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REPORT OF THE STRATEGIC DIRECTOR OF SUSTAINABLE REGENERATION AND CITY TREASURER
TO JOINT LEAD MEMBERS FOR HOUSING AND CUSTOMER AND SUPPORT SERVICES ON 28 JUNE 2010
TITLE:
Housing Revenue Account (HRA) Reform – Response to Consultation Prospectus Issued March 2010
RECOMMENDATIONS:

1 That the Lead Member supports the proposed consultation response from Salford City Council and Salix Homes to Communities and Local Government as detailed in appendix 1.
2 To note the implications of the indicative 30 year HRA business plan set out in paragraph 4
3 Determine whether the Council wants an April 2011 start date or require more time to prepare for the changes.

EXECUTIVE SUMMARY:

This report sets out the proposed response from Salford City Council and Salix Homes to Communities and Local Government and outlines the key issues that shape the indicative 30 year HRA business plan developed to help inform the response.

BACKGROUND DOCUMENTS:


Council Housing : A Real Future ( Prospectus ) from Communities and Local Government.
Housing Quality Network Presentation Papers

KEY DECISION:
No
DETAILS:
1.
 Background

1.1 
In July 2009 Communities and Local Government (CLG) issued a consultation paper on how to dismantle the Housing Revenue Account subsidy system and replace it with a devolved system of responsibility and funding. Included in the paper issued was a list of questions that required a response to CLG by 27th October 2009.
1.2 
Working closely with our ALMO Salix Homes a joint response was submitted to CLG which supported the principle of HRA Reform but required much more detail on how it would work in practice.
1.3
In March 2010 CLG issued a more detailed consultation paper ‘Council housing: a real future’. Included in the paper was a list of questions with a deadline for responses of the 6th July 2010. The proposed consultation response from Salford City Council and Salix Homes to Communities and Local Government is detailed in appendix 1.
1.4 
On the 8th June 2010 the Housing Minister Grant Shapps issued a statement saying;
"The council house finance system is a mess. For far too many years this unfair system has tied the hands of councils, stopping them from best meeting the housing needs of the communities they serve.

"The 4 million tenants living in council housing deserve better. That's why this Coalition Government is committed to genuine action to overhaul the system. As a starting point I can today confirm that I am continuing the consultation on dismantling the current system that is already underway.

1.5
In order to frame an informed response it was necessary to develop a 30 year business plan to test the viability of the Housing Revenue Account following the implementation of HRA Reform.
2.
‘Council housing: a real future’ – Implications for Salford City Council
2.1
Providing it is financially viable HRA Reform brings many advantages to Salford City Council and their tenants. The key advantages are;

· Councils will have predictable income streams (rents) which can be used to maintain there own stock

· This will help LA’s to;

· Set and work towards medium / long term local priorities;

· Provide a clear financial framework;

· Manage their homes and services better;

· Respond to local housing priorities;

· Involve communities in deciding what money is raised in rents and how it is used.

· Retain and invest 100% capital receipts

· Limited opportunities to fund new build with support from Social Housing Grant

3.0
     Proposal
3.1 The proposals contained within the consultation paper are to effectively replace   housing subsidy with debt. Since Salford City Council is a net receiver of subsidy the Council will have the benefit of up to £34m of PWLB debt being written off. This will create the headroom for borrowing the Council will need if it is to provide sustainable investment in council homes over the next 30 years and beyond.
3.2 In framing the proposal the CLG has made the following assumptions for the 
30 year business plan;

· Rents will converge by 2015/16 
· MRA uplift for Salford 25%
· Management & Maintenance uplift for Salford 6.9%
· Combined uplift for Salford 11.5%
· Base interest rate for debt 6.5%, but 7% can be used to create headroom for new build
· Current Salford SCFR debt £109m
3.3 The paper suggested that Decent Homes funding backlog of £3.2 billion would be likely to be honoured but would be subject to the Comprehensive Spending Review. 
3.4 The paper also suggests a commencement date of April 2011. Councils can, however, through their responses suggest a later start date.

4.0 30 Year Business Plan
4.1      The 30 year business plan has been developed by a joint working group of officers from Sustainable Regeneration, Finance, Salix Homes and the Housing Quality Network.
4.2       In developing the plan, in addition to the assumptions outlined in paragraph 3.2 the following further key assumptions were used;
· The Council would accept the offer of the 7% discount rate.

