



REPORT OF THE LEAD MEMBER FOR HOUSING
TO CABINET ON 24th JUNE 2008
TITLE: PENDLETON PFI OUTLINE BUSINESS CASE 
RECOMMENDATIONS:  

That Cabinet are recommended to:

1. Approve submission of the Pendleton PFI Outline Business Case ‘Creating a New Pendleton’, to Communities and Local Government (CLG)

2. Approve the proposed scope of the scheme and the financial implications for the Council as outlined in the accompanying report ‘Pendleton PFI Outline Business Case Financial Affordability’

EXECUTIVE SUMMARY: In March 2006, the council submitted an Expression of Interest to CLG, to develop a housing PFI scheme for the Pendleton area. In December 2006, the council was granted a place on the 5th Housing PFI bidding round and was subsequently required to produce a full Outline Business Case.

The Outline Business Case has now been finalised and has been subject to an independent gateway review by the 4Ps.  This review concluded that at a programme level a great deal has been achieved to a generally high standard and that the council was on track to submit the Business Case with no immediate action required.  The Gateway Review highlighted seven recommendations to be carried out over the next six months.
BACKGROUND DOCUMENTS: 
Creating a New Pendleton (PFI Expression of Interest March 2006)

4ps Gateway Review 0 – Strategic Assessment (May 2008)

Creating a New Pendleton (Outline Business Case June 2008) 

ASSESSMENT OF RISK:  High.  A provisional credit allocation of £102 million has been secured based on the council’s expression of interest.  Subsequent development of the Outline Business Case has outlined a credit requirement £121 million, which has been discussed with the CLG.  Indications are that CLG are prepared to work with the Council at this new higher figure.
Without both financial support from the council and the additional PFI credits from Government, the proposed scheme will not be viable, which would affect the Council’s ability to meet the Decent Homes target.

SOURCE OF FUNDING: HRA for the annual contribution, Capital Receipts, PFI Credits, Affordable Housing Programme (AHP) and the use of land.
LEGAL IMPLICATIONS:  Legal implications relating to the PFI contract, land and assets have been carefully consider through both the master planning & land and legal task groups.  External legal advice has also been provided by Addleshaw Goddard.  Further detail is contained within the OBC Chapter 10 - Project Delivery Arrangements and Chapter 13 – Statutory Processes.
FINANCIAL IMPLICATIONS: 
Contact Officer and Extension No: Nigel Dickens 0161 793 2585
Comments: Financial implication are outlined in detail within the accompanying Cabinet report ‘Pendleton PFI Outline Business Case Financial Affordability’.

COMMUNICATION IMPLICATIONS: There has been widespread communication since 2003 with the residents and other stakeholders covered by the PFI and wider regeneration proposals for the Pendleton area. 
VALUE FOR MONEY IMPLICATIONS: As part of the PFI OBC there is a requirement to demonstrate to CLG that PFI provides the best VFM option for making homes decent in the Pendleton PFI area. Work undertaken by Ernst Young with the Council has validated this.
CLIENT IMPLICATIONS: Additional future resource requirements have been recommended through the 4ps Gateway Review.  These recommendations prepare the project team for entering the next phase of project, PFI procurement.
PROPERTY:  The ‘Creating a New Pendleton’ proposal incorporates a comprehensive package of refurbishment, remodelling, demolition and new build.  A detailed re-housing plan has been produced, which clearly addresses the council approach to large scale reprovision.
HUMAN RESOURCES:  Housing Management services are included in the PFI proposal and as a result it is likely that TUPE transfer arrangements will apply to some staff currently employed by Salix Homes.
CONTACT OFFICER: Jane Barlow                               Extension No: 8781
WARD(S) TO WHICH REPORT RELATE(S): Langworthy
KEY COUNCIL POLICIES: Housing and Regeneration.
DETAILS:
Outline Business Case – Executive Summary
1.1
Background to the Project

The Pendleton Housing Private Finance Initiative (PFI) scheme is the result of a detailed appraisal of the housing investment options for the delivery of decent homes in Central Salford.  The appraisal process concluded that PFI was the most appropriate route to secure the level of required investment to deliver extensive refurbishment, remodelling and new build in line with the council’s vision for housing:-

‘To create a future where people see Salford as a great place to live.  A place where you can find a choice of popular homes in desirable locations, served by excellent housing services’.

The council and its partners have developed a series of scheme objectives, which will be used as core principles for evaluating and guiding the development of the PFI initiative. They form a local response to national strategy initiatives including sustainable communities, an increase in the availability of affordable homes and the provision of decent homes for all.  The scheme objectives are as follows:-

· To create a better choice of quality housing, by refurbishing the retained social housing to the Decent Homes Standard and providing new build quality homes for social rent and sale by 2015.  All housing will address forthcoming statutory environmental and sustainable guidelines.

