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In April 2008 the Northern Housing Consortium was appointed by West
Lancashire District Council to carry out research into the housing market in
West Lancashire and investigate any resulting issues of affordability. This
research draws its evidence from a review of secondary data sources made
available through Central Government, Office of National Statistics and other
research bodies.

The main aim of this review is to understand how the housing market has had
an effect on households being able to secure affordable housing; across a
variety of localities, incomes and household types and circumstances. An
assessment will be made to what is considered affordable in the current
housing market climate.

The District of West Lancashire is located in the South West corner of
Lancashire in the North West of England. It has a population of around
108,500 (Census 2001) and covers an area of 34,688 hectares. By 2028 the
population of the District is set to increase slightly to 113,400. The largest
growth is expected to be in the number of older person households. The
number of people aged 60-74 is estimated to increase by 38% between 2003
— 2028. Furthermore, the number of persons aged 75+ is projected to almost
double over this period. Given this increase in older households it is not
surprising to expect an increase in the number of households living alone.

The District is diverse in its nature. There are relatively high levels of
deprivation in some areas of the District whilst others are ranked some of the
least deprived in the country. Across the District 76.1% of working age adults
are economically active whilst 23.9% are inactive (NOMIS 2007). Furthermore
15.5% of the working age population claim some type of benefit. This is lower
than regional figures, although this varies significantly across the District and
will have an impact on what is considered affordable in term of housing in the
different localities (NOMIS).

Approximately 73.6% of the 44,000 households across the District live within
the owner occupied sector whilst 17.6% live within the social rented sector.
Private renting accounts for 5.5% of households whilst 0.8% of households
live in a shared ownership property (Hometrack). The remainder of
households are living in other household circumstances. The following
sections will consider the various tenures on offer within the District. An
assessment will be made as to the functioning of that market within the last 12
months and issues around affordability will be investigated. The data
presented here is for the District as a whole whilst the appended Excel
spreadsheets presents data for the various wards across the District.
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Owner occupied properties (both owned outright and mortgaged) account for
approximately 32,384 properties across the District equating to 73.6% of all
properties, 31.5% owned outright and 42.1% owned with a mortgage
(Hometrack). In terms of supply and demand, there has been a dramatic
decrease in the number of properties on the market and people looking to
buy. This has been decreasing since June 2007 and reached a low in October
2007. The number of properties on the market has been consistently higher
than the number of people looking to buy over this period.
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There has been a slight increase in the amount of time properties are taking
to sell in the area, increasing from 8.2 weeks in March 2007 to 9.5 weeks in
March 2008. During this period the sales to asking price ratio has remained
around the 93% mark.

The graph overleaf shows the annual turnover of properties as a proportion of
the private sector housing stock. It is clear that turnover is lower than that
observed in previous years.



5.2%

4.8%

4.4% A

LN

)74

3.6%

3.2%
2003 2004 2005 2006 2007

*=.West Lancashire (District)

& Hometrack

Investigating turnover of properties by property type further (see figure below)
demonstrates that the total number of sales is down from previous years
standing at 2,061 in 2007, although this is a slight increase from 1,805 in
2006. Looking at the types of properties sold in more detail, it can be seen
that the number of second hand flat sales has increased whilst the number of
new build flat sales has decreased. In addition the number of new build house
sales has dropped dramatically and whilst this may be related to build rates,
this may indicate some weakness in the market in terms of the affordability
and demand for these properties, which often carry a premium (Hometrack).
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Whilst the overall number of sales has dropped over previous years, the
proportion of sales for the majority of property types has remained relatively
stable.



2,500

B Terraced
property zales

B Semi-detached
property sales

B Detached
property sales

B FlatiMaisonette
property sales

) )

Analysis of property prices (based on sales and valuations) over the last 12
months shows very little movement in prices. For example average property
prices in March 2007 stood at £172.200 compared to £171.600 in March

2008.
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The following charts show how prices are performing for the various property

types and these indicate more of a movement in prices for some property
types over others.
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In terms of terrace prices, average prices have been relatively stable between
March 2007 and March 2008. However closer inspection of the figures
indicates that there has been a slight reduction in upper quartile prices,
indicating prices at the top of the market are declining. This is further
demonstrated by the fact that 95% of properties were priced below £160,000



in March 2007 compared to 95% under £140,000 in March 2008. As terraced
properties are traditionally bought by first time buyers these reducing prices
may be a symptom of affordability of the more expensive terraced properties.