· Decent Homes Funding ( supported borrowing ) of £69m to complete the programme by the end of 2014/15. 
· An on-going capital programme at an average level of £10m per annum (excluding inflation ) following on from the completion of the Decent Homes programme in 2014/15 to ensure sustainability of the Decent Homes investment.

· An on-going capital programme at an average level of £5.4m per annum (excluding inflation) for other capital programme including for example DDA, Lift replacement, Adaptations etc.
· An on-going revenue maintenance programme at an average level of £9.4m per annum.
· Pendleton PFI will continue with an annual additional revenue contribution from the HRA of £2m per annum.
· PFI Demolition costs of £12m outside of the scope of the PFI contract will be funded via the HRA.

· A small new build programme of 10 units per annum from year 5 onwards.
· Interest on borrowing (CRI) will average 5%

4.3 The initial outcome following factoring in the above assumptions was that the   HRA is not viable as it could not afford to sustain the level of capital and revenue investment over the 30 year time span in the model (see Appendix 2)
4.4 In order to produce a model that was viable and that repaid the debt over a 30 year period a number of differing scenarios were modelled. The table below shows some of the options considered.
	
	Revenue Savings Required
	Capital Savings Required

	Option 1
	13% ( £3.3m)
	25% reduction in programme 

	Option 2
	36% (£9.1m)
	No reduction in programme

	Option 3
	No reduction in revenue
	45% reduction in programme


4.5 While other variations to percentage expenditure on revenue and capital could be modelled it was considered at this stage to look at option 1 as probably the more deliverable of the options. Appendix 3 shows the outcome of applying option 1 is to create some headroom for limited new build from year 5 onwards (see appendix 4) and pay back the total costs of borrowing over the life of the plan.
4.6 Also at this stage the figures should be seen as indicative only. As a rigorous process of challenge both on HRA revenue and capital proposals needs to be undertaken. 

5.0 Implications of Pendleton PFI
5.1       Currently the model assumes that Pendleton PFI will go ahead. Therefore the costs of the demolitions in Pendleton have been factored into the model plus an additional revenue contribution of £2m per annum.
5.2
Should the PFI not go ahead the capital programme would need to be stretched to cover required investment to bring those homes within the PFI area up to Decent Homes standard and sustain that investment over the life of the plan.
6.0 Conclusion

6.1      Broadly the proposals contained in the consultation present a positive way forward for Council housing in the future. In responding positively to the proposals its important that we set out clearly any issues or areas of concern in our response to the questions being asked by Communities and Local Government. The response shown at appendix 1 sets out to do this. 
KEY COUNCIL POLICIES:

EQUALITY IMPACT ASSESSMENT AND IMPLICATIONS:-  None required
ASSESSMENT OF RISK:

Low 
SOURCE OF FUNDING:  N/A
LEGAL IMPLICATIONS : No comments required for this report
FINANCIAL IMPLICATIONS : The 30 year business plan is intended to deliver a viable Housing Revenue Account.
OTHER DIRECTORATES CONSULTED: Not required for this report
CONTACT OFFICER: Frank O’Brien
TEL. NO.
0161-793-2585
WARD(S) TO WHICH REPORT RELATE(S): All wards
Appendix 1

ANNEX A

Consultation questions

Questions

1. What are your views on the proposed methodology for assessing

income and spending needs under self-financing and for valuing

each council’s business?

Broadly the proposals contained in the consultation present a positive way forward for Council housing in the future and as such Salford City Council would support self-financing. However the Councils support is subject to Communities and Local Government adhering to the principles set out in the prospectus.
In considering its response to the consultation the Council has modelled a 30 year business plan based on the following assumptions;
· Rents will converge by 2015/16 
· MRA uplift for Salford 25%
· Management & Maintenance uplift for Salford 6.9%
· Combined uplift for Salford 11.5%
· Base interest rate for debt 7% to create headroom for new build
· Current Salford SCFR debt £109m
· The Council would accept the offer of the 7% discount rate.

· Decent Homes Funding ( supported borrowing ) of £69m to complete the programme by the end of 2014/15. 

· Pendleton PFI will continue with an annual additional revenue contribution from the HRA of £2m per annum.

