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Housing continues to be a thorn in the government’s side, but, says
Anthony Ratcliffe, a partial answer to the problem is all around us

The government's ambitious new housing
target is to provide 240,000 new homes
each year over the next 12 years.
However, nationwide, potential housing
for around 500,000 people already exists
but is going to waste. Every high street in
the UK has redundant upper floors above
ground-floor shops that are either disused
or only partially used as ancillary storage.
These surplus premises could provide
good-quality low-cost flats; often
reinstating what had originally been
huilt as residential accommodation, at
a present-day cost of approximately
£30,000-35,000 per unit.
So why is the government not
implementing a national programme
of restaration and conversion?

Positive benefits
This question can be best answered by

Anne Petherick, founder of the Living

Ower The Shop (LOTS) project. '

Since 19849, she has persistently I
campaigned for such o programme to be
implemented. Her lobbying of various
housing ministers and housing associations
has failed 1o garner the necessary fiscal and
legislative support.

The proposals in the povernment’s latest
Housing Green Paper are disappointing.
They detail the release of surplus Ministry of
Defence sites; building on floodplains; the
pressure on and erosion of green-belt land;
the siting of residential developments on
possibly contaminated brownfield sites, with
the increased commuter traffic that new
settlements will generate, thereby increasing
pollution and carbon emissions; and the
South Fast biss of development proposals for
an already overcrowded region.

The conversion of unused retail upper
parts, on the other hand, can be achieved
without having to build on the green belr,
floodplains or contaminated brownfield
sites. Commuter traffic will barely increase,
since most of the occupiers will work in or
close to the town centre and either walk or
bus to their places of employment. Carbon
emissions will be minimised; the built
structures already exist and internal
canversion, with external works to provide
self-contained access where necessary, can
be carried out simply, cheaply and quickly.

This type of development would have
positive social benefits, It would restore
urban residential life and could help to

reduce the instances of, for example,
vandalism, graffiti, alcoholism and street
crime, An active residental community
would make town and city centres safer
and more vibrant, creating, according to
the 1999 repart of the Urban Task Force,
“the critical mass vital to economic and
social regeneration”.

Property owners would benefit from
having their buildings refurbished.
Moreover, occupiers would maintain the
property and security for the ground-floor
commercial premises would be enhanced.

Local authorities would receive increased
council tax revenues, thus bringing
additional funds into the communiry. The
potential reduction in street crime resulting
from greater residential occupancy would
mean that councils would be able o spend
less m combating ant-social behaviour.

Ag LOTS says: “Everyone benefits - and
no one loses” Why, then, is it not a priority?

MNegative factors

Various vested interests must first be
brought on board: the freeholders,
leaseholders and local and central
government. Moreover, many of the suitahle
properties fall under remote centralised
management control, LOTS estimates that
around 80% of the UK's high street shops

are oecupied by national multiples and only
50% of the freeholds are locally owned.

All landlords, whether they be a major |
institution, a small pension fund, a property
INVESUMEent CoOmMpany or & private investor,
will prefer to own a singly tenanted retail
investment, preferably let to a national
multiple organisation.

A multple retailer's sole interest is to
derive maximum turnover and profit from
the retail accommodation. The easy option,
therefore, is to mothball the surplus upper
part and evade, delay and contest any works
of maintenance and repair required by the
full repairing covenant in the lease.
MNational retailers inereasingly require
minimal ancillary storage accommaodation,
deploying instead the *just-in-time™
strategy of frequent restocking from a
central warehouse facility,

So neither the landlord nor the tenant has
an interest in frmgmenting the property.
Commercial landlords have traditionally
aviided direct residential tenancies. They
do not want a tenant whose transient
occupation on an assured shorthold tenancy

involves reletting the premises every year

or so. Neither do they want the bother of
refreshing the accommodation on & frequent
basis; a shart-term tenant is unlikely to
maintain the property with the same degree
of pride as an owner. The retailer will not
expend capital on creating residential
accommodation if its interest is merely
leasehold and the landlord would capture
most of the income benefit at rent review.