Average prices for semi-detached properties appear to have increased slightly
over the period of March 2007 and March 2008 (£160,000 to £180,000 over
this period). This is also the case for upper quartile prices. Furthermore 95%
of house prices now fall below £270,000 compared to £240,000 in 2007.
Despite this, lower quartile house prices have remained fairly stable over this
period. Prices for detached properties seem to have decreased over this
period for all measures.

Average prices for flats and maisonettes have decreased over the period of
March 07 to March 08, falling from £115,200 to £101,900. Upper quartile and
95" percentile prices have also decreased. For example upper quartile prices
have fallen from £132,700 in March 07 to £114,300 in March 08. Conversely
lower quartile prices have actually increased over the same period, rising from
£75,200 to £87,200. These shifts in the market may signify increasing prices
for properties at the ‘bottom’ end of the market and fewer sales of the more
expensive flats etc at the higher end of the market. This is further supported
by the fact that the number of sales of flats has decreased slightly over the
last year with a greater proportion of these flats being second hand and not
new build.

The bar chart below indicates average property prices and lower quartile
house prices for different property types and sizes in the District.
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It is surprising to note that average and lower quartile prices for two bedroom
houses are higher than that for three bedroom houses and flats. However this
may be related to the supply of these property types rather than a lack of
demand.

The affordability of housing within West Lancashire will be considered in
greater detail later in this report. However the table overleaf displays an
analysis of relative affordability between 2002 and 2007. The data shows that
house price to income ratios in West Lancashire are consistently higher than
those witnessed for the average in the North West region and England. This
applies to measures taking into account average house prices, median house
prices and lower quartile house prices. This indicates the extent of the
affordability problem in West Lancashire.
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2002 110,985 88,000 63,950
2003 129,921 111,950 76,000
2004 156,976 137,000 94,000
2005 160,793 139,995 100,000
2006 172,655 150,000 105,000
2007 192,294 160,000 119,961
Average annual growth 2002-2007 11.8% 13.1% 13.6%
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3 " 456 456 7 456
2002 88,382 70,000 42,950
2003 104,450 85,000 53,000
2004 126,424 107,000 69,950
2005 137,804 118,000 80,000
2006 150,046 127,000 91,000
2007 159,912 134,800 99,950
Average annual growth 2002-2007 12.7% 14.3% 18.7%
) 0 9
8
%
Mean house price/mean income 8.8 6.7 8.7
Median house price/mean income 7.3 5.7 7.1
Lower quartile house price/mean income 5.5 4.1 5.1
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The number of starts and completions within the District has reduced over the
last five years. This may be due to a number of factors including demand for
such developments and the financial viability of new developments given the
credit crunch and the current financial climate. Inevitably this will have an
impact on the ability to bring forward new affordable housing and is something

which needs close monitoring.
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2002/03 436 411

2003/04 462 256

2004/05 230 422

2005/06 144 143

2006/07 192 159
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The table overleaf displays the percentage difference in sale prices between
new and second hand properties over time. It can be seen that the premium
on new build flats has decreased over time whilst the premium on new build

houses has gone up.
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New build flat New build house
premium premium
2003 51% 17%
2004 59% 24%
2005 38% 11%
2006 44% 29%
2007 24% 36%
$ ;

- ) /
The graph below displays that prices per square metre for properties has
remained relatively stable over the past year.
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Information on the average build costs per square metre was collected from
the Building Cost Information Service. The data presented here is collected
from housing developers, based upon average costs for building different
properties and adjusted to represent costs in the North West.
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Estate housing average £740
Estate housing detached £826
Estate housing semi-detached £755
Estate housing terraced £681
Flats (apartments) £857
$ ;8
$

The above data has provided a picture of the current housing market in West
Lancashire. There are signs of the housing market slowing down on the back
of large property price increases in previous years. There are fewer properties
on the market and even fewer people looking to buy. There will be a number
of reasons for this, although the inability for first time buyers to secure
appropriate mortgage products will be contributing to this. The development
and resultant sales of new build housing/flats has decreased, presenting a key
strategic challenge to the Council.

