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REPORT OF THE CITY TREASURER


TO BUDGET SCRUTINY COMMITTEE ON WEDNESDAY 3 DECEMBER 2008


TITLE:  HOUSING REVENUE ACCOUNT 2008/09 AFTER STOCK TRANSFER

RECOMMENDATION: Members are invited to consider and comment on the contents of the report.


EXECUTIVE SUMMARY: This report updates the position of the Housing Revenue Account for 2008/09 following the establishment of City West Housing Trust on the 6th October 2008.


BACKGROUND DOCUMENTS: (Available for public inspection):

Housing Revenue Account 2008/09 as approved by Council 20 February 2008. 

Report to Budget Scrutiny 2nd April 2008 on the Housing Revenue Account.

Reports and documents used in the establishment of City West Housing Trust.


CONTACT OFFICERS: 

Nigel Dickens, tel. 0161 793 2585 nigel.dickens@salford.gov.uk 


ASSESSMENT OF RISK: The original approved budget assumed there would be no balances at the end of 2008/09. If the impact of a later transfer date has a further call upon balances then actions will need to be implemented immediately to contain expenditure within available resources.

SOURCE OF FUNDING: Housing Revenue Account

LEGAL ADVICE OBTAINED: Not applicable


FINANCIAL ADVICE OBTAINED: This report concerns key aspects of the Council’s Housing Revenue Account finances and has been produced by the Finance Division of Customer and Support Services.


WARD(S) TO WHICH REPORT RELATE(S):  All for the period prior to transfer and those within Central Salford post transfer.

KEY COUNCIL POLICIES: 2008/09 Revenue Budget


Report Detail
1 Introduction 

1.1 On the 20th February 2008 the Council approved the Housing Revenue Account budget for 2008/09.

1.2 At the meeting of this Committee on the 2nd April 2008 Members received the report that went to Council and had a full discussion on the budget position relating to the Housing Revenue Account.

1.3 The budget for 2008/09 was set based on a date of the 28th July 2008 as the assumed completion date for the transfer of stock to City West Housing Trust.
1.4 As Members are aware transfer actually occurred on the 6th October 2008 and the purpose of this report is to update the financial position of the Housing Revenue Account for this. The delay was caused by challenges in obtaining an acceptable funding offer from the banks within the deteriorating economic climate.
2 
Housing Revenue Account 2008/09
2.1 Overview
Attached at Appendix One is the original approved budget for 2008/09 as reported to this Committee on the 2nd April 2008. This budget projection was that at the end of 2008/09 all current Housing Revenue Account balances would have been utilised to help implement a successful stock transfer.
Following the transfer on the 6th October the budget has been revised and updated to reflect changes post transfer with these also shown at Appendix One with a comparison to the original position.

It can be seen that the revised budget is still utilising the available balances and there is a section on this later in the report.
The following paragraphs give consideration to the main variances that have arisen and the impact of these.

2.2 New Prospect Housing Limited Management Fee - £1.9m Variation
The original NPHL fee was approved by Joint Lead Members for Housing and Customer and Support Services in March 2008 for the period up to the 28th July 2008.
Also approved within the report was that “If transfer does not occur on the 28th July 2008 then approval is given to a monthly fee of £913,750 for each month post July 2008 until it does occur.” 
Therefore the additional amount reflects the extra two months (August and September 2008) and the part of October up to the date of transfer on the 6th October 2008.
During the period leading up to transfer NPHL had areas of underspend particularly on salaries and it is anticipated that through the closure of the accounts and the winding up of the Company that there may be a surplus that will be returned to the Housing Revenue Account. 
It is anticipated that the closure of the accounts and the winding up of the Company will be completed to tie in with the end of the current financial year 2008/09. The current forecasts for the Housing Revenue Account at Appendix One does not allow for any surplus to be returned from NPHL, adopting a prudent approach.
2.3 Housing Repairs NPHL - £2.5m Variation
This is the amount that NPHL identified by working with officers from the Council would need to be expended on responsive repairs by NPHL to ensure that services continued to be provided to tenants for the additional period resulting from the delay in transfer completion.   
Similarly to the NPHL management fee above officers of the Council are working through the Building Maintenance Division’s accounts of NPHL to calculate the actual recharges back to the Housing Repairs accounts for works undertaken by NPHL.  
Current analysis indicates that it is expected that repairs expenditure should be contained within the revised budget figure of £6.8m based on the amounts that have been recharged to date and examination of the amounts still within NPHL systems and accounts.
2.4 Major Repairs Allowance - £1.8m Variation
Major Repairs Allowance is paid per dwelling at a rate of £630.64 for 2008/09. The change to transfer has meant that additional allowance is available for 2008/09 of approximately £1.8m to support the Public Sector Capital Programme.
This change in resources for the Public Sector Capital Programme was incorporated within the report to this Committee on the 5th November 2008 from the City Treasurer for “Capital Monitoring 2008/09”.