· To transform the image and future perceptions of Pendleton by improving the quality of housing design, open space, through good design techniques and guidance to develop future proof homes, which improve community safety and reduce the fear of crime by 2015.

· To ensure that local residents are fully involved in the planning, development, implementation and delivery of the scheme in partnership with other local stakeholders.  

· To create mixed income sustainable communities which retain existing communities and attract new residents to the area, by improving housing choice, employment opportunities, retail and recreation facilities by 2025-2030.

· To support the regeneration and future success of the wider Central Salford area, the city and the Manchester city region.

The council and its partners have used the basis of these scheme objectives to undertake a comprehensive assessment of the current stock in terms of its condition and the role the area can play in meeting future needs within the housing market.  

1.2
Strategic Context

The proposals within this PFI scheme are aligned not only to meeting the Government’s agenda of achieving Decent Homes, but also to the objectives of the Northern Way Growth Strategy.  This aims to reduce the economic disparities between the North of England and the rest of the country within which the quality and nature of the region’s housing plays a part.  The PFI scheme offers the opportunity to address this current imbalance through the provision of an appropriate mix of good quality housing to attract and retain sufficient wealth creators and skilled workers to sustain the region’s growth and achievement towards narrowing the gap agenda.

1.3
Understanding Market Change & Housing Needs

The Pendleton PFI area is dominated by an excessive level of council owned homes, with over 93% of all properties falling into this category.  The dilution of this mono-tenure through the ability to exercise Right to Buy has been minimal with only 149 completed applications over the last 26 years.  The profile of property type is limited further by the fact that 60% of the council owned stock are within multi-storey blocks, with only 543 houses present.  The overall effect of this lack of choice has been to narrow the socio-economic composition of the area.
In addition, a level of instability exists across the estate, particularly within the multi-storey blocks with a turnover rate at over 10% per annum in some blocks. In order to provide a degree of stability to this element of the housing market, it is the council’s intention to consolidate the number of available flats by demolishing four blocks.   This will have the effect of both rationalising demand to a reduced number of newly refurbished properties and providing development opportunities for new properties more in line with future housing needs.  A particular requirement that has been identified is the need for more family orientated accommodation.  

1.4
Business Need & Stock Condition

The OBC sets out in detail how the council has sought to ensure that the stock condition data it holds is of a standard that provides confidence that the preferred option is deliverable and that the associated costs are robust.  Overall, over two phases, 80% of the stock has been surveyed supported by a number of specialist surveys focused upon high risk elements such as asbestos, wall ties and ground condition.

In terms of the multi-storey blocks, the council’s understanding and experience, together with the high level of condition information it has gathered, have enabled it to develop a robust cost assessment of the options it expects to deliver with a high degree of confidence. The council has sought specialist consultant advice to ensure that the proposed solutions are capable of being delivered and offer value for money.

1.5
Option Appraisal

The council has undertaken a thorough option appraisal process which originally commenced in  2005 with an evaluation of available investment vehicles against the council’s objectives for the area.  This high level assessment concluded that the PFI  model offered investment beyond Decent Homes and provided investment for remodelling and new provision essential for the sustainability of the area, ensuring best fit with wider strategic housing market renewal and regeneration interventions.

The second stage of the option appraisal process involved a detailed assessment of the stock within the Pendleton estate to determine the proposed scope of works to be delivered via the PFI model.  This required the delivery of a comprehensive community consultation exercise in an effort to gauge clarity on peoples’ issues and concerns, combined with a study of the actual condition of properties.  This information, supplemented by a financial analysis of the proposed options, was used to conclude the overall Preferred Option.  The process was finalised in December 2007.
1.6
Preferred Option

The overall scope of the PFI scheme and associated development element, under the umbrella of ‘Creating a New Pendleton’, includes:-

· Retention and refurbishment of 1,251 council owned properties to a level above Decency Standard

· Refurbishment of external fabric and communal services to flat complexes

· Demolition of 891 properties, including four multi-storey blocks of flats (inclusive of owner occupied and leasehold properties)

· Provision of a minimum of 460 units for affordable rent 

· Provision of c950 units for market sale 

· Provision of a minimum of 25 units for intermediate housing opportunities

· Improved access and parking facilities through targeted re-modelling

· Design improvements to reduce opportunities for crime and improve perception of the area

The housing management function within the PFI area will be relinquished by Salix Homes in favour of the PFI contractor upon contract award.  The council will work with Salix Homes to minimise the impact of this change and look for other business opportunities in the housing market for its ALMO.  Services to be included in the PFI contract include:-

· Repairs & maintenance

· Re-servicing of voids

· Caretaking & cleaning

· Tenancy management

· Income collection & debt recovery

· Lettings

Under the lettings function the council would expect the contractor to buy into the Choice Based Lettings system, currently administrated by Housing Connections Partnership, the Common Service Provider of this function across the city.

