities or bidders.

Sustainability: this was almost exclusively seen as an environmental issue, rather than
lettability etc.

Quality: there was a strong reliance on HQI which staff thought was fine. In addition,
the staff expressed a strong desire to be much more involved in the design/content of
schemes, i.e. looking at individual schemes rather than the programme as a whole.

Improvements for the Future?
More time was needed to prepare.

Being able to test draft allocations against the financial capacity of bidders would help
improve the process: financial capacity is assessed centrally, but then each region is
making allocations to bidders, and there seems to be no way of looking at the aggregate
position until the final allocation is known.

Bidders
How comfortable were bidders with the new systems etc.?

Workbooks and guidance ‘were a nightmare’. The provision of bid information required
huge resources from RSLs: how much of this information was actually used in
assessing bids, i.e. was it necessary at bid stage? The Corporation staff stressed the
importance of the evidence base to illustrate decisions, but this was not convincing. The
strong message was why not stage submissions i.e. basic information for the first stage,
then a requirement to submit more information if the bidder was going through to the
detailed evaluation. All of this would require a longer process, i.e. starting earlier.

There was a particular problem with guidance being issued ‘on the hoof’, with final
guidance coming too late in the day to be of any use in preparing bids i.e. bids had
already been largely completed by RSLs before the final information was issued. As a
result, the view around the table was that no-one could be certain that everyone used
the same assumptions and therefore they may not be comparing like with like.

There was a concern that workbooks would replace judgement i.e. were they sense
checked? It appears that some were not. So there is a danger of ‘garbage in, garbage
out: can we be that mechanistic?
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Again, the ‘overload factor’ was mentioned: limited RSL staff resource meant that RSLs
faced a stark choice between either delivering this year's programme or constructing
credible bids. Workbook was a real struggle.

Extent of engagement with local housing and planning authorities
The extent of engagement was obviously extensive amongst the RSLs.

Understanding of/response to:
Innovation
Efficiency
Sustainability
Quiality

Innovation seemed to be synonymous with Design for Manufacture: all are looking
continuously at different ways of doing things better, not part of ticking the boxes on the
bid documents. Most seemed to be driven by CCC culture change programmes.

Efficiency seemed again to be largely to do with value for money. Unanimous view was
that Grant Index was ‘great’ and really useful in evaluating schemes. However, why did
The Corporation not publish the criteria for Gl scores? There was a feeling that RSLs
were having to second guess what different decisions meant in terms of Gl, i.e. it was
part of playing the cat and mouse game re funding.

General feeling was that all ‘good VFM’' schemes relied on subsidised land: rural
exceptions sites, Section 106, LA discounted sites. That is of course nothing
whatsoever to do with efficiency, and merely using the system to get something for less
than the full market value.

There seemed to be a more rounded view of sustainability i.e. environmental, lettability
and maintainability. RSLs felt that they live and breathe sustainability, and not a box to
tick. Response to sustainability is tackled in different ways in different locations and is
not driven by grant rates.

HQI: ‘a bureaucratic waste of time’; ‘doesn’t help us at all in terms of building a quality
product’.

Improvements for the Future

Pain this year: should be better and faster in future, assuming of course that the system
isn’t changed before the next bid round!
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NOTES OF FOCUS GROUP FOR HC HEAD OFFICE EXECUTIVE STAFF
15 MAY 2006

Facilitators:
Sarah Hackney and Holly Holder — Campbell Tickell

Present:
5 HC Head Office Executive staff

Emerging Issues from Questionnaires — Responses/Com ments from HC staff
Quality of Documentation and guidance

Participants explained that further detailed guidance issued by the HC during the bid
process was as a response to queries and requests for clarification from bidders, and
was designed to assist and facilitate bids, rather than correcting any problems with initial
guidance.

It was noted that although the volume and complexity of documentation reduced
between the NPiAH and NAHP bid rounds, the key issue was insufficient time to bring
IMS and the Financial Workbooks together, resulting in some duplication.

However, in comparison to previous years, it was felt that the volume of guidance
produce in 06/08 was not excessive. In addition, the format and information required on
the Financial Workbooks was significantly reduced between NPIAH and NAHP, and
bidders were able to submit them on disk, rather than paper copies (which eased the
workload).

The group confirmed that the potential for a more detailed two stage process (for NAHP)
was explored, specifically relating the Financial Workbooks and how much financial
information was required. However it was concluded that this could not be done without
a ‘filtering process’ or pre-assessment and judgement of schemes. This was considered
to be impossible (given the volume of schemes on the NAHP) and rejected.

It was confirmed that all the information provided by bidders was used in the
assessment process, and the regional were followed a robust system of assessment
(Assessment Manual).

Although the NPIiAH programme did have a first stage ‘cut’ of schemes (selection), this
wasn’t possible for the NAHP due to the volume and complexity of the programme.

It was noted that internal auditors are currently reviewing information requirements for
bids, however the findings are not yet available.

