OPPORTUNITIES FOR COOPERATIVES TO ACCESS STATE ASSSISTANCE TO PROVIDE LOW COST HOUSING TO THEIR MEMBERS
1.
Purpose

This paper provides information on the options available to cooperatives that wish to embark on housing development initiatives for its members who qualify for housing assistance, provided in terms of the range of National Housing Programmes.
The initiative is also linked to the ANC Conference decision regarding urban development strategies and assistance to cooperatives to participate meaningfully in the provision of housing opportunities.  The relevant decision is as follows:
The ANC 2009 Polokwane resolution on cooperatives

“2.6 Expanding the opportunities for sustainable livelihoods and supporting the growth of second economy activities in urban centres through better access to the centres of economic growth and through financial and institutional support for cooperatives and micro-enterprise.”
2.
Background

Housing cooperatives
A housing cooperative (Co-op) is a legal entity, registered in terms of the provisions of the legislation that regulates Co-ops and is usually a corporation that owns property consisting of one or more residential buildings.  
A housing Co-op is normally established by a group of people who share a common goal or vision, for example to construct, hold and maintain a “co-ownership” residential complex or group of dwellings located in close proximity of each other for the benefits of its members.  Each shareholder in the legal entity so established is granted the right to occupy one housing unit. 
As a legal entity, a Co-op can conclude agreements with other parties for instance it may hire service providers and it may own property.  It can also hire employees and caretakers.  Normally, Co-ops endeavour to be as self sufficient as possible and its required resvices are normally delivered by its members.

A shareholder in a Co-op does not acquire ownership of the Co-op’s property.  The shareholder acquires a share in the legal entity that owns the property.  Members of Co-ops have occupancy rights in respect of specific dwellings and the shareholders as a collective manage the housing stock.  Access to the dwellings is limited to shareholders only.  
Cooperative ownership is different from other “communal” housing scheme arrangements, such as social housing schemes, where tenants rent units from a separate legal entity and have only limited say in the day to day operations of the complex and who may occupy the units.  
Most Co-ops are incorporated as limited stock companies where the number of votes an owner has is related to the number of shares owned by the person. 

A housing Co-op is normally a not for profit organisation.  Income is by and large generated from the monthly “rentals” paid by its members.  However, it is possible for a housing Co-op to own other businesses that may generate revenue, which income could be applied to run the housing complex.
3.
National Housing Subsidy Programmes which provide opportunities for Co-ops to access government assistance to provide affordable housing for its members
3.1
The Social Housing Programme

To date, Co-ops have by and large accessed Government housing subsidies through the Institutional Housing Subsidy Programme and/or the Social Housing Programme.  These National Housing Programmes were specifically developed to accommodate rental housing development projects or housing schemes where co-ownership of the dwellings is preferred.
In an attempt to give new momentum to rental housing stock development in urban areas and to better regulate the industry, Government in 2004 introduced a Social Housing Policy for South Africa.  At that stage many of the social housing institutions that undertook rental housing developments since 1997 have experienced severe financial and sustainability constraints, notwithstanding the fact that they had access to donor funding.
This new Social Housing Policy introduced special measures to ensure that the legal entities (including Co-ops) that wish to embark on rental and/or co-ownership type of residential developments are properly established, capacitated and are sustainable.
The Social Housing Programme remains the main vehicle through which Government provides finance for rental and/or co-ownership housing options for the low income categories of our community.  The Programme serves an overarching function in that it also regulates the legal entities that apply for funding through the Institutional Housing Subsidy Programme.
In summary, the Social Housing Programme provides for the following:

The social housing programme has two primary objectives:

• 
Firstly, to contribute to the national priority of restructuring South African society in order to address structural, economic, social and spatial dys-functionalities thereby contributing to Government’s vision of an economically empowered, non-racial and integrated society living in sustainable human settlements.

· Secondly, to improve and contribute to the overall functioning of the housing sector and in particular the rental market, especially insofar as social housing is able to contribute to widening the range of affordable housing options available to the poor.
Social housing is defined as:

“A rental or co-operative housing option for low income persons at a level of scale and built form which requires institutionalised management and which is provided by accredited social housing institutions in accredited social housing projects in designated restructuring zones.”
The definition highlights specific key aspects of the Programme.  These are:

· The funding will only be available for developments in specific areas referred to as Restructuring Areas/Zones.  These Zones are geographic areas identified by local authorities and supported by provincial governments for targeted, focused investment.  The Zones are typically located in urban areas where upgrading or urban renewal is required and the objective is to create grater urban efficiency. 

