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EAST HAMPSHIRE DISTRICT COUNCIL

CABINET 25th May 2017

Affordable Housing Developer Contributions – Revised 
Procedure

Report by Mark Barnett
Housing Development Manager

FOR DECISION

Portfolio: Cllr Angela Glass, Portfolio Holder for Planning and 
Affordable Housing

Key Decision: Yes

1.0 Purpose of Report

1.1 This report introduces a revised procedure for spending Affordable 
Housing Developers Contributions (AHDCs).

1.2 The revised procedure includes an investment model, developed with 
Merlion Housing Association (MHA), which uses AHDCs to procure 
shared equity housing.  This model generates both revenue and capital 
for the Council.

2.0 Recommendation

2.1 To approve the revised procedure for spending AHDCs, attached at 
Appendix A.

3.0 Summary

3.1 Cabinet resolution 25/09/14 (report entitled Developers’ Contributions 
for Affordable Housing) approved a procedure (Appendix B) for the use 
of Affordable Housing Developer Contributions.  The resolution 
delegated authority to spend AHDCs to the Executive Head of 
Economy and Communities in consultation with the Portfolio Holder for 
the South Downs National Park and Housing.  



3.2 Notwithstanding the changes to the organisational structure, the 
proposal outlined in this report is materially different from the procedure 
approved by Cabinet, to the extent that it may fall outside of the 
Cabinet resolution.  Furthermore, changes in the affordable housing 
sector have necessitated the need for a revised procedure for spending 
AHDCs with a broader scope of housing providers, not just registered 
providers.

3.3 The shared equity model detailed in the report, not only uses AHDCs 
for their intended purpose by providing affordable housing, but also 
generates substantial revenue and capital returns for the Council.  In 
addition, the housing itself is built to a very high specification typical to 
that of market housing, but at a monthly cost which can be 
approximately £250 per month, less expensive than a comparable 
shared ownership product. 

3.4 The new model is considered necessary in today’s housing market to 
ensure that affordable housing continues to be affordable and 
deliverable.

4.0 Subject of Report

4.1 Whilst this report refers frequently to MHA, it is feasible that this model 
could be rolled out in the same format to other willing registered 
providers, housing associations or other legal entities that provide 
shared equity housing products endorsed by the Homes and 
Communities Agency (HCA).

4.2 Shared equity is a well established affordable housing tenure, where 
dwellings are sold at a discount, usually between 20% - 40% of open 
market value, to qualifying people.  This is similar to shared ownership, 
but with the major difference that no rent is due from the occupier.  The 
occupier purchases the freehold and the housing association holds the 
unsold equity by way of legal charge.  Once the dwelling is sold or the 
occupier increases their share through stair-casing, the housing 
association benefits from any uplifts in house price inflation.

4.3 A spreadsheet is attached as Appendix C which shows the revenue 
and capital returns on a typical site, as well as the costs. In simple 
terms though, MHA pay the Council a fee of 15% of whatever sum the 
Council invests, plus the Council secures equity in the properties which 
MHA enhance by 25%.  If for example the Council invested £500,000, 
it would receive revenue back from the 15% fee of £75,000 and equity 
in the dwellings worth £625,000.

4.4 The timing of payments is such that the Council’s investment is 
required early on in the development process, usually at exchange of 
contracts between MHA and the housebuilder.  Payment of the 15% 
fee by MHA to the Council is then triggered 2 weeks later.  This near 
immediate return on investment is not ring fenced for affordable 



housing provision and so it is envisaged it would contribute to the 
general fund, along with other income generation projects.

4.5 The Commercial Team has modelled the Council’s share of retained 
equity over a 30 year period to establish what returns might be 
possible.  Based on the example of a £500,000 investment the 
potential returns are shown in the table below, at average House Price 
Inflation of 3%, 5% and 8%.  Average house price inflation over the last 
20 years in East Hampshire was 8% and whilst this is no guarantee of 
future HPI the market averages are relatively stable over the medium 
to long term. 

