CITY OF SALFORD

HOUSING REVENUE ACCOUNT BUDGET

2002/2003

JOINT REPORT OF THE DIRECTOR OF CORPORATE SERVICES

AND THE DIRECTOR OF HOUSING SERVICES

TO THE CABINET

HOUSING REVENUE ACCOUNT BUDGET 2002/2003

1. INTRODUCTION
1.1 This report is intended to inform members of the Housing Revenue Account (HRA) 2001/2002 Approximate (the “expected” outturn) and the 2002/2003 Budget

· incorporating

· the effects of the October 2001 Rent and Service Charge Review

· the actual HRA subsidy determinations for 2002/2003

· the actual Item 8 credit and Item 8 debit (general) determinations 2002/2003

· previously approved service developments

· the effects of the 2000/2001 outturn;

· outlining major variations to the original HRA Budget 2001/2002;

· seeking members’ approval for the 2002/2003 HRA Budget;  

1.2 The HRA budget report is one of the most important documents which the City Council will consider during the course of the year.   As well as reviewing current plans and achievements in financial terms it also reflects aspirations for the coming year taking into account the wishes and needs of its tenants and available resources.

Appendix 1 sets out background to the HRA and HRA subsidy

Appendix 2 sets out the main features of the 2002/2003 HRA subsidy determinations.

1.3 The report is set out in the following format:-



Section 1
-
Introduction
(page 1)



Sections 2-12
-
The formal budget report which deals with the main aspects of the HRA
(pages 2-11)



Section 13
-
The appendices which contain all the technical details supporting the formal budget report
(pages 12-32)



Section 14
-
Glossary of Terms
(page 33)

2. HOUSING RENT AND SERVICE CHARGE REVIEW 2001
2.1 Members will recall that Cabinet on the 14th August 2001 approved the following resolutions:-

· that an average rent increase of £1.39 per dwelling per week over 52 weeks (equivalent of £1.50 over 48 weeks) be approved with effect from 1st October 2001 and that the increase be applied on a differential basis in line with current policy (see Appendix 3 for details)

· that the following service charges be revised with effect from 1st October 2001:-


a)
Canterbury Gardens
- £0.73 per week increase


b)
Security

- £0.53 per week increase


c)
District Heating
- £1.00 per week decrease



(48 rent weeks per year)

2.2 Members are reminded that the review only partially addressed the ongoing consequences of the 2001/2002 budget shortfall (funded from balances in 2001/2002).  The anticipated additional proceeds in a full year were £2.0m compared with a projected 2001/2002 budget shortfall of £2.8m.  This is the third year running that the review has had to address the ongoing consequences of the current year's budget shortfall (funded from balances) rather than considering a preliminary projection for the following year.

3.
2001/2002 REVIEW
3.1 Members will recall that the Original Budget 2001/2002 provided for gross expenditure of £134.104m which, after taking account of income from rents, fees and charges, interest, a General Fund contribution and housing subsidy required a contribution from balances to the HRA of £2.806m.

3.2 Taking into account the following adjustments the estimated contribution from balances to the HRA was subsequently revised to £2.128m giving an estimated balances level of £3.162m at the 31st March 2002.

· £0.222m

-
Virement from balances to the HRA (ref - HRA Outturn Report 2000/2001)

· £0.900m (cr)

-
2001/2002 estimated proceeds of the October 2001 Rent and Service Charge Review (ref - August 2001 Rent Review Report)


3.3
The 2001/2002 Approximate


3.3.1
The 2001/2002 Approximate Budget further reviews and updates the budget position.



3.3.2
The base data used and assumptions made in the calculations are highlighted in Appendix 4.



3.3.3
Appendix 5 compares the Notional HRA and the Actual HRA for the 2001/2002 Approximate with the 2001/2002 Original.



3.3.4
Members will note that there is now a proposed contribution from balances in 2001/2002of £2.232m.



3.3.5
Appendix 6 sets out the major variations between the Original Estimate 2001/2002 and the Approximate for 2001/2002 incorporating updated calculations in respect of the adjustments referred to in paragraph 3.2.

4.
THE 2002/2003 ESTIMATE

4.1
The base data used and assumptions made in the calculations are highlighted in Appendix 4.

4.2
Appendix 7 compares the Notional HRA and the Actual HRA for the 2002/2003 Estimate with the 2001/2002 Original.

Members will note that the proposed contribution from balances in 2002/2003 is £0.5m and projected balances at 31st March 2003 are £2.558m.

This scenario has been facilitated by reductions in the Repairs Account contribution of £2.5m and Management expenditure of £0.238m.


4.3
Appendix 8 sets out the major variations between the Original Estimate 2001/2002 and the 2002/2003 Estimate.

4.4
This budget report does not provide for the proceeds of any rent increase in respect of 2002/2003 or future service charge revisions. 

5.
RESOURCE ACCOUNTING

5.1
A new financial framework based on a form of resource accounting for the Housing Revenue Account has been introduced from the financial year 2001/2002.


5.2
The main objective is to increase the transparency of the HRA, by showing the value of an authority's housing assets and the level of subsidy needed to maintain them.


5.3
This will have the effect of replacing capital financing costs based on historic debt with capital charges linked to the value and the cost of depreciation of the stock.


5.4
Appendix 9 sets out the 2001/2002 Approximate budget and the 2002/2003 Estimated budget in the new Resource Accounting format.


5.5
The formats set out in Appendix 9 will inform next year's budget process and will form the basis of comparison to the 2002/2003 Approximate and 2003/2004 Estimate budgets.