Average house price growth has reached a plateau and when looking at
house prices for the different property types there have been some price
reductions, particularly at the top end of the market around the upper quartile
and 95" percentile mark. Lower quartile prices for the different property types
have remained relatively stable, however detached properties have seen
reductions in prices whilst figures for flats/maisonettes have increased slightly.
The Council of Mortgage Lenders are predicting house price falls of up to 7%
over the next year and house prices in the area need to be monitored carefully
and even with this adjustment in the market, many people will still find it
difficult to access the housing market and indeed move within it. There is the
possibility of many homeowners falling into difficulty with housing costs and
needing good quality affordable housing.

$
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Across the District approximately 17.6% of properties are social rented
(Hometrack). 15.7% of properties in the District are local authority owned
whilst 1.9% are rented from other social landlords. In terms of supply and
demand, the graph overleaf indicates that the number of households on the
housing register has increased over previous years. HSSA (Housing Strategy
and Statistical Appendix) data for 2007 indicates a total of 2,407 households
on the waiting list. Whilst the waiting list has increased, supply in the market
appears to have remained relatively static, with only around 800 properties
per year becoming available and being let. This trend has remained the same
over the last five years.
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The following table’s present data from the Data Spring website on social rent

levels for different properties across the District, this data is based on housing
association rents and is presented for weekly and monthly payments.

%
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Bedsits £62.52 £250.08
One bedroom £61.91 £247.64
Two bedrooms £70.64 £282.56
Three bedrooms £75.26 £301.04
Four bedrooms £73.81 £295.24
Five bedrooms £49.26 £197.04
All property sizes £70.41 £281.64

4— $) 6

Detailed secondary data on Local Authority rents was not available for this
review however basic data provided by Hometrack indicates average weekly
rents of £55.10 for local authority stock.

Across the District approximately 5.5% of properties are private rented
(Hometrack). There is currently very little reliable information detailing the
private rented market in the District and this particularly applies to private rent
data. The information presented here is for rents, based on information
collected by the Nestoria website which holds information on over 125
properties available to rent in the West Lancashire area. The website collates
rent data for each of the properties, takes an average of this and trends it over
time.

12
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All £152.25 £609
1 bedroom £162.75 £651
2 bedroom £149.25 £597
3 bedroom £157.00 £628
4 bedroom £208.00 £832
8 C

C
The above sections have provided a profile of the various housing tenures
and the costs associated with them. This section now considers the
affordability of these housing options within the District. To do this, attention
needs to be paid to prices in the market in relation to income levels and
household types.

Data provided through CACI 2007 presents the number of households that fall
within 21 income bands. The figure below sets out the percentage of
households falling within each of these income bands.
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Data indicates that the average gross household income in 2007 is £32,600
whilst the median household income is £27,600. The data presented above is
for all households across the District. The following sections now look at the
affordability of housing for different households using scenario based models.

The following table presents the income needed to afford market housing in
West Lancashire based on lower quartile house prices and a mortgage
multiplier of 3 (which is considered an affordable level). It is assumed that first
time buyers would have a deposit of 11% based on latest lending figures
(Hometrack).
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The income needed and the monthly costs of servicing the mortgage for these
properties has also been provided using data on average interest rates for
mortgage deals, over 25 years. This has been included as mortgage providers
have continued to increase their lending rates despite cuts to the base rate
from the Bank of England. This is due to the increasing cost of banks raising
the finance for mortgages and the long-term impact of this is unknown. West
Lancashire District Council should continue to monitor this situation as it will
have serious impacts on the affordability of properties for households,
particularly as rate rises tend to be for buyers with the smallest deposits
making it even harder to get on the housing ladder. Property prices may be
falling, but the cost of borrowing is increasing.

