REPORT OF THE HEAD OF HOUSING AND DIRECTOR OF CUSTOMER AND SUPPORT SERVICES

TO LEAD MEMBER FOR HOUSING ON 27TH SEPTEMBER 2007, CUSTOMER & SUPPORT SERVICES ON 1st OCTOBER 2007
Subject: Housing Revenue Account (HRA) Rent Restructuring - Government Consultation Paper for 2008/09 to 2009/10
______________________________________________________________

RECOMMENDATIONS: 

1 
To note the possible implications on rent increases for future years as a  consequence of the two options being proposed by Government for future rent setting.

2 
To respond to Government that the Council would want to support option B to extend the rent restructuring period by at least a minimum of two years to 2013/14.
EXECUTIVE SUMMARY:

This report reminds Members of decisions previously taken on rent restructuring and compares the possible impact of the Governments proposals against this.

BACKGROUND DOCUMENTS:

Report to Council on the 19th February 2003 and 18th February 2004.

Housing Revenue Account Subsidy Determinations 2007/08.

Mechanism for setting Guideline rents in Housing Revenue Account Subsidy 2008/09 and 2009/10.

ASSESSMENT OF RISK:

Failure to increase the rent in accordance with the plan could jeopardise rent restructuring and convergence by 2012 and will lead to larger increases in future years.

THE SOURCE OF FUNDING IS:

Not applicable as the report is commenting on a consultation paper.
LEGAL ADVICE OBTAINED: Not required.

FINANCIAL ADVICE OBTAINED: 

Report prepared by Principal Group Accountant for Housing

CONTACT OFFICER: Nigel Dickens 0161 793 2585

WARDS TO WHICH REPORT RELATES: All

KEY COUNCIL POLICIES: Budget Strategy

1.
 Background to rent restructuring
1.1 
Members are reminded that Cabinet on the 16th July 2002 approved a revision to HRA rent review policy to align it with the HRA budget process with effect from the 1st April 2003.

1.2 
Cabinet also noted policy objectives to:

· Maximise income to the HRA within Government guidelines

· Review rent levels and service charges annually

· Achieve incremental implementation of the Government’s rent restructuring proposals ensuring a fair and transparent system of rent increase and service charges.

· Ensure that the HRA is balanced in advance of each financial year.

· Ensure adequate consultation with tenants as part of the annual rent review policy.

1.3
Members are also reminded that at the Council meeting of 19th February 2003 the rent restructuring plan was approved in principle.

1.4 
Members are also reminded that at the Council meeting of the 18th February 2004 authorisation was given to the Lead Members for Housing and Customer and Support Services to approve the increases to the rents for 2007/08. This was because the increase in 2004/05 was lower than that required for convergence and as such to ensure that the plan was back in line with target it had to be followed.

2.
Current Rent Restructuring Plan
2.1
At the Joint Lead Member meeting on the 5th February 2007 for Housing and Customer and Support Services the rent increase for 2007/08 was approved.

2.2 
At the meeting the effect of the increase and the future required increases in order to achieve rent convergence by 2011/12 were shown and this is attached at Appendix One.

2.3
In 2007/08 the increase was capped at 5%, whereas to achieve convergence the Council required this to be higher. However in monetary terms the Council did not lose out as the difference was offset by the rental constraint allowance.

2.4 
It can be seen from the Appendix that the average rent increases required for 2008/09 through to 2011/12 in order to achieve convergence were estimated to be in the region of 5.4% each year, assuming no further rental constraint allowance.

3 
Government Consultation Paper for 2008/09 to 2009/10
3.1 
The rental constraint allowance has now ended and the Government is now consulting on the way forward for 2008/09 and 2009/10.

3.2 
It has come up with two options for consultation and these are replicated in the paragraphs below with the next sections considering the impact of these.
3.3
Option A - "a return to the basic rent restructuring formula with caps 
and limits, particularly with regard to the relationship with RPI".
3.4 
Option B - "extending rent restructuring by a set number of years to reduce the steepness in the trajectory of guideline and therefore actual rent increases.

3.5 
It is important to note that whilst the implications of the two options are discussed at the City level, they have been considered as to any different impacts on either Central Salford or City West but it can be reported that both areas followed the same trends under the two options and hence do not need to be considered separately.
4. 
Option A

4.1
 Under Option A convergence still has to be achieved by 2011/12 and Appendix Two shows the impact of this on the average rent increases.
4.2
Through this the average increase for 2008/09 to 2011/12 would be in the region of 6.1% compared to the 5.4% in paragraph 2.4 above.

4.3
However due to the introduction of caps and limits the actual amount that individual rent can increase is limited to RPI plus 0.5% plus £2. This means that at individual level not all rents will be increased by the percentages shown and as such not all properties will actually converge by 2011/12.
4.4
Of the current stock levels it has been calculated that were Appendix Two to be followed then 3,636 properties would not actually converge by 2011/12.

4.5
This has been rolled forward with 531 still not converging by 2012/13 but only 52 by the year after 2013/14 and of these quite a number are only marginally away from convergence, to imply that the Council would have achieved its' target of convergence by this year. 