Timescales for market testing, qualification and bidding
It was explained that all unsuccessful PQQ bidders had received detailed explanations
from the HC in one-to-one meetings.

However, the group acknowledged that this was likely to be the most contentious area
for bidders, as not to be selected to submit bids signalled that ‘they were not intrinsically
suitable to be HC partners’. Although unsuccessful bidders had received detailed
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feedback on ‘which hurdles they fell at’, they could understand why certain bidders may
still feel unhappy about the process.

It was agreed that it is important to acknowledge bidders perceptions, and to find out
whether the HC could have done more to bring non-RSLs on board and if detailed
guidance worked.

The group were keen to quantify the ‘fall out rate’ for non-RSLs amongst those who
chose to withdraw, and those that did not meet the HC criteria and the reasons behind
this in order for them to be addressed in the future.

It was acknowledged that there was a large fall out rate from non-RSLs when the HC'’s
full expectations were realised.

Process of bids assessment

Dialogue with bidders

It was acknowledged there were difficulties for bidders and HC staff in obtaining
responses to queries, due to the speed of the process. There was also difficulty in some
instances ensuring HC regional staff received information/guidance before it was made
publicly available.

Involvement with local authorities

It was agreed that LA’s had a strong role in shaping the strategic framework and policy
agendas, and that the HC intends to engage with more with LA’s and sub-regions in the
future, as part of the New Partnerships agenda. LA’s had been less involved in the
NPiAH selection process (due to the limited timescale and number of bids), but had
greater involvement in the NAHP (through regions). It was also a priority to ensure
allocations met the objectives and criteria of the Regional Housing Strategies.

The group said that non-RSL’s were quickly acknowledging the need to consult with
housing as well as planning staff if they wanted their schemes to be supported, and that
the proof was in the high rejection rate of non-RSL bids which did not meet regional or
sub-regional priorities.

Assessment of Value for Money of bids

Objectivity and measurement

Assessment of VFM by the HC was very clear (with Gl and other criteria). However
selection of bids also took into consideration wider issues, and therefore was not solely
based on the lowest Gl score (as evidenced by a number of schemes which had been
queried by ODPM).

Bids must meet minimum criteria (pass/fail) on basic issues such as EcoHomes levels
before passing to the next stage of assessment, or be rejected.

Appropriateness of measures for inputs (Grant Index) and outputs (HQI)

It was stressed that HC built a new tool for measuring relative VFM (Grant Index) and
had specifically published the assessment criteria in advance, in order to ensure
transparency. The group were aware of any other public sector body that had
approached this issue in a similar manner.
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In addition to Gl assessments, individual schemes were appraised according to wider
contributions (e.g. regeneration etc), as evidenced by allocations in the north-east where
S106 schemes formed 3% of the total investment compared to 45% nationally.

Impact of land price, Section 106

It was acknowledged that the benefits of historical land banks and S106 schemes may
have be a one-off gain, but that the outputs (efficiencies) generated for the 2006/8
programme were significant.

The group were keen to stress that the impression that ‘cheap and deliverable’ schemes
were the only ones that would be funded was a ‘red herring’, and that the priority for
investment decisions was the fit with the Regional Housing Strategy; as evidenced by
the number of regeneration schemes funded in the 2006/8 programme.

It was reiterated that the HC went to great lengths to make clear that the Gl score was
only part of the assessment process, and that the view of the regional office on
deliverability, need and comparisons with other bids were a crucial part of the
evaluation.

Deliverability

Likelihood of changes in scheme characteristics and costs and Substitution

The group not surprised by comments made by non-RSLs regarding substitutions, and
said that the HC would be taking a similar approach to substitutions as previous years.
It was felt that non-RSL’s would become more familiar with the HC’s programme
management methods over time.

Equivalence of Outcomes (regulatory versus contractual approach)

The group stated that ensuring equivalence of outcomes for the end-users has been the
fundamental guiding principle behind the whole NATI approach, and this should not be
forgotten. The HC believe that the framework adopted provides the best protection for
future residents to guarantee the same outputs, irrespective of provider.

Grant Agreement Terms

Structures and Financing

It was agreed that these issues had been discussed in detail previously at the Steering
Group.

HC Views on Potential Alternative Models

Longer term investment timescales and In-year bidding

The HC definitely saw the benefits of these proposals and wanted to explore them in
more detail, but that it was ‘currently not in our [HC’s] gift'. The ability to fund a 3-5 year
programme in 2008/6 was a ‘big step’ for the HC. Although the current constraints
would prevent a ‘rolling programme’, the HC were keen to listen to any suggestions
regarding that the report might generate.

The current financial constraints and output requirements (from ODPM and Treasury)
were discussed. When looking at longer term programmes the following issues need to
be taken into consideration:

August 2006 Page 77 of 92



The Housing Corporation Evaluation of the New Approach to Investment

How will VFM be assessment?
How can competition be delivered?
How will new players be brought in?