In developing the re-housing plan for Pendleton it was recognised that independent living in all our communities is vital.  The Supporting People Programme enables the council to develop long term housing options and priorities with partners in care and health.  Housing Connections Partnership and Supporting People we are able to offer a range of services including assistance with applying for benefits, support settling into a new home, and support accessing medical and specialist services, amongst others.
1.7
Public Sector Comparator (PSC) and Value for Money (VfM)

The preferred PFI procurement route is expected to deliver Value For Money (VFM), in comparison to traditional procurement. The Council has utilised the CLG bid pricing model that complies with the Treasury’s “Value for Money Assessment Guidance”. The Council has considered:-

· Quantitative evaluation and 

· Qualitative assessment

The initial results of the quantitative evaluation indicate the PFI procurement is likely to deliver VfM.
1.8
Affordability

Please refer to the accompanying Cabinet report ‘Pendleton PFI Outline Business Case Financial Affordability’.
1.9
Project Delivery Arrangements

The council will produce project documentation which is based on and consistent with the 4ps / CLG Housing Procurement Pack 2004 (HPP).  This includes use of the HPP guidance on development of a Payment Mechanism and Output Specification.  To compliment the output specification a Service Delivery Plan has been developed to further consider interface arrangements with key partners, where a overlap in service provision could be perceived.

The proposed length of the PFI contract is 30 years.  The council will utilise HPP and SOPC4 (Standardisation of PFI Contracts Version 4) and hence key contractual issues such as termination, refinancing, change in law, indemnities, insurance and changes will follow this guidance.  It is not the council’s intention to have a separate Development Agreement to cover the terms under which the development sites will be disposed of to the private sector, but the council is prepared to be flexible on this issue.

1.10
Risk Allocation and Accounting Treatment

Project risks are identified and managed on a monthly basis by the appropriate task group.  Key risks are subsequently report to the project team by each task group lead and are subsequently escalated to the Strategic Client Group and Housing Investment Options Board as deemed appropriate by the Project Manager and Project Director.  The project risk register is also scrutinised and challenged internally on a bi-monthly basis by senior managers within the council.

The Pendleton PFI scheme will comply with the Accounting Code of Practice, HPP guidance and SOPC4.  The council is committed to achieving a risk balance that receives a positive accounting determination, and considers that an “off balance sheet” position should be achievable based on the proposed risk allocation structure.
1.11
Project Management, Governance and Delivery

A project governance structure is in place, which establishes clear roles and responsibilities within the decision making process. A number of task groups have been established to focus on finance, legal, master planning & land, technical & services and communications.  Each task group lead then provides a highlight report to the project team, to agree which items need to be reported to the Strategic Client Group for a decision.  Key project risks and items for approval are subsequently reported to the Housing Investment Options Board and Portfolio Board.

The OBC has been developed and produced by the Project Team, supported by the task groups as appropriate.  The Project Team has utilised all available guidance and best practice from the 4ps and CLG, and has participated in several PFI training programmes.  Prior to submission to Cabinet for approval the OBC has been appraised by the following groups:
· Strategic Client Group (12.05.08)

· Departmental Management Team (Assistant Directors 12.05.08)

· Housing Investment Options Board (23.05.08)

· PFI Steering Group (awareness 22.05.08, appraisal 02.06.08)

· Housing Lead Member (03.06.08)

1.12
Statutory Processes 

The Council has identified and considered the approach to a range of major statutory processes, which will come into effect as a direct result of the PFI scheme.  These issues cover planning, title arrangements, Notice of Intention to Demolish, compulsory purchase and blight notices, highways and footpath closures, leaseholders and Section 25 notices.

1.13
Commitment of Stakeholders and Sponsors 
Extensive consultation has taken place with the local community since 2005 to develop a preferred investment option for the Pendleton area.  To support the work of these groups and provide consistent communications, a comprehensive Communications Strategy has been developed, to take the PFI scheme forward from OBC development and through procurement.  

The council recognises that different people are able to commit different amounts of their time, and therefore have developed opportunities to encourage residents to participate at levels that suit them.  By working with appropriate agencies and utilising a wide variety of consultation techniques, the council will also ensure that hard to reach groups are adequately and appropriately consulted, and supported through the PFI process.
Members are aware of the level of commitment required to ensure that a successful procurement is delivered.  As such, and to take the Housing PFI project to the next phase, Members are asked to approve the recommendations outlined in this report. 
Part one Open to the Public
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