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REPORT OF STRATEGIC DIRECTOR FOR SUSTAINABLE REGENERATION
TO THE LEAD MEMBER FOR HOUSING AND THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES ON 6th AND 7th DECEMBER 2010.
TITLE:
DRAFT HOUSING REVENUE ACCOUNT (ITEM 8) AND DRAFT HOUSING REVENUE ACCOUNT SUBSIDY DETERMINATION 2011-12 – RESPONSE TO CONSULTATION
RECOMMENDATION: That the Lead Member notes the proposed consultation response to feed back from Salford City Council and Salix Homes to Communities and Local Government
EXECUTIVE SUMMARY:

On the 5th November 2010 Communities and Local Government issued the ‘Draft Housing Revenue Account (Item 8) and Draft Housing Revenue Account Subsidy Determinations 2011-12’ for consultation. The deadline for responses to the consultation is 16th December 2010.
Since the consultation paper was released the Housing Futures and Finance Divisions of Sustainable Regeneration and Customer & Support Services Directorates have been working together, along with our ALMO, Salix Homes, to formulate a response that is in the best interest of all parties including tenants.

BACKGROUND DOCUMENTS:

(Available for public inspection)
Draft Housing Revenue Account (Item 8) and Draft Housing Revenue Account Subsidy Determinations 2011-12
KEY DECISION:
NO 
DETAILS:

The proposed responses to Communities and Local Government are set out below.
Response
Rent Convergence
The consultation paper proposes a revised convergence timescale of 5 years with a final implementation date by 2015-16 to be consistent with the Department’s work on self-financing.  The September 2010 RPI of 4.6% has been used which is very high compared to last years -1.4%  .

In order to achieve convergence within this timescale the real increase in average rents (over and above the applicable RPI level) would be as follows.

NB. All figures based on 52 Week Rent Year

	Year
	Assumed RPI
	Guideline Rent
	Formula Rent
	Actual Rent
	% Real Increase

	2010-11
	-1.4%
	£58.91
	£63.51
	£59.24
	3.66%

	2011-12
	4.6%
	£62.89
	£66.75
	£63.16
	2.01%

	2012-13
	0%
	£64.17
	£67.09
	£64.38
	1.93%

	2013-14
	0%
	£65.47
	£67.42
	£65.61
	1.91%

	2014-15
	0%
	£66.78
	£67.76
	£66.85
	1.89%

	2015-16
	0%
	£68.10
	£68.10
	£68.10
	1.87%


Guideline rent is a guide as to how much each authority’s rent should increase.  The guideline rent increase for Salford is 6.78%. This is used to calculate the subsidy entitlement.  In the consultation document no mention is made of a limit increase on individual account of RPI +1/2% + £2 as has been the case in the past. Therefore, the increase in actual rent in the above table can be put into effect.  
This demonstrates that average rents in Salford will converge with Guideline and Formula rents in 2015/2016. However if a cap were re-introduced to restrict rent increase in 2011/12 and to keep rent increases at a lower level, this would not allow convergence in the agreed timescales, which may not be allowed.  A later convergence date would need to be asked for. 
Taking account of the 4.6% inflation rate the actual rent increase in 2011-12 would be 6.61%. This equates to an average of £3.92 per week per property (52 Weeks). As noted above no maximum increase for individual tenant account has been specified.  If the authority sets its actual rent lower than the guideline rent this effectively translates into a loss of rental income to the council.

This increase will be difficult to justify to tenants, particularly in the current economic climate and with the imminent introduction of welfare benefit reforms, however the increase is necessary to enable convergence in 2015/16 and to ensure consistency with the self financing agenda. Failure to meet the convergence timetable may have a negative effect on the finances in a self-financing Housing Revenue Account.
The Consolidated Rate of interest (CRI)
This is tantamount to the average interest rate the authority pays on its debt and credit arrangements. Some authorities have expressed concern that the change in the accounting treatment for leases under International financial Reporting Standards (IFRS) will have a considerable impact on the authorities average interest rate and hence the CRI calculation.  The representations received by DCLG from local authorities have asked that credit arrangements be excluded from the CRI calculations.  
The change to the accounting treatment of credit arrangements and the resultant increase in CRI will benefit the HRA. The HRA will get more subsidy allowance to pay for interest on its total debt than it pays in notional interest to the General fund.  
Major Repairs Allowance
The Major Repairs Allowance (MRA) per dwelling for the authority has increased by 0.55%, given a total MRA for 2011-12 of £7.02m. In order to ensure that the property standards are sustained and to fund the backlog of works required to make our housing stock decent we will require additional resources. The percentage increase is very low compared to the 23% government propose to offer in a self financing scheme, therefore CLG should be asked to increase the percentage rise to allow more works to be completed and a greater number of homes which meet the decent homes standard.
Decent Homes

The Government has recognised that the HRA reform settlement does not in itself provide capital resources to deal with the backlog of works required to make council homes decent.

To address the issue the Government will invest £2.1bn across the period 2011 to 2015. While this is a step in the right direction it falls short of the £3.2billion funding required to fund the total backlog.  A separate bid is being prepared to receive some of this funding, however this funding is now available to all, not merely those who have achieved 2 star housing inspection standard.  However due to budgetary constraints most council landlords will not receive the level of funding they had hoped for within the spending review period.
As a result some authorities including Salford will be ushered into self financing with inadequate capital resources to fund the backlog of works required to make their council stock decent.

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 is likely to have a significant impact in terms of rent increases compared to current inflation forecasts and the Councils ability to meet the Decent Homes Standard.
OTHER DIRECTORATES CONSULTED: None required
CONTACT OFFICER:
Alison Swinnerton
TEL. NO.
x 2585
WARD(S) TO WHICH REPORT RELATE(S): All wards
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