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1.0 Purpose
1.1 The purpose of this report is to: 

1.1.1 Provide a summary of First Homes;
1.1.2 Identify some of the implementation issues LPAs are currently facing, including: 
· establishing new evidence bases;

· ensuring that robust Section 106 agreements are in place to secure the homes in perpetuity; 
· developing new policies and procedures, including setting out arrangements to deal with sales (including adopting tariffs, establishing a consistent approach to marketing periods, legal processes and procedure); and
· lobbying Government in respect of fixed rate discounts tied to LA administrative boundaries.   
2.0 The policy context and implications 
2.1 The written ministerial statement of 24th May 2021 introduced the provision of First Homes from 26th June 2021. National Planning Policy Guidance (NPPG) has subsequently been amended, and the provision of First Homes is a requirement on planning applications from 28th December 2021 (or 28th March 2022 if subject to significant pre-application advice). There are transitional arrangements in place for LPAs that have submitted Local Plans up to June 2021
. 
2.2 National policy requires that from 28th December 2021
 25% of all affordable homes on S106 market led sites be provided as First Homes. The policy acts as a protected ‘top slice’, giving primacy within the affordable housing element to the provision of first homes on qualifying sites. 

2.3 The remaining 75% of the affordable housing contribution is made up of other affordable housing tenures, reflecting the proportions required in the Local Plan policy. Within this, preference should be given to social rented housing where there is an identified need. The remaining affordable housing provision would be delivered as affordable rented or intermediate housing pro-rata in line with the local policy requirement – see worked illustration below. 
	Affordable housing scenario – before and after First Homes 

	Local Plan Affordable Housing Requirement 
	30% affordable housing target on all qualifying sites; of which:

· 40% social rent

· 40% affordable rent

· 20% shared ownership 

	On a site of 100 houses before the application of First Homes 


	30 should be affordable, of which:

· 12 social rent

· 12 affordable rent 

· 6 shared ownership 

	On a site of 100 houses with the application of First Homes
	30 units should be affordable, of which: 

· 25% 8 (rounded up) First Homes

· 40% 12 social rent 

· The remaining 35% is to be apportioned between affordable rent and shared ownership 40/20: 

· 7 affordable rent

· 3 shared ownership


2.4 There is no requirement for First Homes on 100% affordable housing sites. 
What exactly are First Homes? 
2.5 First Homes are a new type of discount market sale (DMS) product that the Government has introduced. 
2.6 First Homes will be sold at 30% discount on open market value, unless the LPA provides evidence to demonstrate that a greater discount level is required to make the homes affordable; discounts can be increased to 40% or 50% off open market value subject to evidence of affordability.   

2.7 Increasing the level of discount applied to First Homes has the potential to impact detrimentally on viability to deliver affordable rented homes. Failure to increase discount levels risks a proportion of First Home buyers being unable to afford to purchase a First Home in high value areas (eg Harrogate and Whitby).  

2.8 The Government has advised that discounts cannot vary within LPA areas – this is challenging for some LPAs, such as Scarborough, where there is evidence that different housing market areas within the Borough require different levels of discount. This issue is particularly pertinent to the new unitary North Yorkshire LPA, where setting a single discount rate for areas as diverse as Harrogate and Scarborough is somewhat nonsensical. There is an opportunity for LPAs to collectively gather evidence to lobby Government with a view to changing the Guidance to allow for a variable rate of discount within LPA areas, as is the case with traditional DMS homes.    

2.9 The percentage discount on open market value is secured in perpetuity through a covenant in the title deeds, which Government advises should also be reflected in the Section 106 agreement. Together this will ensure that successive purchasers benefit from the same percentage discount as was available at the initial sale. 

2.10 The value of the property is capped outside London at £250,000; price caps apply to initial sales only. Price caps can be lowered if evidence is available to support this; this needs to be given careful consideration depending upon the local market circumstances as there are pros and cons to each approach.  
Who can buy them? 
2.11 Purchasers of First Homes must be first time buyers (both parties in the instance of a joint purchase); and household income cannot exceed £80,000 outside London. LPAs can set lower income caps if this can be supported by evidence. The income cap for North Yorkshire Home Choice is £60,000 so LPAs may or may not wish to bring First Homes in line with this. 

2.12 Purchasers must be buying the property with a mortgage of at least 50% of the discounted value of the property.  

2.13 The property must be the purchaser’s main residence; and local connection criteria can be used (reflective of the cascade approach used on other affordable housing products). Local connection criteria can apply for the first 12 weeks of marketing, after which point the default national criteria applies for a further 12 week period. After six months, if the property has not been sold, the First Home flips to open market housing. At this point the discount element is paid back as a commuted sum to the LPA to fund affordable housing provision in the area.  

2.14 The Government has already provided model wording for the legal covenant and will be issuing a model Section 106 agreement for First Homes. LPAs will need to check that this is robust and covers nuances such as how the marketing is carried out, when the marketing period commences, so as to avoid the ‘loss’ of a First Home due to the marketing period being deemed to have taken place prior to completion.   
First Homes Exception Sites
2.15 First Homes Exception Sites (FHES) replace Entry Level Exception Sites (ELES). On these sites the primary tenure must be First Homes; however, NPPG states that a small amount of market housing may be allowed where this is necessary for scheme viability. It also allows for some other affordable tenures where there is evidenced need.