Members said they would need to be convinced of the benefits of longer term
programmes, but could appreciate that this was an area which needed to be explored.

It was agreed that the process of approving ‘Reserve’ schemes is not sufficiently
structured and formalised, and this is an area that needs further work.

Views on Alternative Models
The group said HC was receptive to any new ideas or suggestions from the CT
evaluation, such as;
Gap funding
PFI procurement model etc
(Although it needs to be acknowledged what is within the HC’s remit to change)

In terms of the objectives to create a mixed economy with more diverse partners;
achieve better value; involving the supply chain; achieve sustainability — then the
outputs would seem to suggest that the NATI had achieved these and therefore could
be considered a success.

However, there was some disappointment in the limited involvement of non-RSLs in the
programme, although it has been demonstrated that a market exists for non-RSLs to
deliver affordable housing directly. It was also acknowledged that this it is a very new
model.

The group were particularly keen explore the reasons behind non-RSL’s withdrawing
from the programme or not bidding when they had the detailed guidance, as well as
those that did not bid. They were keen to explore ways in which the system could be
improved to attract more non-RSL participants. Was the framework and requirements
appropriate to achieve the HC'’s objectives?

However, the group made it clear that the HC will not agree to selective ‘lowering of the
bar’ for individual bidders [i.e. making exceptional cases] — as it is important to ensure
the process is made better for all bidders.
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Section 4

SUMMARY OF INTERVIEW FINDINGS

Housing Corporation

Very positive re prospects of mixed economy of providers: expectation that although
RSLs are likely to provide long term management in most cases, development
should be carried out by whoever is best able to deliver, to good quality and value.
See NATI as ‘market making’ in the development of the mixed economy.

HC view (supported by professional advisers) was that 2006/08 bid round should run
with a pilot (NPiAH) as part of it, ring-fenced for non-RSLs; remainder of the
programme will be bid for by RSLs in the usual manner. This would be followed by a
full evaluation, prior to full roll-out in the 2008/10 programme. This view was not
accepted by Government who decided that the 2006/08 programme should be open
to all. Concerns were exacerbated by overlap of NPIAH/NAHP, which militated
against knowledge transfer.

Alternative models (PFI, LNI) were explored, but were felt to be inappropriate as all
were site specific and information sensitive. Contract based system was identified
as the most suitable.

Original intention had been to replicate as far as possible the ADP/lead partner
approach, linking to rolling programmes. This was not achievable in the event.
Recognised lack of in-house commercial expertise, therefore relied heavily on advice
from PwC and T&H.

Opening up of programme to non-RSLs meant that decisions were open to greater
challenge (political and legal), therefore major driver in developing systems was
watertight system of risk control.

Policy constraints imposed by government plus timeframe meant that HC were
reacting to events from early 2005 onwards. This militated against the adoption of
more radically different/better approaches.

Time pressures meant that the level of consultation and market testing were less
than ideal.

Timescales for market testing, qualification and bidding ‘overwhelmed’ many non-
RSLs, who withdrew as a consequence. Others merely submitted ‘indicative bids’
which were not acceptable.

Thought the model for bidding was the right one, and clearly better than in the past in
terms of transparency and rigour — needed to deal with non-RSL involvement.
However, although the set of tools was probably the right one, they were introduced
with insufficient time for thought, and untested, and would need considerable
refinement for the future. Time, rather than the tools themselves, was the issue.

Bid documentation was good in parts — policy — but complicated and repetitive on
technical issues.

The financial model has provided useful information, but would benefit from
streamlining.

Local authorities tend to work non-corporately i.e. Housing Department works with
HC and RSLs, Planning Department with non-RSLs.
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Criticism of field staff during the bidding process was unfair: they were on a very
steep learning curve and very reliant on HQ staff guidance.

Number of successful bidders much as expected, but value of successful bids less
than expected.

Number of ‘deal breaker issues’ still to be resolved in Grant Agreements.

HC staff need to understand how the commercial world operates, and position itself
in a framework which is attractive to both RSLs and non-RSLs.

NATI has to be judged over a five year time-frame, with the key measure of success
being the number of non-RSLs seeing SHG as a significant part of their Business
Plan. Acknowledge appetite greater for development than for long term investment
in property.

Future development of NATI is dependent on relationship-building with a wider range
of organisations: particularly those likely to hold and manage property long term.
Greater certainty at an earlier stage in the bid evaluation process (based on higher
level information) would be valuable.

In-year bidding would be helpful in delivering improved value for money, and may
encourage more non-RSLs to participate.

HC missed a trick in not taking the opportunity to radically change approach to
funding and regulation of RSLs in parallel with NATI.

Housing Corporation Advisers

Recommended pilot programme to run over two years, including detailed evaluation;
then roll out to whole programme (2008/10).