HPI (3%) HPI (5%) HPI (8%)
Projected 
Return

£810,745 £1,000,463 £1,466,584

Uplift £310,745 £500,463 £966,584
Percentage 
Return

62.15% 100.09% 193.32%

4.6 Changes in the housing association market have necessitated a new 
delivery model for those situations where a developer is unable to find 
a willing housing association to procure the affordable homes.  This is 
becoming increasingly common on smaller sites, as many housing 
associations are only willing to contract with developers on sites with a 
minimum of 20 affordable homes.  This puts at risk the delivery of 
affordable housing, as Section 106 obligations cannot be fulfilled.  

4.7 There were five instances over the last year where developers were 
unable to deliver the affordable housing mix for this reason, despite 
being assisted by Housing Services.  The shared equity model is only 
considered once all avenues have been pursued to deliver the Section 
106 mix.  The final cascade would be to collect an AHDC instead of 
onsite affordable housing.

4.8 Housing Services has already obtained approval in 2016 via the 
delegated authority route for two sites, one in Horndean and one in 
Medstead.  These early schemes were to salvage affordable housing 
that was undeliverable due to lack of housing association interest and 
would have otherwise been lost.  Although prior to the model now 
proposed, these early sites, still generated revenue for the Council 
from a 5% fee of £6,000 and £7,500 respectively plus equity and saved 
nine affordable homes from being lost.

4.9 In addition to these two early sites, a further two sites were approved 
by the Director of Operations in April 2017 using Standing Order 46 in 
consultation with the Portfolio Holder for Planning and Affordable 
Housing.  This action was necessary as both sites had developers 
keen to enter into contract with MHA and the timing was such that the 
Council was at risk of losing both opportunities if authority was delayed 
until the May Cabinet.



4.10 These two sites, one in Lovedean of 16 homes and one in Bordon of 
11 homes, require a total investment of £796,000 from the AHDC 
budget.  They will however generate revenue from fees of £119,400 
expected during 2017/18, plus equity worth initially £995,000 across 
both sites.

4.11 Further opportunities are in the pipeline and it is envisaged that this 
could become a regular source of income for the Council, subject to 
availability of funds in the AHDC budget or from an alternative source.

5.0 Implications 

5.1 Resources:

5.1.1 AHDCs are ring fenced and may only be spent on the provision of new 
affordable housing and other activities which support the delivery of 
affordable housing, as outlined in the procedure approved by Cabinet 
24/09/14.

5.1.2 The Section 106 Monitoring Officer and Head of Finance have 
confirmed that the AHDC budget currently holds £2,216,735.  Budget 
commitments totalling £909,000 have already been approved, but are 
yet to be paid out.  The total of uncommitted funds stands at 
£1,307,735.

5.1.3 It is estimated that the AHDC budget could be fully committed within 
12-18 months if investment opportunities present themselves at the 
same rate, even allowing for the collection of further AHDCs through 
Section 106. If the Council wished to continue investing in affordable 
housing in this way an alternative source of funding would be required, 
perhaps through borrowing.

5.1.4 No additional staff resources are required in the implementation and 
future use of the new AHDC model or procedure. 

5.1.5 The Council will own equity shares likely to be between 12.5% and 
25% of residential property secured by way of second charge.  The 
Council’s charge will rank above that of MHA and will be secured by a 
charging agreement acceptable to both the Council and MHA.

5.1.6 The Council will incur legal costs and valuation costs on initial and 
subsequent property transactions.  These costs, where they fall outside 
of internal SLAs, will be met from the AHDC budget.

5.1.7 Proceeds from future sales of shared equity dwellings, will be returned 
to the AHDC budget for reinvestment in affordable housing.  Legal 
opinion both internally and externally confirms this would be prudent to 
stave off challenges from developers over the use of Section 106 funds. 



5.2 Legal:

5.2.1 The Head of Legal Services has been appraised of the model and 
endorses it, confirming that shared equity housing is an accepted form 
of affordable housing which may be funded using AHDCs.

5.2.2 The Council has instructed Blake Morgan solicitors to draft a model 
funding agreement which can be used by Legal Services on all future 
transactions of this type with MHA or another provider.  Drafting of this 
agreement is at an advanced stage and it will be used on both the 
Lovedean and Bordon sites already approved by Portfolio Holder 
decision.  The cost of this funding agreement is £5,000 plus VAT and 
disbursements with this cost to be met from the AHDC budget.

