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REPORT TO CABINET


13 January 2009 

TITLE OF REPORT:
Housing Revenue Account 2009/10  
REPORT OF:
Derek Coates, Strategic Director – Finance and ICT


  

Purpose of the Report 

1. This report proposes a balanced Housing Revenue Account for 2009/10, incorporating rent increases in line with the Government’s revised policy on property specific rent restructuring, an increase in fees and charges in line with inflation and provision for the Management Fee for The Gateshead Housing Company.  

Background 

2.
The Local Government and Housing Act 1989 (Part VI) requires the Council to set a Housing Revenue Account for each year which is in overall credit.  Part of this process includes consideration of rent increases for tenants, which are subject to national guidelines under the Government’s policy on rent restructuring and are therefore out of the Council’s control.


Proposal 

3.
A report to Cabinet on 2nd December 2008 set out the Government’s proposals on rent restructuring and housing subsidy, which were subject to consultation.  These proposals have now been confirmed.  These proposals and other factors that have been taken into account in preparing the Housing Revenue Account for 2009/10 are set out in Appendix 1.

4.
The proposed Housing Revenue Account for 2009/10 is set out in Appendix 2 and   
the proposed increases in fees and charges with effect from 1 April 2009 are set 
out in Appendix 3.  

5.
The proposal includes: -

· An increase in the average weekly rent of 6.3%, in accordance with the prescribed formula, giving an average rent increase of £3.61 to £60.75 per week (over 50 weeks).  Currently, 65% of tenants are receiving Housing Benefit.

The need to provide for a Management Fee for The Gateshead Housing Company to carry out its functions on behalf of the Council.

· Increased subsidy and borrowing costs associated with additional capital expenditure of £144.14m between 2005/06 and 2008/09 and £30m in 2009/10 for decent homes work.

· Provision for £48m unsupported borrowing to enhance decent homes work and support solutions in areas such as Kibblesworth and Dunston.

· A proposal for existing fees and charges to be increased in line with inflation and a stepped increase in some service charges and warden charges in line with previous Council decisions.

· A proposal to consult on increasing the number of rent “free” weeks from two to three.  


Recommendations

6.        Cabinet is asked to recommend to Council: 

  
(i)
The recommended option for the average weekly rent increase of 6.3% as set out in Appendix 1.

(ii) The Housing Revenue Account as set out in Appendix 2.

(iii) That fees and charges are increased as shown in Appendix 3 with effect from 1 April 2009, and

(iv) That consultation about increasing the number of rent “free” weeks from two to three be carried out. 

For the following reason:

To set a Housing Revenue Account for 2009/10 which is in overall credit as required under the Local Government and Housing Act 1989 (Part VI).

CONTACT:  Jim Farquhar    Extension 3625
PLAN REF: 281











APPENDIX 1

THE HOUSING REVENUE ACCOUNT (HRA)


Policy Context 

  1.
The proposals are consistent with Vision 2030, the Sustainable Community Strategy for Gateshead and in particular support the “Sustainable Gateshead” and “Active and Healthy Gateshead” Big Ideas.  The proposals also support Corporate Priority 4 of the Council’s Corporate Plan by “Improving Accessibility, Connectivity and Economic Prosperity”.

Background – Rent Restructuring Policy

2.
Rental income is the main source of income to the Housing Revenue Account.  For a number of years rents have been determined according to the Government’s policy on rent restructuring.  The policy became effective from April 2002 and takes rent setting out of the Council’s control with the aim of achieving parity with Registered Social Landlord (RSL) rent levels by 2011/12.  
3.
The current national policy is for rents to move in equal steps to a target rent by 2011/12 to align with rents of RSL’s.  The target rent is calculated using a formula set by the Government.  The formula takes into account the number of bedrooms of the property and the value of the property at 1999 prices.  The formula gives a target rent at 2000/01 prices, which is uplifted each year by a specified amount for inflation. 

4.
After three years of rent restructuring the Government carried out a review.  The review found that the formula would not bring local authority rents in line with those of RSL’s by 2011/12.  In 2004 the Government issued a consultation paper proposing changes to the current restructuring policy.  These changes were reported to Cabinet in October 2004.  The Council responded opposing the changes because it would lead to an increase in rents and a proportionally higher increase for tenants of properties with 3 or more bedrooms.  The increase in rents of larger properties could also lead to an increase in people extending the right to buy their homes and a reduction in the most needed type of social housing properties.

5.
The Government decided to defer implementation of the proposed changes to allow for more consultation and to assess the implications for tenants.  This was reported to Cabinet in January 2005.  After limited consultation the Government decided to implement the changes with effect from April 2006.   

  
Rent Restructuring Changes

6.
The changes to the rent restructuring policy in April 2006 were for: -

· Harmonisation – the formula for calculating local authority rents was adjusted so that the rents of all properties increase to give greater harmonisation with those of RSL’s.

· Larger properties – the bedroom weighting in the formula increased for properties with 3 or more bedrooms so that the rents of these properties increase by more than those of smaller properties.

· Convergence – the formula was uplifted for annual inflation by RPI (Retail Price Index) plus ½% rather than the previous basis of GDP deflator plus a factor.  This means that local authority rents increase in line with RSL’s.

· Limitation – Rents continue to be limited to the September RPI increase (5% for 2008) plus ½% plus £2 per week but rents are now no longer limited to reductions of RPI plus 1/2% less £2 per week.  The proposed increase in rents for 2009/10 will mean that no tenants within Gateshead will be subject to any form of limitation on their individual rent increase.

