



REPORT OF THE LEAD MEMBER FOR HOUSING
TO 

TO CABINET MEETING ON 24TH JUNE 2008 

TITLE: CREATING A NEW PENDLETON: THE PFI OUTLINE BUSINESS CASE;  FINANCIAL AFFORDABILITY
RECOMMENDATIONS:  

That Cabinet are recommended to:

1. Approve the annual financial contribution of £2.018m required from the Housing Revenue Account to support the PFI project.
2. Approve the use of £12m capital receipts to fund demolition, and home loss payments and disturbance allowances.

3. Approve the use of the land to support the development of the affordable housing units.

4. Note that depending on how the development market responds to the current financial climate there may be a need for financial support on the affordable units development.
5. Approves the future support of the bid for Affordable Housing Programme funding.

6. Approves the course of action to be adopted for leaseholders.
EXECUTIVE SUMMARY: The report outlines the financial support that will be required by the Council for the Housing PFI project in addition to the £121m of PFI credits requested through the Outline Business Case (OBC) from CLG.
BACKGROUND DOCUMENTS: 
Expression of Interest submitted March 2006.
Housing Revenue Account (HRA) 30 year Business Plan.

HRA PFI financial model.

Stock Condition Survey and assessment.

Various correspondence and reports to Communities for Local Government (CLG).

ASSESSMENT OF RISK: High, without the financial support by the Council in addition to the PFI credits the project will not be viable resulting in the homes in Pendleton not being made decent. As such one of the strategic aims of the Housing Investments Options would not be achieved.
SOURCE OF FUNDING: HRA for the annual contribution, Capital Receipts, Affordable Housing Programme (AHP) and the use of land.
LEGAL IMPLICATIONS: The Head of Law and Administration will be involved in advising on the legal implications of the PFI contract and the OBC, but this report is only considering the financial implications and Council support required.
FINANCIAL IMPLICATIONS: The report itself is about the required Council financial support required for the PFI project. An accompanying report entitled "Housing PFI Outline Business Case" will be presented to Cabinet simultaneously.
The City Treasurer has confirmed that the preferred PFI procurement route is expected to deliver Value for Money and that the project represents an affordable scheme, based on the figures outlined within this report. 
Contact Officer and Extension No: Nigel Dickens 0161 793 2585
Comments: Contained within the report itself.
COMMUNICATION IMPLICATIONS: There has been widespread communication with the residents and other stakeholders affected through the PFI project on works to be undertaken, but there are none directly arising through this report.
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: Not required for this report as it is covering financial implications.
PROPERTY: Whilst the PFI project relates to dwelling properties this report is dealing with the financial implications arising through the preferred solution to the properties.
HUMAN RESOURCES: None arising through the report.
CONTACT OFFICER: Nigel Dickens                                 Extension No: 2585
WARD(S) TO WHICH REPORT RELATE(S): Langworthy
KEY COUNCIL POLICIES: Housing and Regeneration.
DETAILS: continued below:
1. Background

1.1. In March 2006 the Council submitted an Expression of Interest (EOI) to CLG to undertake a HRA Housing PFI project within the Pendleton area of the City to make homes decent.

1.2. This was submitted as part of the full Housing Investment Options (HIO) which included submissions in July 2006 for a place on the Transfer Programme for West Salford and also round 6 for Arms Length Management Organisation (ALMO) funding for Central Salford.

1.3. The Council was successful in all three applications and approval was given by CLG in December 2006 to proceed with developing an OBC for approximately £102m of PFI credits.

1.4. Although this report is primarily covering PFI it is important to remember that the various strands of the HIO are financially linked as will be explained within the report itself. 