# +&&= )
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Detached property 21,450 57,850 1105.49 1182.69
(£195,000)
Semi-detached property 15,015 40,495 773.84 827.88
(£136,500)
Terrace (£75,000) 8,250 22,250 425.19 454.88
Flat/maisonette 7,590 20,470 391.17 418.49
(£69,000)
1 bed flat (£51,000) 5,610 15,130 289.13 309.32
2 bed flat (£72,000) 7,920 21,360 404.18 436.69
2 bed house (£104,500) 11,495 31,000 592.42 633.79
3 bed house (£80,000) 8,800 23,733 453.53 485.21
4 bed house (£166,000) 18,260 49,246 941.08 1006.80
$ ; )

*Income after 11% deposit is taken into accouni
** Bank of England figures show that the average interest rate across lenders
at the end of March 2007 was 5.88% and 6.6% at the end of March 2008

For the purpose of this study, it has been assumed that first time buyers are
those aged 22-29. Data from Halifax reveals that the average full-time
earnings of this age group are £21,913. If this holds true for West Lancashire
it means that many first time buyer households would be unable to afford no
more than 2 bed flatted accommodation in the District and terraces. Although
this will vary slightly dependent on location.

Thinking about private renting for those not yet on the property ladder, a
private rent is considered affordable if it is no more than 25% of gross
household income. The table overleaf demonstrates that using the Halifax
estimate of average income for first time buyers at £21,913, private renting
would be unaffordable for many of these households. Therefore some form of
subsidised housing will be required.

14
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All £609 33.3% £29,232
1 bedroom £651 35.6% £31,248
2 bedroom £597 32.7% £28,656
3 bedroom £628 34.4% £30,144
4 bedroom £832 45.6% £39,396

It is suggested that some form of subsidised housing is developed for those
who are unable to afford buying on the open market and market renting. Many
of these households would be able to afford social renting. However,
intermediate housing is needed so as to provide a range of affordable tenure
options and also reduce the reliance on social renting, by those households
who could purchase an interest in a property with the right delivery product.
Based on information of housing costs and rents across West Lancashire it is
suggested that intermediate housing for first time buyers is aimed at those
with an income of £15,000 to £25,000 per year. This would be particularly so
for the development of affordable family housing. Rents should be set in the
range of £320 - £520 per month dependent upon the type of accommodation
being built.

o* C )

The following table presents the income needed for existing owner occupiers
to afford market housing in West Lancashire based on average house prices
and a mortgage multiplier of 3 (which is considered an affordable level). The
analysis assumes that existing owner occupiers would have a deposit of 30%
based on latest lending figures (Hometrack).

The monthly costs of servicing the mortgage needed for these properties has

also been provided using data on average interest rates for mortgage deals,
taken out over 20 years.
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Detached property 91,410 71,096 1513.35 1602.81

(£304,700)

Semi-detached property 52,050 40,483 861.72 912.66

(£173,500)

Terrace (£104,500) 31,350 24,383 519.02 549.70

Flat/maisonette 28,380 22,073 469.84 497.62

(£94,600)

1 bed flat (E71,700) 21,510 16,730 356.11 377.16

2 bed flat (£96,310) 28,893 22,472 478.33 506.61

2 bed house (£139,030) 41,709 32,440 690.51 731.33

3 bed house (£137,260) 41,178 32,027 681.72 722.02

4 bed house (£251,400) 75,420 58,660 1248.61 1322.44

$ ; )

*Income after 30% deposit is taken into account
** Bank of England figures show that the average interest rate across lenders
at the end of March 2007 was 5.88% and 6.6% at the end of March 2008

For the purpose of this study it has been assumed that existing owner
occupiers have an income in line with the average for the District, £32,600. If
this holds true existing owner occupiers will be able to afford smaller
properties however, those looking to move to a larger home or to a semi-
detached and detached property in particular may experience difficulties. It is
important to note that this analysis is based on average prices and
households may be able to access lower quartile priced properties.

In terms of private renting, households earning the average income for the
District can afford to rent smaller family homes however large detached
homes will be beyond the means of most households.
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All £609 33.3% 29,232
1 bedroom £651 35.6% 31,248
2 bedroom £597 32.7% 28,656
3 bedroom £628 34.4% 30,144
4 bedroom £832 45.6% 39,396

Based on the above findings it is suggested that owner occupiers with an
income of less than £32,000 who need to move to larger properties of 3 or 4
bedrooms could be helped with some form of affordable housing/assistance.

16
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17% of residents living across the District are aged over 65, equating to
approximately 18,666 residents (Census 2001). Households containing an
elderly person will be living in a variety of housing tenures. Across the country,
and indeed West Lancashire, there is the trend of older person households
living in larger family homes which they now own outright. Given the premium
of these properties in West Lancashire these households would be able to
release vast amounts of equity if they were wishing to down size. Conversely,
there will be many older households who did not previously own their home
and therefore do not have access to this equity and may now be reliant on
other tenures.