Organisations approached re soft market testing based on PwC assessment of
organisations most likely to be interested: however, did not include property
investment companies. Limits on organisations contacted and scope of review were
a function of budget/time constraints.

Quality of responses from SPVs to EOI/PQQ was better than either RSL or non-
RSLs: more considered.

Lack of positive publicity/promotion of NATI meant that a number of key players were
unaware.

Assessment was that NPiAH was more successful as a process than NAHP. This
reflected the involvement of a central team of experts, who achieved consistency.
Whilst HQ team excellent, little understanding/buy-in from many regional staff.
Failure of HQ to communicate objectives of NATI compounded by (resulting from?)
too tight timescale and overlapping NPIAH/NAHP.

Recommend system of bid champions/centres of excellence in regional offices.

Will it stand judicial review?

ODPM/DCLG

Key issue: better product for same public subsidy; competition is the way forward to
achieve this.

Need to open up sector to see if anyone else can do it better than RSLs.

Not looking to establish level playing field between RSLs and non-RSLs: all that
matters is equivalence of outcomes. Review of regulation of RSLs is a different
agenda.
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Contribution from non-RSLs ‘disappointingly small’.

Is the Grant Agreement too focused on protecting public interest?

How will (can?) the model work at a local level i.e. sitting alongside bidding/
programme management systems.

Sympathetic to principle of in-year bidding, but significant risks/issues re
transparency and challenge have to be addressed.

Non-RSLs: bidders

Perceived driver is solely VFM i.e. less SHG.

HC over-cautious re risk management/sharing.

Process challenging: ‘bemused by the experience’.

Would have been valuable to have had a ‘route map’ through the process as part of
the prospectus.

Information requirement excessive: consultant involvement solely to provide
information to HC, rather than preparing development bids.

Information required largely irrelevant as it is almost inevitable that it will change.
Overlap of NPIAH/NAHP, each with subtly different systems, was a major challenge,
particularly as unfamiliar with bid process anyway.

Model too closely based on PFI.

Technology infrastructure (IMS, workbooks) ‘a nightmare’.

VFM largely down to low land costs in development bids due to Section 106 or land
banks.

Good relationships with HC HQ staff: things broke down at local level, with slow/no
answers to questions and no feedback on failed bids.

Biennial bidding process is incompatible with house-builder planning horizons, which
are typically three to five years; even longer on large regeneration schemes which fit
HC strategic priorities.

Unhappy with Grant Agreement: very nervous, particularly on committing to delivery
in light of planning uncertainties; concerns re funders’ views of terms re claw-back
and cancellation; hope HC will be ‘reasonable’ in application of clauses.

Substitution of schemes no big deal as part of on-going development programme:
plenty of others in the pipeline.

In-year bidding an absolute pre-requisite to growth of the programme.

Non-RSLs: withdrew from bidding process

No consistent reason for withdrawing from the process. Individual organisations
stated different reasons.

The NAHP process running ‘in-parallel’ to the later stages of NPiIAH was a factor in
some instances, with non-RSLs taking the view that the criteria (particularly for the
grant agreement) was less onerous in NAHP than NPiAH.

One non-RSL decided not to bid after pre-qualifying, as the timing of both
programmes coincided with a major take-over of another organisation. Therefore
staff members were not able to devote sufficient time and resources to bidding.
Another organisation bid for approximately 50% of their programme through RSLs in
the NAHP (rather than in their own right as in NPiAH). This resulted in their portfolio
considered ‘too small’ for programme status.
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In principle, most would consider bidding for HC funding in future, provided it met
their business plan objectives at the time and requirements were not considered
unduly onerous.

Local authorities

Overwhelming sense of frustration and marginalisation was conveyed. This was
generally because of a view that considerable progress had been made working with
the Corporation’s regional team and with partner LAs within a well-advanced sub-
regional grouping, in pursuit of what was believed to be the New Approach; but what
then emerged in the 2006/08 bidding round undermined much of the good work that
had been achieved.

Most significant issue on the horizon is the manner in which Corporation decision-
making on the ground evolving, and particularly with respect to the pressure for
cross-boundary working between LAs within sub-regional strategic groupings.
Positive about progress being made to produce a joint LGA/HC protocol to cover
this, but did point out that this was still in the early stages.

The “tendering” characteristic of the new bidding arrangements undermined the good
work that had been achieved in bringing RSLs into the sub-regional process as
partners — this, combined with the reduced time-horizon, meant that the new
arrangements dictated by the HC permitted no real HC/RSL partnership, and put a
serious strain on LA/RSL partnerships. Moreover, the private developers had shown
no inclination to seek partnership, or even contact, with the LAs with respect to
bidding.

Generally pleased as their priority schemes were approved and supported by the
Corporation through the NAHP. LAs interviewed were unaware of any NPIAH bids by
developers in their areas. However, they were certain that the approved programme
will change as some schemes fail to be delivered and substitutions are made with LA
support, as in previous years.