5.2.3 The Head of Legal has identified the importance of the charging 
process to securitise the Council’s equity.  The first charge will be in 
favour of the majority share holder (the occupier), the second charge 
regardless of size of share will be in favour of the Council and the third 
charge will be in favour of MHA.  Legal Services will review the 
charging documents prior to implementation. 

5.2.4 Legal Services will be forwarded the draft funding agreement, when 
available, for review, prior to implementation.

5.3. Strategy:

5.3.1 The development of the shared equity model directly supports the 
Council’s mission outlined in the Corporate Strategy.  With the possible 
exception of ‘environmental sustainability’, the model meets the 
remaining four operational priorities essential to deliver the mission.

5.4 Risks:

5.4.1 Every effort to mitigate the risks of investing in the residential property 
market has been taken and has been incorporated into the funding 
agreement.  Risks of developer or MHA insolvency have been covered 
as far as are practicable, but it should be noted that these same risks 
are small and have always been present on those historic occasions 
when the Council issued grant to housing associations for nomination 
rights.

5.4.2 Whilst it is the expectation that house prices will continue to rise, this 
cannot be guaranteed. If house prices were to fall over a sustained 
period then the value of the Councils equity shares would fall in line 
with house price deflation.  This risk is mitigated as the Council 
receives a 25% buffer from MHA above the value of the Councils initial 
investment.



5.4.3 MHA are able to fund shared equity housing without investment by the 
Council.  The Council’s funds enable MHA to offer the homes at a 
lower sale price to purchasers than would otherwise be possible, plus it 
frees up cash flow.  There is no formal partnership agreement between 
the Council and MHA, so there is a risk that MHA could decide to revert 
back to their original model and exclude the Council.  

5.4.4 The opportunity to embark on this funding model was borne out of 
changes in the housing association market, where social landlords will 
often decline to procure small affordable housing sites.  Failure to 
introduce the model for use on future developments may negatively 
impact on the delivery of affordable housing.

5.4.5 Early discussions have commenced with MHA about formalising the 
partnership and taking advantage of investment opportunities outside 
of the Council’s area.  This would fall outside of the permissible use of 
AHDCs, but funding from Council borrowing or reserves, could be 
invested in this way.  Cabinet will be provided with further information 
on this in an estimated 12 months, if a scalable and viable investment 
model and partnership structure can be developed. This report is likely 
to coincide with the point where the AHDC budget is fully or nearly fully 
committed. 

5.5 Communications

5.5.1 It is proposed that all communications, site signage (if applicable) and 
marketing information issued by MHA that relates to Council funded 
shared equity will include the Council’s logo and include the phrase 
‘…in partnership with East Hampshire District Council’.  

5.5.2 The Council is at the forefront of this new shared equity product and is 
the first Local Authority to approve the use of AHDCs for this purpose.   
MHA haven’t publically launched the new shared equity product yet, 
but it is their intention for the launch to be managed jointly with the 
Council.

5.6 For the Community:

5.6.1 The Integrated Impact Assessment (IIA) has been completed and 
concluded the following: Due to this being an extension to existing 
policy it has been concluded that there are no issues arising from the 
IIA.

6.0 Consultation

6.1 The model has been developed in close consultation with MHA and 
other registered providers operating within the Council’s area have 
been informed that a model is being developed.



6.2 Legal Services, Finance, Portfolio Holder, Director of Operations, Head 
of Housing and the Commercial Team have all been consulted 
throughout the development of the model.  Advice has also been 
sought from the Head of New Homes Delivery at Winchester City 
Council and from external solicitors Blake Morgan. 

Appendices:

Appendix A
Affordable Housing Developer Contributions - Revised Procedure.  This 
details the new procedure for spending AHDCs that Cabinet are asked to 
approve.

Appendix B
Procedure for Allocating HDC Funding Sept. 2014.  This is the existing 
procedure to be revoked.