2. Work Undertaken since EOI

2.1 Following approval from CLG on the 21st December 2006 to proceed with developing an OBC for the Project, a number of work streams have been progressed. These have all been undertaken with the objective of improving the deliverability of the project and ensuring that the build specification and service requirements are appropriate and robustly costed. These work streams are briefly summarised in paragraphs 2.2 to 2.6 below.
2.2 Stock Condition and Specialist surveys - an 80% stock condition survey was concluded in August 2007.  This was supported by the commissioning of a wide range of specialist surveys and additional specialist reviews, to validate the financial assumptions made within the PFI Business Case.
2.3 Option Appraisal - an estate based option appraisal assessment methodology was established in October 2007. Throughout November 2007 three evaluation panels met to appraise master planning & technical issues, finance and communications.  The outcome from this exercise was delivered to a main evaluation panel on the 5th December 2007, which applied a final weighted score to the process. The preferred option in broad terms was aligned to our proposals within the EOI. 
2.4 Services Model - an options paper was presented to Project Board in December 2007, which considered the treatment of housing management services within the contract, and resulted in a decision by the Project Board to include these services.  This decision is in line with the community’s expectations for housing management provision in the area. The detail of interface opportunities with other service providers in the area such as Community Safety (CCTV) and services delivered through our Housing Connections Partnership, are currently being developed.
2.5 Communications – Dialogue has continued with the PFI and Pendleton steering group with regard to OBC progress. The preferred housing option will be communicated to all tenants and stakeholders late May to June 2008.
2.6 Changes to the Scheme - the Pendleton Area Action Plan (PAAP) was intended to provide a planning policy framework to guide the future regeneration of the Pendleton area and support work on the Housing PFI bid. A number of risks were identified with continuing with a PAAP as a statutory document, in particular that the document might not be progressed sufficiently to give potential PFI bidders the certainty and confidence that they would require. Therefore, it was agreed in November 2007 to progress the Area Action Plan in the form of non-statutory Planning Guidance.  Market testing has indicated that potential PFI bidders are comfortable with this approach following a recent market questionnaire.
2.7 As a consequence of the above areas of work the financial implications arising from these have been assessed jointly by officers of the Council, the financial advisors (Ernst & Young) and the technical advisors (Turner & Townsend) and are expanded in the following sections. 

3. PFI Credits Requested
3.1 At EOI the Council was approved by CLG to submit an OBC for £102m of PFI credits.
3.2 Primarily arising from various delays caused by a later assessment than anticipated by CLG of the EOI, and problems experienced in completing specialist surveys there has been an increase to the project costs through inflation.
3.3 In addition there have been other financial changes as summarised in paragraphs 3.4 to 3.6 below.
3.4 Refurbishment costs – initial savings were identified in the underlying costs, but these have been offset by increases driven by the results of specialist surveys, and the impact of additional inflation suffered as a result of the revised target date for project commencement.
3.5 Lifecycle costs (costs outside the major investment programme) – the key driver behind the increase in lifecycle costs has been the incorporation of actual planned maintenance costs, specifically in relation to kitchen and bathrooms in Thorn Court.  Unit costs for new bathrooms and kitchens have been updated to £1,500 and £2,500 respectively.  In addition to these unit cost increases, the re-timetabling of the programme has resulted in additional indexation being incurred.
3.6 South Clarendon Estate - in order to improve the robustness of the project costs, Urban Vision were commissioned to estate-plan and provide costs for the required works for the South Clarendon estate. Urban Vision was specifically tasked to design out the issues associated with a Radburn layout. The cost profile provided by Urban Vision has been reviewed by Turner & Townsend. This estate-planning work and cost analysis has resulted in a reduction of £1.300 million from £6.800 million at EOI stage to £5.500 million at Interim OBC stage.
3.7 A summary explanation of the movement in the refurbishment and lifecycle costs are set out in the table below:
	Refurbishment costs
	£’m

	EOI
	                   69.541

	Real movement in Capital expenditure 
	(3.226)

	Stock Condition & Specialist Surveys 
	                     1.800

	Inflation
	                   12.364

	Interim OBC Model
	80.479

	
	

	Lifecycle costs
	

	EOI
	36.495

	Interim OBC Model
	41.617                   


3.8 The consequence of the above is that the Council has now requested PFI credits of £121m and officers from the Council and advisors have already met with CLG to consider this.
3.9 Although there has been no official confirmation of this at the time of writing this report, initial indications are that CLG have sufficient credits to fund this and are appreciative of how the increase has arisen.
4. Financial Implications for the HRA