6.
REPAIR/MAINTENANCE/IMPROVEMENT
6.1
Members will recall that Housing Committee, 18th December 1998, approved the creation of a separate Housing Repairs Account within the ringfenced HRA under Section 77 of the 1989 Local Government and Housing Act to facilitate future budget management.


6.2
A Housing Repairs Account is used to keep a separate record of income and expenditure relating to the repair and maintenance of an authority’s HRA houses or other property.  The main item of income within the Housing Repairs Account will be the contribution from the HRA.


6.3
Housing Repairs Account




£m

£m






Balance brought forward 1st April 2001


2.095

2001/2002


Contribution from the HRA (net)


Expenditure
18.049

19.877






- 1.828









0.267






2002/2003


Contribution from the HRA (net)


Expenditure
16.233

16.500






- 0.267









-

6.4
Members are reminded that in addition to the above there is also a contribution from revenue to support the Capital Programme of £8.466m in 2001/2002 and £7.152m in 2002/2003.

6.5
At the time of writing this report the Housing Investment Programme 2002/2003 funding arrangements are incomplete, although the HRA element of the programme is now restricted to the resource specific Major Repairs Allowance (Paragraph 7.3 refers)

7.
MAJOR REPAIRS RESERVE

7.1
The Major Repairs Allowance (MRA) was introduced for the first time in 2001/2002 as part of the switch to Resource Accounting.  It represents the estimated long term average amount of capital spending required to maintain the stock in its current condition.

7.2
The Local Authorities (Capital Finance and Accounts) (England) Regulations 2000 require authorities to set up a Major Repairs Reserve to facilitate the utilisation of the MRA.

7.3
The funds are an HRA capital resource and are paid to local authorities via HRA subsidy.

7.4
The Item 8 Determination provides for the HRA to benefit from the potential for short term investment of any unspent sums in the reserve each year.

7.5
The amount available for capital spend in 2001/2002 is £16.786m and for 2002/2003 is £16.363m.

8.
HRA BALANCES

8.1
Members are reminded of the volatile nature of the HRA and the need, particularly under ringfencing, to maintain balances to meet unforeseen circumstances which might arise and to minimise the effects of:-

· inflation

· interest rate variations

· budget variations identified during the year

· HIP capital resource requirements (para 6.5 refers)

· the DTLR continually reviewing HRA subsidy

· the trend in void properties

· Rent Restructuring


8.2
In an ideal situation balances associated with an account of this size taking particular account of the comments in paragraph 8.1 would amount to approximately 3% of the gross budget (excluding the MRA), i.e. £3.4m. (reference: District Audit ‘General Financial Standing’ Report 2000/2001)


8.3
Statement

Original Budget 2001/2002
Amendments arising from

- the 2000/2001 HRA Outturn

- Autumn 2001 Rent and Service Charge Review

Current Estimate


£000
£000

£000







Balances at 31.3.2001
5,018
5,290

5,290

Estimated contribution 2001/2002
- 2,806
- 2,128

-2,232

Estimated balances at 31.3.2002
2,212
3,162

3,058

Estimated contribution 2002/2003



-0.500

Estimated balances at 31.3.2003



2,558

%of Budget



2.2%


8.4
Members need to be aware of a number of major issues which will impact upon the HRA budget beyond 2002/2003:-

· The proposed 2002/2003 balances contribution of £0.5m is funding ongoing costs, a situation which will be subject to review in the future.

· The trend in void properties and the potential impact on the level of rent income.

· The impact of the implementation of the new computerised housing management information system.

· The Director of Housing Services is continually reviewing service delivery with a view to maintaining the present standards at a lower cost. If improvements are shown against rent collection and void targets, then additional resources may be available for further investment in the stock.

8.5 Members are also reminded that the General Fund is still indebted to the HRA as a result of  the temporary rule, use of capital receipts, the demolition of some HRA dwellings and the utilisation of Housing Management DSO surpluses.

Discussions regarding the level of indebtedness are ongoing with the Director of Corporates Services, however the ultimate settlement may influence the level of balances.

9.
RENT RESTRUCTURING AND FUTURE RENT REVIEW POLICY


Appendix 10 provides an explanation of the Government's Rent Restructuring proposals.  Members are reminded that Cabinet Briefing, 15th January 2002, considered and declined to approve a report seeking a revision to the HRA Rent Review Policy to align it with the HRA Budget process with effect from 1st April 2002.


Members are reminded that the City Council is required to formulate a rent restructuring plan which will be subject to review by the Housing Inspector. This will be the subject of a further report.

10.
CONCLUSION
Members are reminded of:-

-
The volatility of the HRA and potential effects of subsidy changes.

-
The need to:-

· achieve balances equivalent to 3% (£3.4m) of the HRA gross budget

· sustain improvements to the housing stock

· continually review service delivery within a rolling 5 year programme of Best Value reviews

· continually review the void property situation and the resultant impact on HRA income

-
Further subsidy changes and inflationary factors which will affect the account during 2002/2003 and beyond.

11.
RECOMMENDATIONS
Being mindful that, under Section 76(3) of the Local Government and Housing Act 1989, the Council is required to formulate proposals for the forthcoming year which ensure that, on the basis of the best available information, the Housing Revenue Account will not incur a deficit.  Members are requested to:

a)
approve the proposals set out in this report in respect of the revised HRA for 2001/2002 and the estimate for 2002/2003

12.
BACKGROUND PAPERS
a) Housing Rent and Service Charges Report - Cabinet, 14th August 2001

b) HRA Subsidy Determinations 2002/2003.

c) Item 8 Debit and Item 8 Credit (General) Determinations 2002/2003.

d) Housing Rent Policy Review report – Cabinet Briefing 15th January 2002.
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