· A small new build programme of 10 units per annum from year 5 onwards.

Any significant variations relating to the above assumptions could make the 30 year business plan unsustainable.

In addition to the above assumptions and before entering into a commitment to fully support HRA Reform there are a number of issues that require clarification and/or resolution as follows;
Decent Homes backlog

The Council is anticipating funding of £69m (supported borrowing) to enable it to meet the decent homes standard within the next 4 years. Also in order to make the business plan affordable the Council would need to scale back on capital investment levels required to sustain decent homes over the long term. Given that the decent homes standard is a minimum standard and that the expectations from council tenants in the future will be for standards to be increased decent homes funding from supported borrowing should be continued at a level to support the council’s capital programme over the first 10 years of the business plan.
Other backlogs

The consultation prospectus alludes to other areas of potential capital expenditure but is not specific as to how these are to be funded. For example there are increasing demands for increased investment in the following areas;

· disabled adaptations, 

· alterations driven by the Disability Discrimination Act, 
· fire safety regulations

· asbestos removal

· lift replacements

What additional support can Communities and Local Government provide to help meet these demands?

MRA Uplift 25%

The prospectus overlooks the findings of the Building Research Establishment which indicated that MRA increases of 43% were required just to stand still and that higher increase might be required depending on life cycles.

The MRA uplift of 25% for Salford City Council falls well short of this figure and as a consequence adds pressure to the 30 year business plan in terms of having to stretch both capital investment and revenue maintenance budgets and have a significant impact on the Council’s capacity to maintain decent homes standards. 
Pendleton PFI

The Council has OBC approval and is currently moving towards preferred bidder stage for its Round 6 PFI scheme. As a consequence no assumptions on decent homes funding or further sustainable investment have been included in our response to the HRA Reform prospectus.
Should the PFI not go ahead this would put significant pressure on the Council’s capacity to deliver the much needed investment in Pendleton which would make the 30 year business plan unsustainable. There could also be a potential issue relating to bidders abortive costs incurred to bring them to preferred bidder stage.
Local Authority existing debt
The Council as part of its Treasury Management Strategy has taken advantage of favourable interest rates in recent years by restructuring significant amounts of debt. The prevailing rates at the time were more advantageous than PWLB rates and we therefore borrowing on the open market. How will the proposals outlined in the prospectus allow open market debt to be repaid?

Possible re-opening of the ‘debt calculation’ 
The prospectus suggests the possibility of the ‘debt calculation’ in future years. Our view is that this goes completely against the principles outlined in the prospectus and therefore should not be considered as a future option.

2. What are your views on the proposals for the financial, regulatory

and accounting framework for self-financing?

Memorandum balance sheet  and pooling of debt

The proposal for a memorandum HRA balance sheet should provide more transparency for relevant stakeholders. However the un-pooling of debt does not necessarily have to follow as a consequence of this. Having a consolidated debt portfolio can be beneficial for HRA and General Fund borrowing allowing Councils to make the most efficient use of resources. It is our view that the decision on pooling or un-pooling should be at the discretion of the Local Authority providing it can be demonstrated that this provides value for money.
Caps on borrowing
The prospectus proposes that borrowing will be capped at the discounted debt figure calculated through the PWC model. This proposal goes away from the principle established in 2004 through the Prudential Code. Through prudent management of the HRA further opportunities to fund investment in housing may present themselves in the future. Therefore it is our view that Local Authorities should be given the discretion to borrow above the cap if they can demonstrate affordability. 
3. How much new supply could this settlement enable you to deliver,

if combined with social housing grant?

The scope to build new houses after year 5 of the reform is extremely limited. Currently the model shows the capacity for new build would be 10 units per annum. However this is set against a backdrop of an extremely tight HRA.
4. Do you favour a self-financing system for council housing or the

continuation of a nationally redistributive subsidy system?

Yes  subject to resolution of the issue raised in response to questions 1 and 2.
5. Would you wish to proceed to early voluntary implementation

of self-financing on the basis of the methodology and principles

proposed in this document? Would you be ready to implement self financing in 2011-12? If not, how much time do you think is required

to prepare for implementation?

Yes  subject to resolution of the issue raised in response to questions 1 and 2.
6. If you favour self-financing but do not wish to proceed on the basis

of the proposals in this document, what are the reasons?
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