Guidance was poor, and far more about process than purpose or policy. Frequent
mention of strategic fit reflected this, in that it appeared to be a tick-box rather than a
factor that should be driving the process.

According to the LAs, in reality the role of RSLs in the case of s106 sites is almost
reduced to a turn-key arrangement, based on SDS standards, the real control to a
large extent being with the developer, particularly on larger more complex mix tenure
sites.

Increasingly larger RSLs are competing against developers for sites, with it would
appear, limited success. Nevertheless, an interesting trend that may have been
forced on those RSLs prepared to take normal commercial risks in order to
demonstrate they are able to compete with developers on equal terms.

Continue to use TCls as a guide to assessing VFM (between 60-90% of TCI).

The inflexibility of the new programme — effectively delivering on a contract basis —
does not reflect the reality of a world in which there is a considerable degree of
uncertainty over individual major growth schemes as the land/planning/s106
negotiations progress.

Will continue to use preferred RSL partners on s106 sites where they are able to
influence situations.

A very significant point made about Section 106. HC staff admitted in public that
those LAs with tight s106 policies were actually being disadvantaged in comparison
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with others with weaker policies. For the former, it was easy for the HC to assess the
need for grant funding, and hence tended to sanction lower levels than for schemes
in the areas where policies were woolly. Since targeting was not by LA, it meant that
good practice brought no benefit, and arguably meant relative disadvantage. What
message was this sending to those with poor s106 policies? The HC has much work
to do to clarify how it would deal with added value in future, and particularly in
articulating what its expectations regarding s106 use are.

Overall message: please can we get back on track towards an on-going process of
allocating resources strategically within a rolling programme and real partnerships —
subregional and HC/RSL - with longer-term commitment and the flexibility to
respond to opportunities presented as and when they emerge from strategic
processes of supply-chain management.

Consider RSLs have offered better VFM, lower grant take per unit, in this bidding
round due to the threat from developers of grant funding going the private sector.
Value for money criteria appear spurious as there appears to be no weighting given
to location factors. Affordable housing will always be cheaper to provide in areas with
low land values, but this does not necessarily make it better value for money, not to
mention the sustainable communities implications.

See no correlation between the NATI and the inter borough sub-regional nomination
arrangements upon which its success will so much depend.
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Section 5

SUMMARY OF REVIEW OF BIDS

The review of bids for the NPIiAH and NAHP programmes took two approaches,
reviewing the qualitative and quantitative aspects of both bids and allocations.

1.

11

QUANTITATIVE REVIEW

The Quantitative Review looked in detail at a sample of successful bids (i.e.
allocations) on the Housing Corporation’s Investment Management System
(IMS). In particular, it also examined the differences between bids and
allocations from unregistered bodies (non-RSLs) and Registered Social
Landlords (RSLs). This part of the review concentrates on the NAHP programme
(2006/08), as it is more directly comparable with previous and future bid rounds.

A summary of the total allocations for both programmes can be found below:

Allocations to Unregistered Bodies as a Proportion of the NPiAH and NAHP
06-08

Allocations to
Unregistered Bodies

Allocations to all Allocations to as a % of all
organisations Unregistered Bodies allocations
Value Units Value Units Value Units
(Em) (Em)
NPiAH £137 3621 £19 637 14% 17%
NAHP £3559 74,764 £67 2169 2% 3%
(exc. pre-
allocations

Source: Involvement of Unregistered Bodies in the Housing Corporation’s Investment Programmes (May 2006)

NPiAH

Of the 31 organisations who were invited to submit detailed bids, 23
organisations returned bids (8 of whom were non-RSLs). However, during
detailed discussions, two bidders did not return clarified bids, leaving 21 bids for
consideration. 17 of these bids were awarded a total allocation of £137m, £19m
(14%) of which went to 4 non-RSLs.

A more detailed analysis of the mainstream NPiAH allocations (MFRent and
LCHO) between non-RSLs and RSLs can be found below:

Number Total Grant
of No of Amount SHG per | SHG per Average

Type | Heading Persons Units £k unit person Occupancy
NON

RSL LCHO 690 191 £1,298 | £6,796 £1,881 4
NON

RSL Rent 1,510 387 £13,351 | £34,499 £8,842 4
RSL LCHO 1,360 366 £6,031 | £16,479 £4,435 4
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RSL Rent 10,268 2,775 £113,327 | £40,839 | £11,037 4

Total 13,828 3,719 £134,008 | £36,033 £9,691 4

NB: MFRent and LCHO only

On average, the grant per person on non-RSLs NPiAH allocations is
approximately £2,000 less than for RSL allocations on both MFRent and LCHO
schemes, although the average number of people per property is the same. The
average grant per unit is also less for both non-RSLs and RSLs on the NPiAH
programme than the NAHP. This is probably due to the more restricted range of
products available under the NPiAH programme, i.e. it excludes more ‘expensive’
special needs and supported schemes, for example.