2.5 Sale of Current Tenant Arrears - £0.9m Variation
Rent arrears can be divided into current tenant arrears (CTA) and former tenant arrears (FTA). The council will wholly retain the latter. City West Housing Trust will however purchase the current tenant arrears on the basis of the following calculation: average of arrears based on age and value of debt calculated in accordance with CIPFA guidelines. The purchase price of £989,637 together with the current bad debt provision will leave a residual balance of approximately £879,280 which will be funded by the Housing Revenue Account.

In previous years’ the budget for the contribution to the bad debt provision has been approximately £1.8m and the budget for 2008/09 of £865k was only for the debts related to Salix. In effect the balance of £879,280 replaces that contribution which would have had to be made to the bad debt provision had transfer not occurred.
2.6 Stock Option Costs PFI - £0.2m Variation
As Members are aware and has previously been reported any costs incurred by the Council post ballot are not chargeable to the Housing Revenue Account as they are for the benefits of the tenants of a new Registered Social Landlord and therefore charged to General Fund.  
Therefore the only costs associated with the Housing Investment Options Programme now charged to the Housing Revenue Account are those attributable to the Pendleton PFI project. These have been re-assessed following approval of the Outline Business Case and permission to move to the procurement stage of the project.

2.7 Loan Charges Interest - £0.4m Variation
The variation of £0.4m is the difference in the amount that is to be charged to the Housing Revenue Account compared to the original approved budget. This has arisen through changes to the consolidated rate of interest and the treatment of premium payments following the issue of a new determination by the Department for Communities and Local Government following transfer.
Although the amount charged to the Housing Revenue Account is similar to the original budgeted amount there is an impact arising from the new transfer date on the amount of Housing Subsidy that can be claimed as explained in Section 2.9 below.
The reason why the loan recharge does not increase by a substantial amount to reflect the extra period arising from change to the transfer date is down to the way that charges have to be made to the Housing Revenue Account from the General Fund and the assumptions made within both these budgets when they were originally approved in February 2008.

These budgetary assumptions and the calculation now made in accordance with Government guidelines is the reason why there has been an impact upon the General Fund budget of £2m as previously reported.
To help demonstrate how the budget assumptions made in February 2008 have resulted in the impact upon General Fund a working example is shown at Appendix Two, (please note these are indicative figures to show the principle of how the situation has arisen).

What the tables demonstrate is that in budgetary terms the amount to be charged to the Housing Revenue Account would be the same if transfer occurred in July or October as the charge is based on the mid year position. If the transfer had occurred in July then the General Fund budget would have benefitted of a recharge to the Housing Revenue Account compared to costs incurred of approximately £2m.

The change to the transfer date in budgetary terms would result in the General Fund approximately recharging to the Housing Revenue Account only the costs that it had incurred. It would not generate the expected budgeted amount based on the July transfer date.

2.8 Dwelling Rents - £6.6m Additional Income
The change to the transfer date has meant that the Housing Revenue Account has had the benefit of an additional ten weeks rental income for those properties that were due to be transferred. 
The Council has had to make a payment to City West of £1.9m for its’ share of the rent free weeks. This is because rent charges are based on 48 weeks and the rent free weeks are the two weeks over Christmas and the two at the end of the financial year and therefore all fall within the post transfer period.

The Council therefore had the benefit of these rent free weeks and when the calculation was adjusted into a 52 week analysis this resulted in £1.9m being due to City West, this has now been paid to City West in accordance with the Transfer Agreement.
Consequently the revised budget of £52.6m is the expected income due to the Housing Revenue Account for 2008/09.

It should be noted that the increase on other income is the additional income arising from Service Charges.

2.9 Housing Subsidy - £1.2m Additional Subsidy

The following two paragraphs are extracted from the report that went to Council on the original Housing Revenue Account for 2008/09.
· The date of transfer does have a major implication in relation to subsidy received compared to loan interest charged. Loans are charged to the HRA based on the average stock at the mid-year point, whereas subsidy is paid based on when stock actually changes.

· This means the HRA based on a transfer at the end of July is charged for two months to the mid year point for stock on which it will not receive subsidy. For Salford this equates to approximately a £1m shortfall on the HRA.

Therefore the original Housing Revenue budget had a shortfall of subsidy of approximately £1m and consequently the transfer date of October has meant that this is now due and has offset the previous deficit on the balance between loan charges and subsidy.
3 Housing Revenue Account Balances
It can be seen from Appendix One that the original approved Housing Revenue Account for 2008/09 required a contribution from balances of £1.6m which actually equated to all the estimated balances brought forward from 2007/08 to 2008/09.
The actual balances carried forward following the closure of the accounts for 2007/08 was approximately £1.7m. It can be seen from the revised figures for 2008/09 that a contribution is still required from balances of £1.6m thus making the year end forecast position for balances of £0.1m.
The position is still forecast to be the same as indicated within the original report to Council. There is now the requirement to build balances back up to a more prudent level in future years now that the transfer has been successfully delivered.

This will form part of the budget planning process for 2009/10 which is currently ongoing.
4 Conclusion
4.1
Following the transfer of stock to City West Housing Trust on the 6th October 2008 the revised Housing Revenue Account position indicates that expenditure can still be contained within available resources including the use of balances to remain balanced by the end of the financial year.

5 Recommendation

5.1 Members are invited to consider and comment on the contents of the report.
John Spink

City Treasurer
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