4.6
In summary were Option A to be adopted then there would be high 
rental increases over the next four years and the caps and limits 
scheme would mean that convergence would only be achieved by 
2013/14.

5. 
Option B
5.1 
Under Option B the rent restructuring period is extended by a number 
of years that has not been indicated, so in order to compare with 
Option A the year 2013/14 has been used as this is where 
convergence occurs under that Option.

5.2 
The impact of Option B is shown at Appendix Three and it can be seen 
that the average increase for 2008/09 through to 2011/12 would be in 
the region of 5.4% or similar to that under the current approved plan. 
5.3 
Option B allows a smoother increase year by year from 2008/09 to 
2013/14 and not as high as option A in the first four years.

5.4
It should also be noted that under Option B although the Guideline rent 
is less than Option A this will not be a detrimental effect upon the HRA 
as this will be offset by Housing Subsidy for those properties remaining 
with the Council. The impact upon City West will form part of the 
financial modelling once actual determinations are known.
5.5
Under Option B the same 52 properties would not fully converge as 
Option A.

6.
Conclusion
6.1 
In all three scenarios the percentage rent increase is significant compared to the rate of inflation.
6.2
In the best interest of tenants convergence should be extended in order to avoid substantial rental increases that would be required if convergence remained as at present and this is the option that the Council would wish the Government to adopt.


7.
Recommendations
7.1
To note the possible implications on rent increases for future years as a  consequence of the two options being proposed by Government for future rent setting.
7.2 To respond to Government that the Council would want to support option B to extend the rent restructuring period by at least a minimum of two years to 2013/14.
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		Appendix1 -  Rent Restructuring Plan 5th February 2007