1.2 NAHP

Bids to the value of £8.374bn were received for the NAHP programme (169,666
homes), which was over twice the amount of available funding. Allocations of
£3.559bn were made (74,764 homes); of which £67m was to 7 non-RSL’s
(excluding pre-allocations).

A comparison of NAHP allocations for Rent and LCHO products between non-
RSLs and RSLs, is shown in the table below:

NAHP Allocation summary for MFRent and LCHO

>
2 & @) g
X

e 2l S E 8 3

b |3 8| 5| S S| &

2 & 2| 8| 8 &%

o 3 @ O IS 2 o o] @ Ol o

= 43} [} O O c ) ) T T >

= T o I @ D - - n n <
Non

RSL LCHO 3,126 12,501 160,281 840 51| 191 | 15 3,999 4
Non

RSL Rent 5,525 56,574 208,378 1,433 38| 145 | 39 | 10,240 4

RSL | LCHO 67,192 546,936 | 2,787,397 | 20,013 | 41| 139 | 27 | 8,140 3

RSL | Rent 145,109 | 2,521,564 | 5,198,284 | 40,212 36| 129 | 63 | 17,377 | 4

Total 220,952 | 3,137,575 | 8,354,339 | 62,498 38| 134 | 50 | 14,200 | 4

The average grant per unit bid in the NAHP was £30,401, compared to £49,600
from RSLs. Therefore it is considered that the inclusion of non-RSLs has
increased competition within the sector and increased value for money. A
comparison of average grant per unit between RSL and non-RSL bids on both
programmes can be found in the table below:
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Value-for-Grant from Registered and Unregistered B odies Bids

Grant-per-Unit Grant-per-Unit for Different Products (£k)
(Ek) Rent Sale Inter. Rent
Non Non Non Non
RSL RSL RSL RSL RSL RSL RSL RSL
NPIAH | £28.5| £37.6| £33.5| £44.8| £16.8| £23.8 N/A | £30.1
NAHP | £30.4| £49.6| £39.5| £62.1| £149| £27.3| £35.0]| £35.9

Source: Involvement of Unregistered Bodies in the Housing Corporation’s Investment Programmes (May 2006)

Interestingly, the differential between the average grant per unit on non-RSL and
RSL schemes on the main NAHP programmes (MFRent and LCHO) appears to
have increased between bids and allocations (compared to the table above), as
shown below:

Average TSC per TSC per SHG per SHG per
NAHP person unit unit person Average
allocations £ £ £ £ Occupancy
Non-RSL 42,615 162,190 30,389 7,985 4
RSL 37,615 132,597 50,951 14,454 4

NB: MFRent and LCHO only

This indicates that value for grant (or grant per unit) was not the main factor in the
success of bids, and that strategic fit and deliverability were an important
determinant in whether a scheme received an allocation.

Total scheme costs

Whilst the grant per unit average is lower for non-RSL allocations on both
MFRent and LCHO NAHP allocations, the total scheme costs on non-RSL
programmes is significantly higher (£29,593 or 22%). Our review noted that the
total scheme costs on some schemes appeared to be incorrectly submitted by
bidders on IMS (as noted in the following section). In some instances, TSC per
unit were significantly over-stated, which could have the impact of inflating the
average TSC for the non-RSL programme, and therefore appearing to
demonstrate better value for grant than is actually the case.

Differences between Non-RSL and RSL schemes

Further analysis into the reasons behind the differences between these headline
figures is clearly necessary. It is noted that the levels of bids from non-RSLs
varied considerably within regions; with a low number in London, where
development costs are high, thereby deflating the national grant per unit figure.

A more detailed investigation into the difference in headline figures between non-
RSL and RSL schemes has been carried out on bids in the South East and South
West Regions, where volumes are highest; making averages less susceptible to
outlying schemes. The results of this analysis are shown below:
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Value-for-Grant Comparison of RSL and Unregistered
06-08 SE and SW regions

Body Bids: NAHP

S106

Other Contri- Total

Public bution Public
Bid Grant Subsidy to subsidy
Value per unit | Received | Scheme | per unit

(Em) Units (Ek) (Em) (Em) (Ek)
Non-

RSL £60 1475 £41 £70 £88
RSL £269 5977 £45 £6 £251 £88

Source: Involvement of Unregistered Bodies in the Housing Corporation’s Investment Programmes (May 2006)

This demonstrates that non-RSLs have a 9% advantage in value for grant at bid
stage. However, when total public subsidy (including S106 contributions) is taken
into consideration, the total public subsidy per unit is the same for RSLs and non-
RSLs. This conclusion must be treated with caution however, as it depends upon
the accuracy of forecasted S106 contributions by bidders, and may not result in
the same outturn figures.

In conclusion, we have been unable to establish a definitive reason for the
headline figures of grant-per-unit being on average 9% lower for non-RSLs than
RSLs (in SE and SW regions). This could be due to a relatively small sample of
schemes, or a combination of factors, which in their own right do not have a
significant impact. It is strongly recommended that further investigation is carried
into this area in future.