2.16 There is a rural exemption from FHES that extends to all Designated Rural Areas, which includes all parishes in National Parks and areas of Outstanding Natural Beauty
. Across North and East Yorkshire this is likely to have the greatest impact in Selby and East Riding, where rural areas have Designated Protected Area (DPA) status, but not DRA status.
2.17 Rural Exception Sites remain a route to delivering affordable housing in all rural areas and First Homes may be part of the tenure mix where the local housing needs survey identifies a need for it. However, there is concern that in the non-designated rural areas, the advent of FHES will mean an end to Rural Exception Sites (RES), as landowners seek the higher land price that is likely to be gained from a FHES as opposed to what a RES can yield.  

2.18 Concerns have also been raised that FHES will become a ‘back door’ for market housing on small rural sites as a consequence of the First Homes on these sites converting to market housing if they remain unsold after the six month marketing period.

Additional Duties for LPAs
2.19 The administration and implementation of First Homes will require additional resourcing by local authorities. On first and subsequent sales they will need to check that the buyer has correctly completed the application pack and check that they meet the eligibility criteria; including those that specify a local or key worker connection. They are then required to issue an Authority to Proceed and conveyancing pack. Once this is completed and the local authority receives the legal undertaking that the transaction is compliant, the authority must issue an Authority to Exchange. This too has to be confirmed, at which point the local authority updates its records. 
2.20 Legal assistance will be needed at various points within the sale/purchase process, and it will be for the LPA to liaise with both the vendor and purchaser on all resales for the lifetime of the First Home. 

2.21 LPAs are exploring the use of tariffs, set out within SPDs, to cover the cost to the authority of sales. The developer pays the tariff to the LPA (presumably upon the initial sale of the First Home). 
Other considerations
2.22 The 25% First Homes contribution is deemed to count towards the NPPF expectation that 10% of housing on a site will be for affordable home ownership
. Where the First Homes element does not equate to the 10% target additional home ownership homes will need to be delivered via the remaining affordable housing contribution. This could lead to additional pressure on delivering affordable rented homes unless there is evidence that this would prejudice the ability to meet identified affordable needs of a specific group
. 
2.23 First Homes have a mandatory exemption from CIL. 
2.24 If a commuted sum is secured in lieu of on-site provision, 25% of the contributions should be ring-fenced for the provision of First Homes. 

3.0 In Summary 
3.1 First Homes represents a step change in affordable housing delivery. Their protected status within the affordable housing requirement on qualifying sites will exert downward pressure on the delivery of other forms of affordable housing; fettering the ability of LPAs to meet their identified affordable housing need through Sections 106 affordable housing.  

3.2 Unless exempt under the transitional arrangements, LPAs will need to consider First Homes on planning applications from 28th December 2021. 

3.3 First Homes Exception Sites pose threats to the delivery of rural affordable housing to meet evidenced and community specific needs, including the potential further reduction in the supply of rural exception sites. 

3.4 There are long-term administration costs associated with this tenure that will need to be picked up by the LPA. 

3.5 In addition, there is a need for LPAs to:

3.5.1 Establish a robust evidence based to support any move away from 30% discount to either 40% or 50% discount on OMV, recognising that higher levels of discount could impact upon the viability to deliver other forms of affordable housing, such as affordable rent.

3.5.2 Understand the implications of a single discount rate for their area and lobby for change if this is appropriate. 

3.5.3 Ensure that their evidence base identifies the level of social rented housing required in their area so that this can be protected within affordable housing negotiations. 

3.5.4 Develop new policies and procedures covering the sale and resale of First Homes, reflective of all the requisite legal requirements. 

3.5.5 Develop new legal agreements to ensure that First Homes are secured in perpetuity – these agreements should not only secure the discount level, but set out local connection criteria and cascade mechanisms, define the marketing period and process, clearly stipulate when the initial sale period commences, establish the process for resales, including eligibility verification, and set out any recharge arrangements.    
4.0 Recommendation

4.1 That Board note the issues raised within this report and their potential impact on affordable housing supply. 

� Local/Neighbourhood Plans submitted for Examination (or reaching publication stage) before June 2021 are not required to reflect the policy requirements. Where this is not the case, the LPA should make clear how existing policies will be interpreted in the light of First Homes requirements. It will not apply to sites with full or outline planning permissions already in place or determined before 28 December 2021, although LPAs should allow developers to introduce First Homes to the tenure mix if they wish to do so.





� Except where transitional arrangements apply as set out above 


� DRAs include National Parks, AONBs, and areas designated as rural under Section 157 of the Housing Act 1985


� Para 64 of NPPF lists exemptions to 10% target, these are also exempt from First Homes and include RESs, self-build, specialist accommodation for specific needs groups, build to rent. 


� NPPF para 65