Appendix C
Worked Financial Example.  This spreadsheet details the finances for the 
already approved site in Lovedean and is typical of the new shared equity 
model.

Background Papers: 

 National Planning Policy Framework
 Cabinet report 25/09/14 entitled Developers’ Contributions for 

Affordable Housing
 Planning Contributions and Community Infrastructure Levy – 

Supplementary Planning Document

Agreed and signed off by:

Head of Finance: 16/05/17
Head of Legal: 11/05/17
Director of Operations: 15/05/17
Portfolio Holder Cllr Angela Glass: 16/05/17

Contact Officer: Mark Barnett
Job Title: Housing Development Manager
Telephone: 01730 234346
E-Mail: mark.barnett@easthants.gov.uk



Procedure for allocating Affordable Housing Developers’ 
Contributions (AHDCs) – May 2017

Background

The affordable housing sector is going through a period of sustained change, 
with statute and national planning policy now placing an emphasis on home 
ownership as a priority above that of rented housing.  Many Registered 
Providers and Housing Associations have begun to diversify their business 
activities focusing more on commercial ventures and less so on social 
ventures.  Whilst the sector is still willing and able to deliver affordable rented 
homes, there are new challenges to delivery which this procedure seeks to 
address through the use of Affordable Housing Developer Contributions 
(AHDCs).

The Council continues, on occasion, to collect AHDCs through section 106 
planning agreements in lieu of on site provision of affordable housing.  This is 
the exception rather than the norm, as the priority continues to be the delivery 
of affordable housing on site.  The Council also collects AHDCs where the 
affordable housing calculation results in a fraction of a dwelling and the 
developer chooses not to round up and provide an additional dwelling on site.  

This procedure replaces the previous one adopted September 2014. It 
extends the scope of affordable housing projects that AHDCs may be used to 
fund and also extends the range of housing organisations that may bid for the 
fund.  This latter point reflects an increase in non-registered providers and 
private for profits providers now entering the market place, all delivering HCA 
approved products or affordable housing within the National Planning Policy 
Framework definition. 

Eligible Providers:

The following list, whilst extensive, may not capture all types of housing 
providers and particularly new companies entering the affordable housing 
market as changes in the sector continue.  Therefore applications may be 
considered from all providers of housing whether contained in the list or not, 
although an application does not guarantee an approval to access the AHDC 
fund.

 Registered Providers
 Non- Registered Providers
 Housing Associations
 Registered Charities
 Housing Companies
 Housing Trusts
 Community Land Trusts
 Affordable housing arm of private developers
 Private companies specialising in sub-market intermediate tenures



 Local Authorities
 Other provider of affordable housing not listed 

Funding limits

It is essential that funding limits balance the need to deliver affordable 
housing projects which represent good value for money, but without 
constraining the Council in the funding of projects which generate income.

The following fiscal rules will therefore apply:

 Grant based projects may be funded at a rate not to exceed £50,000 
per unit.

 Total spend, per grant based project, must not exceed £1,000,000.

 Investment based projects have no per unit funding limit, however the 
total investment per project (excluding associated costs) must not 
exceed £1,000,000.

 Enabling and associated delivery costs on each project whether grant 
based or investment based, must not exceed £50,000.

 Incentives paid to tenants / occupiers of Eligible Providers enabling 
them to move to make best use of housing stock must not exceed 
£20,000.

 Costs that may arise that support the delivery of affordable housing, 
but cannot be attributed to a specific site, may not exceed £100,000.

 Total AHDC commitments, whether paid out or not, must never exceed 
90% of the AHDC budget, without additional authority as permitted by 
the constitution.

 Cabinet must be alerted when funds held in the AHDC budget has 
reached or is expected to reach a balance of £250,000.

Eligible Projects – grant based

The Council will actively seek spending opportunities for AHDCs which 
support the delivery of all forms of rented and intermediate affordable housing.  
Projects are likely to cover a broad range of housing types and tenures for a 
wide spectrum of client groups.  

It is impossible to determine all types of opportunity which may arise in the 
future that the Council may wish to fund and so this list is not intended to be 
exhaustive.  However, to ensure AHDCs are spent in an open a transparent 
manner, the following projects are likely to cover the majority of applications 
which the Council may consider funding.