Income data for older households is not available however estimates of some
older person’s income can be made based on pension’s data. Data provided
on Lancashire County Council’'s website indicates households receiving an
occupational pension and those in receipt of state pension. Information on
savings is currently not available.

- ) 8 LA}
)
*
Personal pension* 12,000 £11,100
State pension** 22,170 £4,450.56

*Data for personal pensions comes from HM Revenue and Customs who carryout an annual
sample survey of persons who could be liable to pay tax (Including occupational pension
recipients with a PAYE record). It broadly includes all individuals whose income is higher than
the prevailing personal tax allowance and who are therefore liable to pay tax.

** DWP publishes data on the number of claimants of various forms of state benefits

The above figures provide an estimate of the household income of older
persons in West Lancashire. These will vary significantly dependent upon
circumstances and the receipt of benefits and other sources of income.
However, these measures can be used in making an estimate to the housing
costs these households can afford.

Using the figures above, the following table indicates the ability to pay housing
costs given various scenarios. For example rents should not be more than
25% of a household’s gross income.

LA ] % (
2= # 4
)
)
/ 6
State pension £92.50 11
Personal pension £231.25 33,300
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The following table indicates the number of people/households receiving
benefits across West Lancashire. These households will be living in a range of
housing circumstances and cover the whole range of the community.

)
1) 8

Attendance allowance (May 2007) 3,500
Disability Living Allowance (May 2007) 6,870
Child Benefit (August 2006) 13,780
Families (in or out of work) with child or 10,900
working tax credit awards (April 2008)

Incapacity Benefit and Severe Disability 5,470
Allowance (Feb 2007)

Income Support (Feb 2007) 3,550
Job Seekers Allowance (May 2008) 1,576

Data provided by DWP indicates that 10,380 working age individuals are in
receipt of benefits, representing 15.5% of the workforce. Data is not available
to indicate the level of income from benefits for households across West
Lancashire. However it is noted that these households would be some of the
most disadvantaged. Many of whom will already be living within subsidised
housing and in receipt of housing benefit. However thought should be given to
increasing the housing offer for these households.

$

Based on the above assessment of housing costs and incomes it is suggested
that affordable housing policies are targeted at households on the following
incomes.

First Time Buyers £15,000 - £25,000
Older person households Less than £15,000

Social rented housing will go some way to meeting the needs of residents
within the District however there is the role for a range of intermediate housing
products. These should be products at prices and rents above those of social
rent but below market prices or rents. Intermediate housing can take the
following forms:

* Intermediate rented homes — Provided at rent levels above those of
social rented but below private rented.

e Discounted sale — homes with a simple discount for the purchaser on
its market price.

e Shared equity — Where more than one party has an interest in the
value of the home e.g. equity loan arrangement or shared ownership
lease.

18



e Shared Ownership — a form of shared equity under which the
purchaser buys and initial share in a home from a housing provider
who retains the remainder and may charge a rent. The purchaser may
staircase up to buy additional shares of the home and may eventually
own the whole home.

There are a number of factors which will determine the various ways of
delivering the above schemes mainly build costs, local housing costs and
local incomes. The following section pulls together the information presented
in this report to determine which households intermediate housing should
target.

The previous sections presented the average rents for social and private
rented properties across the District. Taking into account average social rents
and average private rents, intermediate rents across West Lancashire should
be greater than £300 per calendar month and less than £600 pound per
calendar month, depending upon property size.

Based on the premise that rents should not be more than 25% of gross
household’s income, households who may be considered eligible for this
accommodation would have an income between £14,400 and £28,800.
However after taking into account other accommodation options in the District
this income range can be narrowed to £14,400 to £26,433.

This has been calculated on the premise that households earning over
£26,433 can afford the lower quartile house prices based on a 3.0 times
lending ratio and a £10,000 deposit.

These would be homes with a simple discount for the purchaser on its market
price. Research into good practice in this area identifies that the typical
discount is 30% of the properties market value, with discounts varying
between 20% to 30% of the property value.