Change in structure
However, if the tenancy structure were to
be changed so as to free the upper part of

| aproperty for owner-occupation, market

dynamism would transform the equation.
The landlord would be able to take
possession to convert and resell the upper
part and the tenant would be happy to
reflinquish its imterest, motivated by the
removal of a repairing linbility on space

I for which it no longer has use,

Rarcliffes manages more than 100 high
street shop properties, Within that portfolio
are many underused upper parts that onee
were, or could easily be converted to,
high-quality residential accommodation,
The firm is undertaking three projects
where, following the expiry of overriding
leases, clients have taken back the upper
parts and are creating two- and
three-bedroom flats, thereby providing
10 units where none previously existed,

Following conversion, it is preferable
to sell the flats on & long leasehold interest,
since this is cconomically attractive. The
retailer will be happy to renew its lease
of the retail and minimal ancillary
accommodation at a similar or higher
rent as it previously paid for the entire
building. Since the landlord already

| owns the property, it needs anly to

fund the cost of the building works and
consultants’ fees, At a conversion cost
of approximately £30,000-35,000, the
potential resale price will be almost
threefold in the quality market towns
of east and south-east England.

Such flats have a wide appeal for people
who want to live in the town or city centre
and benefit from the local amenities and a
short commute.

Ratcliffes initially tried to grant 20-year
leases to housing associations in order
to avoid fragmenting the property
interests, However, the attempt was
not suceessful.




As the commercial property investment
market becomes more sophisticated, there
has been a concomitant decline in investors'
traditional reluctance to own a frechald
'|'|_'|.I|F| imvestment '.'n-'hL"rl.' ||!'i" '.J["-FH.'I F'Ii]” ]'I.I'-i
been sald off on a long lease. If necessary,
the developer can slightly reduce the price
on the retail sale, having achieved an
attractive return from the sale of the upper
part. The frechold sepamation of upper and
lower parts has been long-established
practice in Seotland

Fiscal problems

The Finance Act 3001 introduced & tax
concession to encourage the development of
risidential units in redundant upper areas
above shi ¥, with 100% capital allownnces in
the first year. The government had hoped
that the scheme would yield 1,000 low-rent
flats each year over the first five years.

However, in 2006 HM Revenoe &
Customs (HMRC) confirmed that take-up
of the allowanees had been much lower
than was originally anticipated, with only
1,126 claimants in the first three years of the
scheme. It concladed that the allowances
had “not produced any significant
regeneralive impact ™,

The initiative has not been suceessiul
because it is restricted o lettings, prohibiting
h.*li,"j IOr s&ven :-".'il'l'.‘-.ii[]l.l ||l.'l'i'l|lHt!' 1) .'r'lii[l}-'
high street properties are held in the tax-free
emvimnment of o pension fund. However.if

surplus premises could
provide good
low-cost flats, often
reinstating what had
originally been built
residential a
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the concession were to be extended so that
it applied regardless of whether the created
residence was et or sold, take-up would
improve significantly,

Muore importantly, the Apnil 2006
pension regulations (Pension Schemes
(Taxable Property Provisions) Regulations
2006), which prohibit private pension
schemes from direct residential investment,
need to be amended to allow conversion
where the residential element would form
the lesser part by value of a larges
commercial investment holding

Under the regulations, o self-invested
persanal pension (SIPP) that owns &
commercial property can apply for
residential planning permission but, on the
grant of this, must dispose of its interest. It
cannot implement the conversion works and

then sefl to reap the entire reward, but must
35 the development profit to another party,
Schemes cannot be implemented where
properties are in pension fund ownership

)

Reburbishing unused
pramises above shops
will bring new lifo and
witality to our town
centres and may help
to lower crima levels

S0, on the one hand, the Treasury gives o
100% tax write-off to enoourage residential
conversions, which is ineffectual because it
precludes sales. On the other hand, myopic
HMRC pension regulation negates
residential conversion above commercial

property investments for those thousands of
SIFP investors who would be incentivised
by the attractive profit mangins on resale
and at no cost to the Treasury,

Revised regulatory framework
Why the prohibition? Because the HMRJ
has an irrationgl fear that the trustees
and heneficlaries might use the
residential pecommaodation for their own
benefit, although sny such abuse would
jeopardise the tax-free status of the entire
pension scheme

Even if a trustee/beneficiary tried to do
g0, 18 not the positive benefit of creating
thousands of low-cost town-centre housing
and economic
1, worth this

units, with all the social
benefits that would ens
unlikely fslky

A first step towards the government’s
ambitious tmrget of three million new
homes by 2020 could be & reviged
regulatory framework to encourage the
creation of those upstairs low-cost homes
that Anne Petherick tells us ean house
500,000 people

Antheny Ratcliffe is a partrer at Rateliffes

17 Movember 2007 Estates Gazotte | 171