Applications for AHDCs falling outside of this list may still be made and will be 
considered on their own merits.

 Fund an Eligible Provider’s purchase of open market property

 Fund an Eligible Provider’s purchase of land from the open market 
either suitable for development or required to enable development, for 
example as a new access, suitable open space etc.

 Fund an Eligible Provider’s purchase of Council owned land to bridge 
the gap between land values for market sale use and affordable 
housing use.

 Fund an Eligible Providers’ procurement / development and / or 
construction costs of affordable housing.

 Fund an Eligible Provider in the delivery of specific tenures or 
accommodation types as may be required to address demand from 
eligible persons applying for housing to the Council.  Examples may 
include funding social rented housing, to improve affordability, fully 
accessible housing for those with mobility difficulties etc.

 Fund an Eligible Provider’s ‘off the shelf’ purchase of new homes for 
rented or intermediate tenures

 Fund an Eligible Provider’s procurement or development of temporary 
accommodation suitable for either emergency use or for discharging 
the Council’s duty under homeless persons’ legislation.

 Where site viability results in affordable housing provision well below 
policy requirements, to fund an Eligible Provider’s procurement of 
additional affordable homes above s106 requirements.  

 Fund temporary accommodation outside of the Council’s administrative 
area for use by the Council in meeting its statutory housing 
responsibilities.

 Fund refurbishment or rehabilitation costs as necessary to bring empty 
dwellings back into use as affordable housing, whether as permanent 
stock or under leasing arrangements.

 Fund any and all costs to the Council associated with project 
identification, negotiating and spending AHDCs.  This includes direct 
staffing costs associated with the delivery of affordable housing. 

 Fund any direct project costs, including site surveys, legal fees, 
valuations, consultants reports, site mitigation, security, site clearance 
and any other feasibility or enabling costs, as required, on projects to 
provide any permanent or temporary accommodation using AHDCs.



 To provide financial incentives to tenants / occupiers of Eligible 
Providers under-occupying large family homes or specially adapted 
properties, to enable them to move into accommodation more 
appropriate to their needs. 

 Fund additional works to Eligible Providers’ properties, not covered by 
other sources of funding, as may be required to bring the property up to 
a suitable standard to enable the occupier to remain in occupation.  
This would usually be disabled adaptations not covered by the 
Disabled Facilities Grant, but may also include other works.

  
 To encourage innovation within the affordable housing sector that may 

not be funded from other means.

 Fund any other projects, resources or services not listed within these 
general principles, but fall within the spending parameters and are in 
the spirit of the procedure.  

Eligible Projects – income generating

Whilst AHDCs may only be used to support affordable housing delivery, 
opportunities will arise from time to time that can provide both new affordable 
housing and generate income for the Council.  This income can be used to 
support the Council’s delivery of other services as well as reinvesting in more 
affordable housing. 

The Council has developed a new delivery model of shared equity housing in 
partnership with Merlion Housing Association   This model need not be 
restricted solely to Merlion Housing Association and other Eligible Providers, 
offering the same or similar terms, may also apply for AHDCs using the same 
procedure.

The model may evolve over time, but in its current form is best described as 
follows:

 The Council will use AHDCs to fund an Eligible Provider’s procurement 
of new, high quality shared equity housing, most likely on section 106 
sites.

 This payment is likely to be in the range of 10%-20% of the full open 
market value, but the exact figure will depend on the availability of 
funds within the AHDC budget or other Council funding sources and 
likely sales values.

 Payment will usually be due at golden brick or on exchange of 
contracts, but the timing of such payments could well vary from site to 
site, depending on the requirements of the developer.

 Prior to making any payments the Council and Eligible Provider will 
follow the procedure for allocating AHDCs.



 Prior to making any payments the Council and Eligible Provider will 
enter into a suitable funding agreement bespoke to that development.

