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TITLE: BRIEFING PAPER 

Stock Options - Investment Needs and Resources  


RECOMMENDATIONS:

That the Briefing paper is noted.

EXECUTIVE SUMMARY:

In terms of the stock options appraisal sign off, an accurate stock condition database will help determine investment requirements and will help to inform tenants’ and residents’ views in different parts of the city.   

A Council housing stock survey was commissioned in Autumn 2003 and the final report was issued in February 2004. We now have a detailed database that includes a 17% sample of all Council housing stock.  

Analysis of the survey has forecast that expenditure to improve and maintain the stock over 30-years is some £1.53bn.  This equates to £52,593 per dwelling or £1,765 per dwelling per annum. (including professional fees, management costs and VAT overall costs may increase to some £1.766 billion).

On the basis of the stock survey FPD Savills estimate that 69% of the Council’s housing stock currently fails the Decent Homes Standard (DHS). FPD Savills has assessed the cost of addressing the works required to remedy failure against the DHS and to prevent future failure to 2010 at just £44 million.

The full extent of investment needed to the stock to achieve and maintain the DHS and to keep the building elements in a good state of repair, over the next ten years, is estimated to be in the region of £443 million.   

Analysis has indicated that under current Council policies the amount of investment resources available to the Housing Revenue Account over the next 10 years is some £161 million, compared with the first 10 years’ projected from the stock condition survey of £443 million.  The investment gap is therefore approximately £282 million, or approximately £9,760 per dwelling. 

Our options appraisal process will examine ways of meeting the investment resources needed through ALMO, PFI or Small – Medium scale Transfer (or a mixed route) in ways that seek to meet tenants’ and residents’ aspirations while being part of a coherent and sustainable HRA investment strategy.  The stock condition information will help determine investment requirements and will help to inform tenants’ and residents’ views in different parts of the city.   


BACKGROUND DOCUMENTS:  

Collecting, Managing and Using Housing Stock Information, A Good Practice Guide ODPM  (2000)

Decent Homes: Capturing the standard at a local Level ODPM (2002) 

Review of the Delivery of Decent Homes Targets for Social Housing (PSA plus Review) (2003) 


ASSESSMENT OF RISK: High 

Impact on Housing Strategy submission (2004) 

Impact on HRA Business Plan submission (2004) 

Impact on Stock Option Appraisal Sign Off (2004) 

Impact on Comprehensive Performance Assessment


THE SOURCE OF FUNDING IS:  Not applicable 


LEGAL ADVICE OBTAINED: Not applicable 


FINANCIAL ADVICE OBTAINED: No  


CONTACT OFFICERS:

Paul Longshaw 

Tel 0161 922 8715 
e-mail paul.longshaw@salford.gov.uk

WARD (S) TO WHICH REPORT RELATE (S):
All 


KEY COUNCIL POLICIES:


Housing Strategy Statement 2004 - 2007

HRA Business Plan 2004 

Stock Option Appraisal 2004
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	To help achieve a “fit for purpose” housing strategy and business plan we must ensure and evidence that: 

· They are based on accurate stock condition data ensuring that it is kept up to date and accessible; 

· They reflect the demand for social housing in the city and supports the City Council’s wider strategic plan;  

· They select the appropriate investment option for each area  

· They support the current ALMO’s delivery plan with a focus on achieving decent homes  

In terms of the stock options appraisal, we must examine ways of meeting the investment resources needed through ALMO, PFI or Small – Medium scale Transfer (or a mixed route) in ways that seek to meet tenants’ and residents’ aspirations while being part of a coherent and sustainable HRA investment strategy.  An accurate stock condition database will help determine investment requirements and will help to inform tenants’ and residents’ views in different parts of the city.   

A Council housing stock survey was commissioned from FPD Savills in Autumn 2003, building on earlier survey work undertaken by both FPD Savills and the New Prospect Housing in-house team.  Site work commenced in October and completed in November, and the final report was issued in February 2004. We now have a detailed database that includes a 17% sample of Council’s housing (the sample was drawn from the various property types / Archetypes in order to improve accuracy). For further details please refer to Appendix 1 FPD Savills Final Stock Condition Survey Report - Executive Summary dated February 2004.  

In brief, the stock condition process followed good practice guidelines. The survey classified work into the following categories and projected the cost of works over a 30-year period:

· Catch-up repairs: needed to put the building elements into a good state of repair at the time of the survey;

· Future major repairs: major refurbishment or renewal of building elements that have reached the end of their economic life;

· Improvements: the installation or major upgrading of building elements or facilities, e.g. full home central heating replacing partial, first time entry phone installation.  

· Related assets: covering maintenance of garages, shops, offices, unadopted roads and paths, play areas, district boiler houses and stores.  

