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1
Introduction

A companion report ‘Rent & Own.doc’ describes ownership of property by a Limited Liability Partnership between investor(s) and occupier(s).  That report suggested that the principle might be applied where a Registered Social Landlord (RSL) holds its property portfolio in a Limited Liability Partnership with its tenants.  This memo attempts to set out such a scenario based on some figures from North Warwickshire B.C.


2
Description of Scheme

The property is held in a Limited Liability Partnership (LLP) between an RSL and occupiers who may buy into the partnership.  In so doing they buy a share of the net revenue of the Partnership.


First it is necessary to distinguish between the cost of ‘overheads’ (management, maintenance and repairs) and the balance of the weekly payment made by the tenant.  This difference is referred to here as the ‘Basic Rent’.  For example a tenant who pays £2,600 p.a. (£50 p.w.) is according to government guidelines paying £1,462 p.a. in overheads leaving his ‘basic rent’ only £1,138 p.a.  The use of the word ‘rent’ is not what a tenant normally understands. It would be better to use some different name e.g ‘occupation charge’.

The tenant may buy shares in the ‘basic rent’.  This entitles him to a share in the future revenue of the Partnership.  Rents are reviewed each year.  He receives his share as a discount from his weekly payment. 

An RSL could permanently fix the price of buying discount.  The accompanying spreadsheet assumes that a tenant who has paid an extra year of ‘basic rent’ earns 5% discount.  (From a historic perspective 5% seems about right, but the Partnership could take out financial insurance against it becoming an unreasonable.)


The tenant may not buy any share in the overheads.  These are also reviewed each year. His weekly payment must include this as well as his ‘net rent’.


Over a period of time the tenant can accumulate up to 100% discount on his ‘basic rent.’ From then on his payments drop because he pays only ‘overheads’.

He may also sell his share back to the Partnership based on the then current level of ‘basic rent’.  He could do this to meet his monthly payments, including overheads, during a period of loss of income.  He could regard it as a future period during which he could have free accommodation. 


The spreadsheet below assumes ‘Basic Rent’ increases at 4% p.a. and ‘Overheads’ at 3% p.a.  It also assumes the tenant buys out 8% of his basic rent each year.  This increases his weekly payment in the first year from £50.00 to £85.02.  His share of his ‘basic rent’ reaches 100% during the 13th year.  Thereafter he pays only ‘overheads’. He has the option of selling back shares in his basic rent to pay them, but they cannot be bought out.

At the end of the first year his equity will be worth £1,894 entitling him to 0.7 year (37 weeks) of free accommodation.  In 5 years his equity is estimated to reach £11,076, and in 10 years £26,952 entitling him to roughly 9.1 years of free accommodation.

Even though his share is capped at 100% of his Basic Rent its value goes on increasing at 4% p.a. reaching nearly £41,000 after 15 years.

[The actual spreadsheet is embedded in this file. The reader can therefore double click on it to change the assumptions.  Those to change are the bold figures in the boxes at the top.]
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On vacating the property the Partnership would buy back the tenant’s equity for its value under the method set out above.  On death it would pass to his heirs.


A tenant often has a ‘right to buy’ or a ‘right to acquire’ the property from an RSL.  This would be treated as vacating the property and repurchase. It could be by mortgage, or under an open market Limited Liability Partnership such as described in ‘Rent & Own.doc’, or some other form of tenure.

A tenant who does so would no longer have to pay ‘overheads’.  He will have to look after the property himself.  The tenant considered in the spreadsheet will have equity of over 50% of his basic rent in the sixth year, with a value of the order of £14,000.  This may be an adequate down payment for a mortgage or purchase via LLP.  The terms will be even easier to meet if he also has a right to buy or a right to acquire.

A parallel open market LLP scheme could be operated for those wishing to make the transfer.  The down payment for entry could be set at the equity value of a 51% discount in the basic rent. 


Conversely a private owner who could no longer care for his or her property might place it within the RSL Partnership. They could do so in exchange for an agreed Basic Rent in which they initially own 100% share.  They would know that its value would rise with its basic rent.  They would either pay the maintenance and management directly, or sell shares in the Basic Rent of that value to the Partnership.  Their heirs would receive the value of their residual share, indexed upward in line with the Basic Rent.  In that way the Partnership would take the property into its portfolio. Conversely the owner or his heirs could have the right of repurchase by restoring their share to 100% of basic rent.


3
Variation of Tenant Circumstances

There is no compulsion to buy an 8% share each year.  Some would not be able to afford to buy any share.  Some may have erratic income and make savings in some years and not others. Yet if only 1% p.a. (£5.00 p.w. approx.) were saved in this way it would amount to an entitlement to a year of free accommodation after 9 years.


Circumstances of individuals can change.  Therefore regular marketing of the scheme will be important.  Some occupiers may never have saved before.  Novel ideas such as offering a prize for every 1% share purchased would be one way of doing so.


4
Conclusions

RSLs are subject to very detailed regulation.  For example North Warwickshire B.C. will pay £2.8 million of its council house rents to the Office of the Deputy Prime Minister in the coming financial year. This may prove to be an obstacle to gaining approval for RSLs to operate such a scheme.  But it is hoped that this report will prompt a scheme to be devised which does meet with approval.


The need for some such scheme is not in doubt.  For example Shelter has recommended: “A comprehensive policy review with the aim of identifying the most effective way of enabling tenants to accumulate assets without reducing the supply of affordable housing”. (Jan 2003).

� EMBED Excel.Sheet.8  ���








_1138425725.xls
Sheet1

								RSL Rental in PARTNERSHIP

		Basic Payment p.w.		50.00				Rent bought out p.a.				8.0%				Management, Maintenance & Repairs				1462

		Rising at per year		4.00%				One year rent buys out				5.0%				Rising at per year				3.0%

		Basic Partnership 'Rent' p.a.				1,138

		Year		Basic 'Rent'		Occupier Share %		Net 'Rent'		Cost of next share		Over-
heads		Payment p.a.		Payment p.w.		Occupier Equity		Years Paid ahead

		0		1,138		Note 1														Note 2

		1		1,184		8.0%		1,138		1,821		1,462		4,421		85.02		1,894		0.7

		2		1,231		16.0%		1,089		1,894		1,506		4,488		86.31		3,939		1.5

		3		1,280		24.0%		1,034		1,969		1,551		4,554		87.58		6,144		2.3

		4		1,331		32.0%		973		2,048		1,598		4,619		88.82		8,520		3.1

		5		1,385		40.0%		905		2,130		1,645		4,681		90.02		11,076		4.0

		6		1,440		48.0%		831		2,215		1,695		4,741		91.17		13,823		4.9

		7		1,498		56.0%		749		2,304		1,746		4,798		92.28		16,772		5.8

		8		1,557		64.0%		659		2,396		1,798		4,853		93.33		19,935		6.9

		9		1,620		72.0%		561		2,492		1,852		4,905		94.32		23,324		7.9

		10		1,685		80.0%		454		2,592		1,908		4,953		95.24		26,952		9.1

		11		1,752		88.0%		337		2,695		1,965		4,997		96.09		30,833		10.2

		12		1,822		96.0%		210		2,803		2,024		5,037		96.87		34,982		11.5

		13		1,895		100.0%		73		1,458		2,084		3,615		69.52		37,897		12.4

		14		1,971		100.0%		0		0		2,147		2,147		41.29		39,413		12.6

		15		2,049		100.0%		0		0		2,211		2,211		42.53		40,989		12.7

		Notes

		1		Ownership is capped at 100% of basic 'Rent'

		2		'Years Paid Ahead' is an approximation.
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