· Legal entities wishing to apply for funding under the Programme must be accredited by the statutory body established in terms of the provisions of the Social Housing Act; 
· The beneficiaries of the Programme are persons earning R7 500 per month and less and priority is focused on persons earning less than 
R3 500,00 per month; and
· The funding will only be available for non ownership schemes where institutionalised management will prevail over the long term.
Applications for Government funding by housing Co-ops, registered under the Co-operatives Act of 1981 will therefore be considered on the same basis as applicable to social housing institutions.  Co-ops will have to be accredited as social housing institutions with the Social Housing Regulating Authority.
Funding available under the programme
The funding available under the programme comprises:

· Capacity building grants;

· The Restructuring Funding Component; and 
· The Variable Social Housing Grant component.
Capacity Building grants
Three types of grants are available for capacity building.  These are:

Assistance for gearing up staff in the Co-op. The approach adopted utilises the feasibility and business planning process to link staffing and other establishment costs to viable projects. Co-ops will be able to obtain support for the basic/minimum institutional establishment (mainly staffing) costs related to the development of the project on the basis of a business plan which clearly links staffing requirements with outputs. 

The second form of grant for capacity building is the Provisional Accreditation Grant, which consist of two sub-components: 
· Project Acquisition and Feasibility grants are aimed at providing financial support for preparing project proposals and obtaining approval.  The focus is on supporting the acquisition of viable projects.
· Pre-accreditation grants provide financial support for preparing and submitting a proposal for accreditation.
· The third form of grant for capacity building is the General Capacity Building Grant. This grant also has two sub-components:
· One relates to ad hoc grants which are linked to the institution’s business planning process, and will be demand driven;
· The other component provides programme-related grants to support the social housing sector as a whole. 
The Restructuring Funding Component
This component comprises the main capital grant component.  It is also referred to as the standard component.  The standard component is calculated as a proportion (60%) of the subsidy required to ensure a viable project in a typical (generic) mixed rent project and is expressed as an average subsidy per unit for the project. The project must comprise at least 30% deep down-market reach (persons earning below R3 500pm).  

The standard subsidy component is structured to promote deep down-market reach on the one hand and a mixed rent environment on the other. Thus the standard grant can vary depending on the degree of down-market reach achieved up to a certain limit.  Further deep-down market reach is encouraged by increasing the overall subsidy per unit as more beneficiaries earning less than 
R3 500,00 per month are accommodated up to a per project limit of 70% of such beneficiaries. 

The Variable Social Housing Grant component
The source of the top-up component is the annual housing vote allocation to the nine provinces.  The top-up component is applied on a project-by project basis to increase the standard component up to the level where the project is able to achieve viability (i.e achieve the targeted yield). The top-up portion is however capped (to reduce open-endedness) and may not exceed an amount equivalent to the prevailing Institutional Housing Subsidy Programme subsidy amount.
Debt funding
All housing institutions, including Co-ops are required to finance the balance of the construction cost of the planned dwellings from their own resources and in most cases will have to rely on donor funding or credit.

In the short-term most social housing projects and Co-op housing initiatives may need financial assistance from the National Housing Finance Corporation (NHFC) for debt funding until they establish an adequate track record to attract private sector credit.  The NHFC will in the short-to medium term continue to offer loans to the social housing sector, and wherever possible facilitate access to additional private sector loan funding through appropriate structuring of transactions.

3.2
The Institutional Housing Subsidy Programme
As indicated earlier, the Social Housing Programme is limited in its application.  Co-ops will thus have to ensure that their projects are located within “Restructuring Zones” should they wish to apply for Social Housing grant funding.   It is however acknowledged that in certain circumstance, projects envisaged by Co-ops will not necessarily be located within Restructuring Zones and such projects will thus not be eligible for Social Housing Grant Funding.

Co-ops could under such circumstances elect to apply for Institutional Housing Subsidies.  Institutional subsidies are specifically targeted at housing institutions that will provide tenure arrangements alternative to immediate ownership, for example cooperative tenure arrangements.  The application of the programme is not limited to specific areas and it thus applies nationally.
Co-ops applying for benefits through this Programme must perform dual roles. These are:

a) To develop housing stock and provide this to beneficiaries who qualify for housing subsidies and possibly also beneficiaries who do not qualify; and

b) To provide ongoing, long term management services in respect of the housing stock so created.