 Prior to making any payments the Eligible Provider will supply the 
Council with a RICs backed valuation (mutual benefit) of the sales 
values for each dwelling to be funded using AHDCs 

 After payment of the AHDCs to the Eligible Provider, the Council will 
levy an investment fee of 15% of the sum paid.  This fee, due from the 
Eligible Provider to be paid to the Council, will be invoiced by the 
Council after 2 weeks of release of the Council’s funds. 

 The Council’s investment will enable the Eligible Provider to improve 
the affordability of the homes.  They will be offered for sale on a shared 
equity basis at a discount on open market value which is likely to fall 
within the range of 20%-40%.  No rent will be charged by the Eligible 
Provider and wherever possible the purchaser will be able to acquire 
the freehold.

 In addition to the investment fee, the Council will receive equity in each 
dwelling which will be secured by 2nd charge to rank above that of the 
Eligible Provider.

 The equity will be enhanced by the Eligible Provider by 25%.  So if for 
example the Council invests £500,000, it will be issued with equity 
worth £625,000.

 The Council’s primary role under this model is as a funder.  The 
Eligible Provider will perform all usual functions such as sales, 
marketing, contract negotiation and procurement of the dwellings and 
other administrative duties as required.

 When an occupier wishes to increase their equity share within the 
dwelling or wishes to sell and move, the Eligible Provider will be 
responsible for all aspects of administering this.

 At the point of future sale or completion of staircasing the Council will 
redeem its charge over the dwelling, with the resultant funds returning 
to the AHDC budget for reinvestment in further affordable housing.

 Each party will be responsible for their own legal fees during each 
project and at the time of each future sale.

 Valuation costs will be shared equally between the Council and Eligible 
Provider.



Application Procedure

1. Funding from the AHDC budget may only be used to support 
affordable housing projects, other permissible uses as defined in 
the planning obligation under which the AHDC was originally 
collected or other uses as defined in this document. 

2. Applications for funding should, in the first instance, be made 
verbally to the Housing Development Manager.  Funded projects 
will be a collaboration between the Council and the delivering 
organisation and will therefore need to be discussed and 
developed over time.

3. Applications are likely to fall into two categories, those where the 
Council is asked to provide a grant in return for nomination rights 
and those where the Council is asked to fund affordable housing 
on commercial terms that will generate revenue and / or capital for 
the Council.

4. Applications for grant will be subject to a fee, currently 5% of the 
grant paid, but this will only be due if the grant application is 
approved.  The Council will use it’s discretion on a case by case 
basis to determine what the trigger will be for payment of the fee 
to ensure there is no negative effect on development cash flow. 

5. Applications for funds that will generate income for the Council will 
also be subject to an investment fee.  This fee is currently 15% of 
the Council’s investment , but may be varied from time to time to 
suit specific project parameters. 

6. The AHDC applicant, whether applying for grant or investment, 
must go ‘open-book’ and provide details of project costs, other 
grant, borrowing and revenue.  The exact detail required will to a 
degree depend on the type and scale of project, but the Housing 
Development Manager will offer advice during this phase of the 
application. 

7. The Housing Development Manager will assess applications to 
ensure they offer good value for money, contribute to projects that 
address housing need, meet the Council’s strategic priorities, 
complies with the legal requirements relating to state aid and 
Development Plan policies and NPPF policies.

8. The Housing Development Manager will submit recommendations, 
by written report, to the Head of Housing.  The report will outline 
the project, the finances, the planning status and any conditions 
considered necessary to make the payment from the AHDC fund 
acceptable.



9. The Head of Housing will present the report to the Portfolio Holder 
for Planning and Affordable Housing, with sign-off required from 
both to approve the AHDC payment.

10.The S106 Monitoring Officer, Finance Department and applicant 
will be informed if an AHDC payment is approved.

11. If approved, the Eligible Provider will be required to enter into a 
funding agreement, nomination agreement or satisfy any other 
conditions necessary prior to making the payment.  The extent of 
documentation required will vary from project to project from a 
simple letter of agreement to detailed grant agreement or in the 
case of investment based projects a comprehensive funding 
agreement.

12.The S106 Monitoring Officer will provide quarterly budget updates 
to the Housing Development Manager on the use of the AHDC 
fund.