						Year				Formula		Guideline		Limit		April		Actual

										Rent		Rent		Rent		Rent		Rent

																Increase		at March

										£		£		£		£		£

		Starting Point								46.91		36.70		45.41				45.90

		RPI (3.3%) + 1% real		4.30%						2.02

						Start		2001/02		48.93		36.70		45.41				45.96

		RPI (1.7%) + 0.5% real		2.20%						1.08		0.81		1.00

		plus 10% diff										1.25		0.36

						Year 1		2002/03		50.00		38.76		46.77		0.00		45.96

		RPI (1.7%) + 0.5% real		2.20%						1.10		0.85		1.03

		plus 20% diff										1.28		0.37

						Year 2		2003/04		51.10		40.89		48.16		1.22		47.18

		RPI (2.8%) + 0.5% real		3.30%						1.69		1.35		1.59

		plus 30% diff										1.32		0.38

						Year 3		2004/05		52.79		43.56		50.13		1.69		48.87

		RPI (3.1%) + 0.5% real		3.60%						1.90		1.57		1.80

		plus 40% diff										1.37		0.39

						Year 4		2005/06		54.69		46.49		52.33				49.23

		RPI (2.7%) + 0.5% real		3.20%						1.75		1.49		1.67		1.58

		plus 50% diff										1.40		0.40		0.83

						Year 5		2006/07		56.44		49.38		54.40		2.41		51.64

		RPI (3.6%) + 0.5% real		4.10%						2.31		2.02		2.23		2.12

		plus 60% diff										1.47		0.42		1.00

														-0.07		-0.54				%

						Year 6		2007/08		58.75		52.87		56.99		2.58		54.21		5.00

		inflation + 0.5%		3.30%						1.94		1.74		1.88		1.79

		plus 70% diff										1.52		0.46		1.17

						Year 7		2008/09		60.69		56.14		59.32		2.96		57.17		5.46

		inflation + 0.5%		3.30%						2.00		1.85		1.96		1.89

		plus 80% diff										1.57		0.47		1.21

						Year 8		2009/10		62.70		59.56		61.75		3.10		60.27		5.42

		inflation + 0.5%		3.30%						2.07		1.97		2.04		1.99

		plus 90% diff										1.62		0.49		1.25

						Year 9		2010/11		64.77		63.14		64.28		3.24		63.51		5.38

		inflation + 0.5%		3.30%						2.14		2.08		2.12		2.10

		plus 100% diff										1.67		0.50		1.29

						Year 10		2011/12		66.90		66.90		66.90		3.39		66.90		5.34





convergence by 2011-12 average

		Appendix Two Rent Restructuring Plan Option A

						Year				Formula		Guideline		Limit		April		Actual

										Rent		Rent		Rent		Rent		Rent

																Increase		at March

										£		£		£		£		£

		Starting Point								46.91		36.70		45.41				45.90

		RPI (3.3%) + 1% real		4.30%						2.02

						Start		2001/02		48.93		36.70		45.41				45.96

		RPI (1.7%) + 0.5% real		2.20%						1.08		0.81		1.00

		plus 10% diff										1.25		0.36

						Year 1		2002/03		50.00		38.76		46.77		0.00		45.96

		RPI (1.7%) + 0.5% real		2.20%						1.10		0.85		1.03

		plus 20% diff										1.28		0.37

						Year 2		2003/04		51.10		40.89		48.16		1.22		47.18

		RPI (2.8%) + 0.5% real		3.30%						1.69		1.35		1.59

		plus 30% diff										1.32		0.38

						Year 3		2004/05		52.79		43.56		50.13		1.69		48.87

		RPI (3.1%) + 0.5% real		3.60%						1.90		1.57		1.80

		plus 40% diff										1.37		0.39

						Year 4		2005/06		54.69		46.49		52.33				49.23

		RPI (2.7%) + 0.5% real		3.20%						1.75		1.49		1.67		1.58

		plus 50% diff										1.40		0.40		0.83

						Year 5		2006/07		56.44		49.38		54.40		2.41		51.64

		RPI (3.6%) + 0.5% real		4.10%						2.31		2.02		2.23		2.12

		plus 60% diff										1.47		0.42		1.00

														-0.07		-0.61

						Year 6		2007/08		58.75		52.87		56.99		2.51		54.14

		inflation(3.8%) + 0.5%		4.30%						2.53		2.27		2.45		2.33

		plus 70% diff										1.53		0.46		1.20

						Year 7		2008/09		61.28		56.68		59.90		3.53		57.67		6.52

		inflation(3.5%) + 0.5%		4.00%						2.45		2.27		2.40		2.31

		plus 80% diff										1.59		0.48		1.25

						Year 8		2009/10		63.73		60.54		62.77		3.56		61.23		6.17

		inflation(3.5%) + 0.5%		4.00%						2.55		2.42		2.51		2.45

		plus 90% diff										1.66		0.50		1.30

						Year 9		2010/11		66.28		64.62		65.78		3.75		64.98		6.12

		inflation(3.5%) + 0.5%		4.00%						2.65		2.58		2.63		2.60

		plus 100% diff										1.73		0.52		1.35

						Year 10		2011/12		68.93		68.93		68.93		3.95		68.93		6.08

								2012/13		71.69		71.69		71.69		2.76		71.69		4.00

								2013/14		74.56		74.56		74.56		2.87		74.56		4.00





convergence by 2013-14 average

		Appendix Three Rent Restructuring Plan Option B

						Year				Formula		Guideline		Limit		April		Actual

										Rent		Rent		Rent		Rent		Rent

																Increase		at March

										£		£		£		£		£

		Starting Point								46.91		36.70		45.41				45.90

		RPI (3.3%) + 1% real		4.30%						2.02

						Start		2001/02		48.93		36.70		45.41				45.96

		RPI (1.7%) + 0.5% real		2.20%						1.08		0.81		1.00

		plus 10% diff										1.25		0.36

						Year 1		2002/03		50.00		38.76		46.77		0.00		45.96

		RPI (1.7%) + 0.5% real		2.20%						1.10		0.85		1.03

		plus 20% diff										1.28		0.37

						Year 2		2003/04		51.10		40.89		48.16		1.22		47.18

		RPI (2.8%) + 0.5% real		3.30%						1.69		1.35		1.59

		plus 30% diff										1.32		0.38

						Year 3		2004/05		52.79		43.56		50.13		1.69		48.87

		RPI (3.1%) + 0.5% real		3.60%						1.90		1.57		1.80

		plus 40% diff										1.37		0.39

						Year 4		2005/06		54.69		46.49		52.33				49.23

		RPI (2.7%) + 0.5% real		3.20%						1.75		1.49		1.67		1.58

		plus 50% diff										1.40		0.40		0.83

						Year 5		2006/07		56.44		49.38		54.40		2.41		51.64

		RPI (3.6%) + 0.5% real		4.10%						2.31		2.02		2.23		2.12

		plus 60% diff										1.47		0.42		1.00

														-0.07		-0.61

						Year 6		2007/08		58.75		52.87		56.99		2.51		54.14

		inflation(3.8%) + 0.5%		4.30%						2.53		2.27		2.45		2.33

		plus 1/6 diff										1.02		0.31		0.80

						Year 7		2008/09		61.28		56.17		59.74		3.13		57.27		5.78

		inflation(3.5%) + 0.5%		4.00%						2.45		2.25		2.39		2.29

		plus 2/6 diff										1.06		0.32		0.83

						Year 8		2009/10		63.73		59.48		62.45		3.12		60.40		5.46

		inflation(3.5%) + 0.5%		4.00%						2.55		2.38		2.50		2.42

		plus 3/6 diff										1.11		0.33		0.87

						Year 9		2010/11		66.28		62.96		65.28		3.28		63.68		5.44

		inflation(3.5%) + 0.5%		4.00%						2.65		2.52		2.61		2.55

		plus 4/6 diff										1.15		0.35		0.90

						Year 10		2011/12		68.93		66.63		68.24		3.45		67.13		5.42

		inflation(3.5%) + 0.5%		4.00%						2.76		2.67		2.73		2.69

		plus 5/6 diff										1.20		0.36		0.94

						Year 11		2012/13		71.69		70.49		71.33		3.62		70.75		5.40

		inflation(3.5%) + 0.5%		4.00%						2.87		2.82		2.85		2.83

		plus 6/6 diff										1.24		0.37		0.98

						Year 12		2013/14		74.56		74.56		74.56		3.81		74.56		5.38