4.1 At EOI there was a requirement for annual support through the HRA of £1.861m based on receiving £102m of PFI credits into the HRA to help fund the Unitary Charge.
4.2 The 30 year HRA Business Plan that was submitted to CLG with the ALMO bid in July 2006 accommodated this charge and was financially viable. This also demonstrated to CLG that the Council was putting its’ own resources in to support the project and not putting all the financial risk on CLG.
4.3 If the Council receive the £121m of credits requested then this would require support from the HRA of £2.018m. This increase represents an uplift of the original £1.861m for the time delay. The HRA Business Plan has been updated to reflect actual figures for 2008/09 such as rents and subsidy along with the current expected ALMO programme and it can still financially support the PFI contribution.
4.4 Were CLG to have only issued credits at the previous level of £102m then this would have increase the requirement from the HRA from £2.018m to £2.666m per annum over the period of the PFI contract. This has been modelled into the 30 year HRA Business Plan and it would not be financially viable as it would go into deficit at year 12 (2019/20) and have a cumulative deficit at the end of the 30 years of approximately £87m.

4.5 In this scenario the Council in order to keep the HRA contribution at the same level would have to find additional capital resources to support the PFI project. 

4.6 At present as indicated above it is considered that CLG will support additional credits, and as such Cabinet is being requested to approve HRA annual support to the PFI project of £2.018m per annum for the purposes of the OBC.

4.7 In procuring and implementing the housing PFI there will be an operational and financial impact on Salix Homes. The Housing Management function will not be provided by the ALMO and as such the HRA Business Plan reflects the expected changes that this will lead to in their Management Fee once PFI commences, which they will have to plan for and manage out in the lead up to contract commencement. The Council through its Housing Investment Options programme will assist in the management of this impact and look for ways to support its ALMO through the development of business opportunities in other areas of the housing market. 
5. Demolition and Home Loss Financial Support Required 

5.1 At EOI there was an expected cost of approximately £12m to fund demolition costs and home loss and disturbance payments which would all be outside the PFI contract and funded through Council resources, over the next seven years.
5.2 The revised submission to CLG requesting the additional credits still assumes that these costs will be outside of the PFI contract and that these will be funded by the Council.
5.3 These costs are currently forecast to be split equally over a number of years probably from 2009/10 onwards as the Council will need to commence clearing the first site to be developed once the project is approved.
5.4 It must be remembered that the housing PFI is part of the wider Housing Investment Options programme. The housing stock in West Salford will transfer during 2008 to the new Registered Social Landlord (RSL) - City West Housing Trust. As part of the transfer agreement there will be a decision regarding the establishment of a VAT shelter and more relevantly for this report the use of capital receipts.

5.5 Usually in a transfer there is a sharing arrangement on these receipts over a period of between five to ten years to reflect previous investment in the properties made by the Council.

5.6 When the sharing takes place these receipts for the Council are 100% usable unlike Right to Buy receipts from its’ own stock which are only 25% usable.

5.7 At present although nothing has been agreed or approved with City West there is a working assumption within their Business Plan that they will get the benefits arising through the VAT shelter and the Council through Right to Buy receipts.

5.8 Thus in 2006 when bids were submitted Right to Buy receipts were identified as a potential source of funding for the £12m required to support the PFI project. It should be noted that if there are not the level of acquisitions required to generate this amount then the Council would have to find any difference from other capital resources, as there would be no obligation for City West to pay anything to the Council in addition to what it receives.
5.9 As such for the PFI project Cabinet is requested to approve the capital requirements of £12m for demolition and home loss and disturbance, noting that this could be at least part funded through Right to Buy receipts generated via the transfer agreement with City West.
6. Provision of Additional Units, Use of Land and Affordable Housing Programme

6.1 Within the EOI it was recognised that to achieve the level of transformational change that will provide for a sustainable community in Pendleton in the long term, a significant shift in tenure diversification is required. It was therefore proposed to create circumstances in the PFI area whereby 40% of homes were owner-occupied; 40% social rented and the remaining 20% included within a mechanism for intermediate housing solutions.
6.2 In line with this objective, the Council stated, within the EOI, its intention to deliver 232 new social rented properties via an RSL partner and 400 units for private sale, as part of the PFI scheme. Subsequent to the EOI submission, further extensive consultation was undertaken during the summer of 2007 on a range of preferred housing options for the area.  This phase of consultation indicated the following:
· There was a clear preference for more houses to be provided as opposed to achieving the objective of increasing the population through high density apartment provision.

· Approximately 85% of people living within properties proposed for demolition indicated a preference to remain within the PFI area.