Regional Housing Strategies

Overall, the NAHP allocations exceed the output targets identified in the Regional
Housing Strategy (RHS) proposals, and the detailed programmes have been
agreed by the Regional Housing Boards. A comparison of the HC proposed
programme and RHS proposals can be found in the table below:

Regional breakdown of resource expenditure and outp
NAHP 06-08 and existing commitments.)

uts 06-08 (from

Corporation proposals RHS proposals

Value (Em) Units Value (Em) Units
East Midlands 183 6,178 £160 3,820
East of England 331 11,296 £338 9,123
London 1,791 35,947 £1,680 26,640
North East 85 1,860 £81 1,274
North West 248 6,484 £221 4,271
South East 725 20,056 £734 18,922
South West 277 8,185 £273 7,600
West Midlands 172 4,487 £194 5,704
Yorkshire &
Humberside 128 2,877 £135 2,562
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| Total | 3,941 97,370 £3,817 | 79,916 |

Source: Ministerial Submission NAHP 06/08

Although the West Midlands region is forecasting lower outputs than the RHS,
this is due to specific regional issues and will be resolved through delayed
allocations.

A breakdown of tenure type for the NAHP by value and units can be seen in the
two tables below:

Allocations by tenure type (value, £m)

Low cost
home Intermediate Grand
Rent | ownership rent Total Other | Total
Mainstream
NAHP 2,587 430 6 3,023 69 | 3,092
KWL 436 31 467 467
Total 2,587 866 37 3,490 69 | 3,559

Source: Ministerial Submission NAHP 06/08

Allocations by tenure type and by region (units)

Low cost
home Intermediate Grand
Rent | ownership Rent Total Other | Total

East
Midlands 2,637 2,135 0 4,772 40| 4,812
East of
England 6,153 3,840 129 | 10,122 34| 10,156
London 10,439 11,251 629 | 22,319 | 2,428 | 24,747
North East 922 257 0 1,179 40 1,219
North West 2,238 1,913 0 4,151 205 | 4,356
South East 9,341 7,301 269 | 16,911 132 | 17,043
South West | 5,600 2,599 8 8,207 468 | 8,675
West
Midlands 2,335 1,750 6 4,091 27| 4,118
Yorkshire &
Humberside | 1,980 1,032 0 3,012 64| 3,076
Total 41,645 32,078 1,041 | 74,764 | 3,438 | 78,202

Source: Ministerial Submission NAHP 06/08

The NAHP programme in 2006-8 is expected to deliver over 78,000 new homes
for £3.6bn compared to 67,642 new homes delivered in the 2004-06 bid round for
£3.3bn.

The number of partner organisations and their share of the programme have
increased to 81, accounting for £3.168m allocation or 89% of the programme,
compared to 78% of the programme value to 70 partners in 2004/6 programme.
The 5 organisations receiving the largest funding take 18% of the total allocation.
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2. QUALITATIVE ASSESSMENT

The review of bids included assessment of the ‘quality’ of a sample of bids on
both programmes from both RSLs and non-RSLs on IMS and on the Housing
Corporation internal systems.

The general standard of information submitted was variable, with some bidders
completing details correctly and submitting the correct supporting documentation.

However, the review also identified a significant number of bids where information
was incomplete or inaccurate from both RSLs and non-RSLs. Examples included
bids for different tenures of the same scheme where common investment codes
were not used on both phases; key investment codes missing or incorrect;
supporting information such as marked up Grant Agreements, Design Statements
and certifications not provided etc.; and incorrect Total Scheme Cost break-
downs.

Our view was that the quality of bid submissions was generally poor, with a
significant number of details either missing or incorrect. It was noticeable that a
number of the bids from non-RSLs did not contain background information on
schemes and how they met housing needs. The review of the sample of bids
indicated that the quality of bids was generally slightly worse from non-RSLs than
from RSLs.

Whilst there was no apparent correlation between the size of organisation or
programme and the quality of their bids, it was noticeable that some bidders
managed to achieve a more consistent approach and better quality of detalil
across their programme than others. This could be due to staff at the
organisation having more experience and understanding of the IMS system and
HC requirements, or that they were able to spend more time cross-checking
submissions for accuracy (i.e. quality control).

However, as IMS contains limited validation of input data, there is potential for
inadvertent mistakes (such as the incorrect use of investment codes or
occupancy) which could generate significant errors in analysing the data
produced. It also results in greater pressures on HC staff to undertake validation
and quality control exercises.

Whilst carrying out our review, we highlighted a number of approved allocations
which showed an incorrect number of people per home (thus distorting the grant
per person calculation), grant exceeding total scheme costs and numbers of
homes apportioned incorrectly (generating extremely high average scheme costs
of over £1,000,000 per home in one instance). This could affect calculation of
averages for example, and significantly skew the results if the sample is relatively
small.