· Contingent major repairs: an allowance to cover unforeseen works such as repairs/ renewals to retaining walls or drain renewals;  

· Response, void and cyclical work: covering routine response repairs, work to vacant properties between lettings and cyclical servicing or decorations.  The cost of these works is generally met from revenue rather than capital budgets, and budget information has been reviewed by FPD Savills to remove capital items which are already covered in the catch-up and future major repairs categories. 

The survey also measured the extent to which the Council’s homes fell short of the government’s Decent Homes Standard at the time of the survey and in the run up to the deadline of 2010, allowing for the decay of the building elements concerned.  

Detail 

Stock Condition  - 30 year cost 

Analysis of the survey has forecast that expenditure to improve and maintain the stock over 30-years is some £1.53bn.  This equates to £52,593 per dwelling or £1,765 per dwelling per annum.

The costs are at November 2003 prices, including building works and contract preliminaries, but exclude professional fees, management costs and VAT.  It is anticipated that professional fees and management costs would need to be considered.  Therefore the total 30-year costs may increase to some £1.766 billion.  

Stock Condition – Decent Home Standard 

On the basis of the stock survey FPD Savills estimate that 69% of the Council’s housing stock currently fails the Decent Homes Standard (DHS).  FPD Savills has assessed the cost of addressing the works required to remedy failure against the DHS and to prevent future failure to 2010 at just £44 million (at survey prices and excluding fees etc).  

While this expenditure taken in isolation is well within the Council’s foreseen resources, it ignores the need to repair or replace elements that reach the end of their useful life but where this does not impact upon the DHS definition.  If the investment needed in these elements is not available, associated repairs will escalate and fall upon limited revenue budgets within the HRA, producing an unsustainable position.  It follows that to maintain services and the viability of the HRA these works must also be attended to.  

Taking this into account, the full extent of investment needed in the dwelling stock to achieve and maintain the DHS and to keep the building elements in a good state of repair involves an estimated total of £303 million to the end of 2010 (including fees and management costs). 

This total excludes aids and adaptations and works to “related assets”, which if included could increase the total to £443 million.   

The Resources Available and the Funding Gap

The revenue resources to pay for the response, void and cyclical works must come from the Council’s Housing revenue Account.  The capital resources currently available to the Council to fund the major works programmes come from: 

· The Major Repairs Allowance;  

· Usable capital receipts, primarily from RTB sales; 

· Supported Capital Expenditure (the equivalent under the Local Government Act 2003’s arrangements of the HRA element of Basic Credit Approvals, and upon which HRA subsidy meets the capital charges); and 

· Any revenue contribution to capital expenditure.  

Analysis has indicated that under current Council policies(*)  the amount of investment resources available to the HRA over the next 10 years is some £161 million, compared with the first 10 years’ projected from the stock condition survey of £443 million.  The investment gap is therefore approximately £282 million, or approximately £9,760 per dwelling. 

The analysis has been based upon the stock within the HRA at the time of the survey (including 28,877 dwellings).  Over the next 10 years, it is anticipated that, Right To Buy (RTB) sales will reduce the stock by an estimated 3,100 homes, or about 11%.  While this will reduce the extent of the total gap, resources will also reduce (per dwelling in the case of the Major Repairs Allowance), so that the gap per dwelling in not likely to fall.  Indeed, if it is the stock in better condition that is the subject of the RTB, the unit gap is likely to increase.  

(*) Note that current Council policy dictates that RTB receipts and Supported Capital Expenditure are used for General Fund Investment purposes. 

Stock Option Process

The first phase of consultation “A Fresh Start for Housing” has now been concluded. We have explained that we will be sharing appropriate information in terms of demand, investment requirements and levels of known satisfaction in the second phase. This will involve detailed engagement with tenants and residents and will help to develop the most appropriate options for our estates. 

The Housing Options Team will utilise and present the investment requirements to our tenants and residents. The Stock Condition information as presented, represents headline citywide data. We are currently analysing the database so we have costs, indicators and comparators down to estate levels and it is anticipated that this will be concluded, for all estates, by mid March. 
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	Conclusions  

The options appraisal will examine ways of meeting the investment resources needed through ALMO, PFI or Transfer (or a mixed route) in ways that seek to meet tenants’ and residents’ aspirations while being part of a coherent and sustainable HRA investment strategy.  The stock condition information will help determine investment requirements and will help to inform tenants’ and residents’ views in different parts of the city.   

Based upon current stock levels, the stock condition survey and the assessment of HRA resources indicate a very substantial funding gap over the next 10 years, amounting to an estimated £282 million. 

The Housing Options Team will utilise and present the investment requirements to our tenants and residents. Note that the gap (£282 million) is expected to increase as and when environmental improvements and remodelling investment needs are identified through the tenant consultation process. 

If we are to get the best quality and to provide a wider choice of housing, environmental improvements and suitable remodelling will be pivotal in terms of sustainability. 


Paul Longshaw – Strategy and Planning Manager (Policy & Resources)  



	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	



