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REPORT OF STRATEGIC DIRECTOR FOR SUSTAINABLE REGENERATION AND CITY TREASURER.
TO THE LEAD MEMBER FOR HOUSING AND THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES ON MONDAY 4TH APRIL 2011
TITLE:
CONSULTATION RESPONSE TO CIPFA PROPOSED CAPITAL FINANCE ARRANGEMENTS UNDER THE NEW HOUSING FINANCE SYSTEM.
RECOMMENDATION: That the Lead Members agree the proposed consultation response to CIPFA
EXECUTIVE SUMMARY:

In February 2011 CIPFA issued the consultation document on “‘Proposed Capital Finance arrangements under the New Housing Finance System”. The deadline for responses to the consultation is 31st March 2011.
CIPFA are seeking both general comments on the proposals as set out and comments on specific issues highlighted in the document.
BACKGROUND DOCUMENTS:

(Available for public inspection)
Proposed Capital Finance arrangements under the New Housing Finance System
KEY DECISION:
YES
DETAILS:

Management of Debt:
Proposal

The abolition of the housing subsidy system will result in housing authorities either taking additional borrowing to buy themselves out of the subsidy system or receiving a lump sum with which to repay existing borrowing.  
It is anticipated that the majority of authorities due to receive a lump sum for debt redemption will have PWLB loans repaid on their behalf by DCLG with DCLG meeting the costs of the consequential premia.  

In addition, local authorities will need to allocate their existing long term debt between housing and general fund as the current statutory method of apportioning debt charges will cease.
The consultation paper sets out suggested methodologies to be adopted to achieve the required result.

In order to ensure equity between the General Fund and the HRA it is proposed that all types of long term loans should be split.  
Following the closure of the 2011-12 accounts the PWLB will split all existing loans between the General Fund and HRA.  
Issues
The Council falls into the category of authorities which will see a reduction in their long term debt.

However, at this point in time the Council does not have any PWLB loans in its debt portfolio, although will be able to position itself to hold some, if required.

It is not clear what is proposed for authorities in a similar position to the Council whose PWLB debt is less than their debt reduction potentially resulting in early settlement premia becoming payable on market loans. 
It is acknowledged in the consultation paper that it will not be possible to physically split market loans and that this will need to be done notionally and separated when they are next restructured.  This could result in notionally allocated debt charges being allocated for a considerable number of years.

The consultation paper assumes that all short term market loans are taken for cash flow purposes and should be treated as General Fund loans with the interest arising forming part of the interest on balances calculation. Given Salford’s dependence upon short-term borrowing in recent years, this could cause an imbalance in the split of the loan portfolio between the General Fund and the HRA whereby the HRA loses out. 
Consultation Response
The consultation paper mentions that the underlying principle at transition must be that of no detriment to the General Fund and that a further principle that the future charges to the HRA are not influenced by General Fund decisions. However, we believe that the underlying principle should be more forcefully stated of being of equity to both the General Fund and the HRA, rather than emphasising the impact of one fund over the other.

The reason for suggesting this is that Salford, like many other authorities, has in recent years adopted a policy of short-term borrowing to take advantage of historically low rates of interest. If only long-term loans are to be split between the funds whilst short-term loans are to be treated as part of cash flow management in the General Fund then the General Fund will receive the overwhelming benefit of the short-term interest rates and the average rate of interest borne by the HRA will increase at transition.

We currently hold £135.8m of short-term loans out of a total loan portfolio of £483.6m. If all the short-term loans are managed within the General Fund we estimate that the interest charge to the HRA will increase by £1.49m.
It should therefore be made a duty of a local authority to ensure equity of treatment between the two funds. One way of doing this is to give local authorities the freedom to choose the most appropriate manner of managing its debt between a one-pool, two-pool or three-pool approach, or any other approach that achieves equity.

In this respect the arguments around the one-pool approach have been played down too much and greater weight should be given to the advantage of adopting this approach for those authorities that have accumulated a significant amount of short-term debt. 
Depreciation:
Proposal
The consultation paper details the use of depreciation rather than major repairs allowance.  Currently the Housing Revenue Account is charged with a major repairs allowance as a proxy for depreciation.  In the new self-financing regime it is intended to charge actual depreciation on all assets.

The aims and objectives of the new methodology for depreciation charge :

· Is consistent with IFRS

· Is affordable to the HRA business plan
· Minimises the additional administrative burden.

A stock condition survey would need to be completed and it is suggested that this would be done on a component basis.  This is achieved by looking at the various elements within a property and applying a cost and life span.  See table below for example:

	Component
	Life Span
	Value
	Depreciation

	Bathroom
	20
	£2,500
	£125

	Kitchen
	15
	£3,300
	£220

	Boiler
	15
	£1,500
	£100

	Windows
	30
	£3,000
	£100

	Componentised Depreciation
	
	£10,300
	£545


Issues

However the consultation paper is not clear on how the valuation of assets would be brought into the HRA if they are non-decent, as self financing presumes all properties meet the minimum standards.  In Salford the stock conditions have remained fairly level, but the Decent Homes Grant has been approved for 2011/12 to allow work on properties to bring them up to an appropriate standard.  

This could result in the revaluation of assets upwards once they meet the standard or even impairment of assets where their condition has changed from the original valuation.  There are concerns within the consultation on the impairment of assets, as once they are charged to the HRA there would be no facility to reverse it out if conditions change.  Therefore this could have a detrimental effect on the HRA for SCC.

The consultation also discusses the need to depreciate assets which have been funded by external sources, i.e. grant funding.  This again is an area for concern for the authority as the asset would be reduced year on year and yet the claw-back to the funding body would remain at the level of grant given.  This could have a detrimental effect on the HRA, but at this moment in time it is difficult to say if this would be significant.

The details of the depreciation charges and how this will affect the HRA are not clear in the consultation paper and therefore at this stage it is difficult to say whether the impact will be significant or not.

Consultation Response
The componentisation approach to valuation seems an unnecessarily complicated, bureaucratic and costly introduction which has dubious value at a time when local authority budgets are stretched and the extent of detailed calculation required to satisfy IFRS requirements needs to be challenged and, if possible, simplified. 

The requirement to charge impairment to the HRA which could not be reversed out will potentially have a detrimental effect for the Council. The details of the depreciation charges and how this will affect the HRA are not clear and therefore at this stage it is difficult to say whether the impact will be significant or not.

Conclusion

Clearly, the implementation of self financing will have implications for the Council but it is not possible at this stage to fully quantify the impacts.
Recommendation 

It is recommended that the Lead Members agree the proposed consultation responses to CIPFA detailed above.

KEY COUNCIL POLICIES: N/A
EQUALITY IMPACT ASSESSMENT AND IMPLICATIONS: None required
ASSESSMENT OF RISK:

Low as a result of this report. However they may be longer term implications for the Council to meet and sustain the Decent Homes Standard.

SOURCE OF FUNDING:  None Required 
LEGAL IMPLICATIONS : None directly from this report
FINANCIAL IMPLICATIONS (Supplied by Alison Swinnerton)
None directly from this report. However the outcome of the consultation could have an impact on the HRA and on treasury management functions of the Council which as yet are not quantifiable.
OTHER DIRECTORATES CONSULTED: None required
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TEL. NO.
x 2585

Elaine Marks-Parker

x3224
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