During the course of the NAHP bid process, the HC regularly issued guidance
through ‘Question and Answers’ posted on their website. Between the Invitation
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to Bid (11 August) and closing date for questions (7 October) over 300 queries
were raised, and answered by HQ staff.

Whilst this was undoubtedly useful for bidders and regional staff alike, the volume
of queries generated may demonstrate a lack of detail
documentation, or confusion on behalf of the bidders as to how they were to treat
various aspects. It also relied on bidders regularly reviewing the website to keep
up to date with the latest guidance.

in the original

To some extent this had been dealt with in the NPIAH process by holding
individual ‘clinics’ with each of the 23 IDB bidders after they had submitted
detailed bids, which gave organisations the opportunity to clarify issues on a face
However, this was not possible on the
NAHP programme, due to the volume of bids and bidders.

to face basis with a team of experts.

In future bidding rounds, it is recommended that the process, guidance and
documentation are prepared well in advance, to allow consultation with regional
office staff. It is also recommended that a team of ‘bid champions’ is created in
each of the regional offices, to allow more effective dissemination of knowledge.

Strategic fit

It is clear that unregistered bodies were less successful on both programmes
Details of the
comparative conversion rates (from bids to allocations) for the NPiAH and NAHP
are shown below:

despite a competitive value-for-grant on average in their bids.

All Bidders Unregistered Bodies
% %
Bids Allocations Successful Bids Allocations Successful
Value Units Value Units | Value |Units Value | Units |Value | Units |Value |Units
(Em) (Em) (Em) (Em)
NPiAH | £237 6,834 £137 3,621 | 58% 53% | £39 1,212 | £19 637 49% 52%
NAHP | £8,374 | 169,666 | £3,559 | 74,764 | 43% 44% | £300 | 8,076 | £67m | 2169 | 22% 30%

Source: ‘Involvement of Unregistered Bodies in the Housing Corporation’s Investment Programmes’
(HC - May 2006)

Their greater success rate in NPiAH may be due to the restricted products
available (social rent, shared ownership, Homebuy and intermediate rent) and the
limited take up by RSLs. It may also be due to a centralised selection process,
which did not take regional fit into consideration to the same extent as on the

NAHP programme.

A detailed review of all unsuccessful non-RSL bids has been carried out by the
Housing Corporation and reported to the ODPM. In the majority of instances bids
were rejected because they did not meet the assessment criteria of value, quality,

policy fit and deliverability (in particular, the latter two objectives).

There were clearly a number of instances where bids were submitted in advance
of planning discussions or ownership, or where the proposed homes did not meet
the needs of the local authority or sub-region. In addition, there were a significant
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number of bids which were rejected as they did not offer good value for money.
There were also a number of cases where elements of the same scheme were
subject to bids by different organisations, each offering different amounts of grant.

The Corporation met with each non-RSL NAHP bidder during December 2005, to
ensure there is a clear understanding of Corporation requirements, particularly on
regional fit (with Regional Housing Statements), tenure mix and S106
requirements.

If non-RSLs are to successfully participate in the provision of social housing in
future, it is vital that the strategic housing function within local authorities is
recognised by unregistered bodies and consulted in a similar manner to planning
departments. During the course of our evaluation, we became aware that the
approach and attitude of some non-RSLs towards the strategic role of local
authorities has changed to acknowledge this requirement.

Housing Quality Indicators

A review of Housing Quality Indicator (HQI) scores between RSLs and non-RSLs
shows a slightly higher HQI score on average for RSL bids across all factors.

HQI comparison of RSL and Unregistered Body Bids: NAHP 06-08 SE and

SW regions
Noise,
Unit Unit services, | Access- | Sustain- | Combined
HQIs size Layout light ibility ability HQI
Non-RSL 44 43 43 51 71 59
RSL 47 51 55 60 72 63

It is anticipated that in most instances, delivering higher HQI score will have a
cost impact on the proposed scheme. Therefore this might explain to some
extent the higher grant requirement on average by RSLs compared to non-RSLs.
It is important to ensure equivalence of outcomes for future residents and that the
outputs the quality of the completed homes is monitored closely.

Summary:

Overall, the selection of successful bids appears to have been a thorough
process, with detailed assessment of value for money, deliverability, policy fit and
quality criteria carried out at a regional and local level. The resulting allocations
meet the targets of the Regional Housing Strategies and the introduction of a
mixed economy appears to have generated competitive approach from both
RSLs and non-RSLs, and real reductions in the average grant per unit, compared
to previous years.

Our review highlighted some concerns regarding the quality of bids and potential
implications for decision making which should be addressed in future bid rounds.
It also recommends further research into the reason behind the apparent
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difference in headline grant per unit figures between non-RSLs and RSLs, and
assessment of whether this has an impact on the quality of the completed homes
and equivalence of outcomes for residents.
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