6.3 The outcome of the Option Appraisal, analysed alongside the consultation results, concluded that the preferred option for the PFI area would result in the demolition of approximately 900 council owned units. Changing housing market dynamics, together with the scale of regeneration that is occurring within this part of the city suggested that the initial assessment of needing 232 new homes for social rent, as outlined within the EOI, needed to be reviewed. The Council recognised that the supply of new affordable homes needed to be increased, to enable a deliverable re-housing plan for the area.
6.4 Further work was undertaken to clarify the development opportunities within the Pendleton area. This has resulted in the availability of additional land which, with due consideration of applicable planning guidance, will deliver up to 1,428 new build properties.
6.5 The Council, both in line with the principles set out at EOI, and the ability to meet the re-housing needs of existing residents, therefore aims to deliver 460 new social properties for rent, 25 new units for intermediate housing and 943 new units for private sale. Overall this would result in a tenure split across the PFI area of 57% social rented and 43% owner occupied.
6.6 Each development site has been considered in terms of the opportunity it would create being included within the PFI scheme, and potential challenges which may arise.  To ensure that there is a comprehensive approach to the wider regeneration of the Pendleton area (in context with the scale of regeneration activity being delivered within the sub-regional centre, now); development sites within the area will be included within the PFI scheme.
6.7 The EOI assumed that 7.36 hectares of land would be included in the Project. To enable the delivery of the additional affordable homes, the amount of land available within the Project has now increased almost threefold to 20.69 hectares. Maps showing the sites to be included are attached to the report.
6.8 The land valuations that were within the EOI were subsequently refreshed during 2007. However, as a result of recent market volatility it was felt prudent to revisit.  Another valuation exercise undertaken by Urban Vision in April 2008 has suggested that despite the increase in land resources, there has been a fall in the contribution this makes to Project
6.9 It has been recognised and anticipated the additional pressures that this may place upon developers and RSL’s as the Project moves forward and the need to continue to work in partnership to ensure that the objectives of the Project are delivered.
6.10 It has to be accepted that to facilitate the build of the affordable homes a “less than best” value for the land may have to be considered. However in the case of the former Windsor High School site it is expected that receipts will be generated to support the BSF programme. In any event, selling land at less than best value will also require Secretary of State approval.
6.11 In order to achieve an affordable scope of works within the Outline Business Case, the delivery of the affordable units would require a level of Social Housing Grant support from the Housing Corporation.
6.12 Ongoing discussions have been held with the Housing Corporation and an indication has been given that they would consider in principle providing grant of approximately £11 million, delivering 276 new social units for rent in the PFI area.  An additional £1.6 million has been secured on the2008-2011 programme for 38 units on the former site of Lilac Court and Fitzwarren Street. 
6.13 Cabinet is therefore requested to approve the use of the land identified to provide for the additional units, the potential disposal of the land at less than best value and note the requirement to support future bids to the Housing Corporation by the RSL for the social units.
7. Leaseholder Costs
7.1 Within the Pendleton area there are 25 leaseholder properties, (flats which have been purchased through RTB and are no longer owned by the Council), 16 post demolition that would be covered by the project. These properties will be covered by the PFI contract as individual properties can not be left unattended as this would be detrimental to the area as a whole.
7.2 The council will seek to recover costs from leaseholders in accordance with the terms of their lease, and will give consideration to the development of financial assistance products such as equity loans in order to assist any leaseholders who may be suffering from financial hardship.

7.3 In terms of leaseholder debt for major repairs, the maximum amount a landlord can recover from a lessee over a five year period is £10,000.  The council will ensure that Section 20 procedures under the Landlord and Tenant Act 1985 have been implemented.
7.4 The council recognises that any costs for capital works on leasehold properties are not covered by PFI credit, and therefore the share of the cost of the works will be recovered by the following means:
· Full cash payment
· Part cash payment / part by instalments
· Service charge loan, payable by instalments
· A charge taken against the property
7.5 This would therefore mean that the Council in accordance with the five year rule will have to identify capital funding of approximately £1m to cover the gap between the cost of works and the leaseholder contribution.   
8. Conclusion
8.1 In order to submit the PFI OBC there is a requirement to demonstrate financial support from the Council for the issues identified above and summarized in the recommendations.

8.2 Cabinet are asked to approve the recommendations.
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