The following example demonstrates how this may work based upon
households with different deposit amounts. Working out has been based on
average house prices of £171,600, with a 30% discount (£120,120) and a
lending multiple of 3.0.

-)

No deposit £40,040
£10,000 £36,706
$ /

This is defined as where more than one party has an interest in the value of
the home e.g. equity loan arrangement or shared ownership lease. For
example Plumlife the Homebuy agent operating in the North West is offering
equity share loan of 17.5% of a properties value. For the West Lancashire
context this would be £15,627. Leaving the purchaser to raise a £73,673
mortgage for a lower quartile property price and based on a three times
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lending criteria this would require an income of £24,557. However this would
be dependent on circumstances and property value.

$ C )

This is a form of shared equity under which the purchaser buys an initial share
in a home from a housing provider who retains the remainder and may charge
arent.

Typically shared ownership schemes require occupiers to purchase a 50%
share of a property. With a rent on the remaining equity between 2.75% — 3%.
Properties of this type are usually offered at open market values, which may
vary significantly across rural locations such as West Lancashire. For example
average property prices across the District are £171,600 whilst average prices
in the ward of Wrightington are £319,900 compared to £95,000 in Moorside.
The following table summarises the cost implications of these variations.

5&2&09 5A?( 5#&A0
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50% mortgage £85,800 £47,500 £159,500
value
Monthly outgoing £584.70 £323.70 £1086.94
to service
mortgage*
Monthly Rent £214.50 £118.75 £398.75
payable**
Yearly Income £38,361 £21,237 £71,313
needed***

* based on lending at 6.6% over 25 years

** pbased on 3% of property value

*** pased on the premise that outgoings for housing costs in this tenure
should not be more than 25% of gross household income

The above table clearly demonstrates that West Lancashire District Council
need to decide whether shared ownership is appropriate in some of the rural
locations where higher incomes will be needed to access Shared Ownership
products. In many cases households in these areas would be able to access
suitable accommodation elsewhere in the District where prices are lower.
Based on average house prices for the District the Council may wish to help
households earning in the region of £25,000 to £38,000 into this tenure,
dependent on deposit levels etc.

This report has highlighted the various forms of intermediate housing available
and the types of household this could assist. These households are
summarised in the following table.

Intermediate rented housing £14,000 - £26,433
Discounted sale £25,000 - £35,000
Shared equity £24,557

Shared ownership £25,000 - £38,000
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The Government are currently looking into new ways to make housing more
affordable and are currently investigating rent to buy schemes where
occupants begin renting a social housing providers property and have the
opportunity to purchase it at a later date. It is important that West Lancashire
Council keep up to date with these developments and research demand for
the various forms of intermediate housing. In the meantime the following
model has been developed to assist in the assessing the various ways of
delivering affordable housing in the District.
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The aim of this model is to quantify possible levels of need for affordable
housing products in West Lancashire. The model is based on a number of
assumptions which have been formed from the review of data sources and
strategic priorities for West Lancashire Council.

Low Income
< £14,000

Medium Income
£14,000 -
£30,000 $

Higher Income
£30,000 +

—

) 1

Higher income

Low Deposit
< £10,000

households are
assumed to be

able to afford at
least lower

Medium Deposit
£10,000 - £40,000

quartile house
prices in most
areas and are
therefore

excluded from

\/

any further
analysis

)

Income — Low
Deposit — Low

Home ownership

inaccessible in almost all

areas

Social rented properties

needed

Income — Low
Deposit - Medium

Home ownership
inaccessible in almost all
areas

Social rented properties
for the lowest income
households

Possible Shared Equity

Income — Medium
Deposit — Low

Intermediate rented homes

Home ownership in some
areas

Private renting in some
areas

Income — Medium
Deposit — Medium

Discounted sale

Shared ownership

Home ownership in some
areas

Maximum monthly rents

£291.66

Social rented for lowest
income households with
small deposit

Shared equity on lower
quartile house prices
£89,000 and high deposit

Intermediate rents
£300 - £600 per month

Property prices afforded at
lower quartile (£89,000)

Private rents up to £550

Discounted sale based on
average house price of
£171,600 and 30% discount

Shared ownership based on
average house price
(£171,600)

Home ownership in some
areas to at least lower
quartile (£89,000)
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