The subsidy is allocated to an approved housing institution/Co-op to develop and manage rental housing stock.  The subsidy capital is only awarded in respect of qualifying beneficiaries.  Because the Programme aims at creating affordable non-individual ownership stock, the housing units developed with the capital provided through the Programme, may not be disposed of and beneficiaries may not be required to pay the full purchase price/balance thereof and take transfer of the units within a period of four years from the initial occupation of the unit.

Where qualifying beneficiaries vacate their units, they must be replaced by other qualifying beneficiaries.  Housing institutions that transfer the units in an approved project and/or require beneficiaries to pay the purchase price/balance thereof, prior to the prescribed four year period, will be subject to a penalty. 
Housing institutions applying for capital grants under the Programme must have secure long term tenure rights over the property to be developed and managed.  In order to ensure the focus is on affordable rental housing, housing institutions/Co-ops may not conduct any business activity other than the provision of rental housing.

The Programme may be utilised to develop a variety of housing typologies, adhering to the Norms and Standards, including but not limited to:

a) New multi level flat units;

b) New row houses and/or semi-detached units of various design;

c) New free standing units in a variety of layout;

d) Refurbishing of existing units; and

e) Conversion of non-residential buildings into residential use.

The subsidy quantum available under this Programme is equal to the prevailing subsidy amount for the construction of top structures, applicable to the Integrated Residential Development Programme currently set at R55 706,00.  The programme requires capital investment by the Institution/Co-op to finance the shortfall between the subsidy and the actual product cost.

A further important aspect that must be noted is that this Programme’s benefits are only available to qualifying beneficiaries earning R3 500,00 and less per month.

3.3
Pursuing the Peoples Housing Process 
By nature Co-ops endeavour to pursue opportunities where the members can participate in the achievements of the objectives of the institution and deliver services through internal skills and capacity.  The Enhanced Peoples Housing Process (EPHP) was specifically instituted to accommodate the need of qualifying beneficiaries who wish to build their own dwellings.

Co-ops could therefore opt to apply for Institutional Subsidies and follow the EPHP route in developing the housing stock for its members.  In these circumstances the support functions will be delivered by the Co-op and an external support services provider will not be required.  The Co-op will therefore apply for project approval and funding from the MEC, act as developer by managing the building plan approval process, undertake material acquisition and distribution, provide training and guidance to its members, undertake quality control and certification and manage the stock upon conclusion for the benefit of its members. 
If the envisaged development takes the form of a greenfields development where raw land will be developed for residential purposes, and the installation of municipal engineering services will be required, the MEC may be approached to finance such services as an option of last resort, where no other funds are available for this purpose.  The R55 706 subsidy amount may then be augmented by R22 162,00.  The EPHP also provides funding for the delivery of support and facilitative functions.

Where the development site is located within a Restructuring Zone, the Co-op may opt to apply for Social Housing Subsidies under the EPHP process.  This options will require further investigation as such was not been entertained to date.

4.
Summary

Co-ops wishing to apply for State assistance to house their members have two options.
Where the development site is located in a Restructuring Zone, the Co-ops may elect to apply for Social Housing Subsidies.  The subsidy funding available under this programme is substantially more than that of the other National Housing Programmes.  The capital grant comprises a percentage of the actual estimated cost and is augmented by the addition of an amount equal to the institutional Housing Subsidy.  The Programme is linked to a comprehensive capacity building process and funding is available for training and start-up facilitation.  A fundamental policy principle is that the residential opportunities created through the programme may only be leased and ownership is not a short term option.  The Social Housing Programme is oriented towards urban renewal projects.
Alternatively, Co-ops may elect to apply for Institutional Housing Subsidies.  Institutional Housing Subsidies are available nationally and is thus not limited to Restructuring Zones.  The programme is particular suitable in circumstances where the members of the Co-ops wish to construct their own dwellings.  Where individual ownership of the dwellings is envisaged, such may only be realised after four years. 
Co-ops wishing to apply for state housing assistance will first have to apply for accreditation by the Social Housing Accreditation Authority.  
For further detailed information please consult the National Housing Code, 2009 and contact the Social Housing Foundation who will provide the details regarding accreditation, capacity building and start-up facilitation and project planning processes.
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