7.
In conjunction with this limit on individual rent increases the Government sets “caps” on formula rent levels to be applicable in 2009/10.  However these are set at such a high level as to have no effect on Gateshead rents.  


Rent Restructuring 2009/10 and Beyond

8.
The Government has announced it is currently exploring various options in the joint Department for Communities and Local Government (DCLG) and HM Treasury review of Council Housing Finance, which is due to report to Ministers in Spring 2009.  Consultation on proposals will be taken forward to feed into the next Comprehensive Spending Review.  While a new determination will be issued for 2010/11 the stated intention of DCLG is that the methodology agreed for 2009/10 will not change for 2010/11.

9.
In 2006/07 and 2007/08 the government decided to cap the average local authority rent rise to 5%.  This cap was removed for 2008/09 and the date for convergence of guideline and limit rents was extended from 2011/12 to 2016/17.  This resulted in an average rent increase for Gateshead of 5.9% in 2008/09.

10. As reported to Cabinet on 2nd December 2008 the draft housing subsidy determination for 2009/10 proposed a preferred option of having a new floating date for convergence under rent restructuring.  This would be based upon the relationship between actual inflation and the rate at which DCLG increase “guideline” rents.  Guideline rents dictate how much rental income an authority is assumed to have for the housing subsidy calculation.  This forces councils to increase rents to the level of the guideline to replenish the income lost through subsidy.

11. The higher the actual rate of inflation in comparison to the proposed increase in guideline rents, the longer the period of convergence.  This has been confirmed in the final determination.  This means that based on inflation at 5% (the September 2008 RPI figure) and guideline rents increasing by 6.2% convergence will extend to 2023/24 for 2009/10 rent levels and ensure they are set at a more affordable level than if convergence still had to be achieved by 2011/12.  Continuing on the route to convergence in 2011/12 would result in average rent increases of around 9% a year.

12.
DCLG has also confirmed a cap on the average local authority rent rise in 2009/10 


of 7%.  


Rent Free Weeks

13. At present Gateshead has two rent-free weeks at Christmas to help customers meet seasonal costs whilst avoiding falling into rent arrears.

14.
Analysis by the Gateshead Housing Company shows a regular and significant drop in customers paying their rent during the first week in September.  This trend reflects the financial pressure of the school holidays, combined with the cost of new school uniforms for the start of term.  Further work and consultation will needed to be carried out in this area before any recommendations can be brought to Cabinet for possible implementation in 2010/11.  The introduction of a third rent free week would lead to a small increase in the weekly rent payable.  


Housing Element Subsidy

15.
Housing subsidy is the Government’s method of reallocating resources to support housing services.   The guideline rent, which is used for calculating the housing element of the subsidy, has been increased in line with the formula for rent calculations.  This in turn forces authorities to raise actual rents in line with guideline rents to cover the reduction in subsidy.  

16. The combined management and maintenance allowances have increased by £20.99 (1.3%) per property from an average amount of £1,584.72 to £1,605.71 per property.  The combined increase in management and maintenance allowances will generate an additional £453,951 in 2009/10. 

17.
As a result of a rebasing of the existing subsidy formula figures Gateshead will see a proposed reduction in its Major Repairs Allowance (MRA) in 2009/10 of  £276,266 to £14,086,906.  The MRA is a key part of the funding of decent homes work and while management and maintenance allowances have received “cash protection” no such similar measure is in place for the MRA in 2009/10.


Rent Rebates

18.
Prior to 2006-07 the HRA bore the cost of Rent Rebate Subsidy limitation.  This is where the value of an authority’s average rent is above the ‘limit rent’, which the Government prescribes and will not reimburse the authority the cost of rent rebates.  However, when the Government moved the limit rent in 2006/07 in line with the new formula rents without taking account of capping or the increased limitation it resulted in the limit rent becoming greater than the average rent.  This meant the authority was removed from limitation and therefore does not bear a cost.  This position continues to be the case for 2009/10.

Gateshead Housing Company

19.
The Gateshead Housing Company is funded by a management fee from the Council.  The level of the management fee to allow the Company to operate will need to be agreed following approval of the Housing Revenue Account.  It will be made from within the Supervision and Management and Repairs and Maintenance budgets within the HRA and will need to reflect cost pressures identified by the Company as well as the ability to achieve efficiency gains.   

20.
In addition to the MRA the Government is continuing to release additional resources to support capital expenditure to bring the Council’s stock up to decent homes standard.  The additional resources are received through a special determination to fund capital expenditure as follows: -  

	Year
	Amount

	2005/06
	£13m

	2006/07
	£54.140m

	2007/08
	£37m

	2008/09
	£40m

	2009/10
	£30m

	2010/11
	£30m

	Total
	£204.140m


21.
The additional resources come in the form of additional subsidy to fund the borrowing costs arising from the capital expenditure.   The additional subsidy and borrowing costs associated with the capital expenditure detailed in the table above  have been taken into account in setting the Housing Revenue Account for 2009/10.  The implications of this significant investment will be considered as part of the 2009/10 Capital Programme report by Council in March 2009.
22. The bid made by the Gateshead Housing Company to the Government for additional resources to bring the Council’s housing up to decent homes standard assumed some unsupported borrowing in addition to that secured through the Audit Commission inspection.  A schedule of works to the value of £48m over the period from 2008/09 to 2011/12 has been formulated and is subject to approval by Council as part of the annual capital programme each year.

23. Following the Chancellor’s Pre-Budget Report in November 2008, Ministers have decided to bring forward £175 million resources from 2010-11 into 2009-10 as part of the package aimed at stimulating the economy. This is on the basis that the total available for 2010-11 will be reduced by an equivalent amount.

24. DCLG intends to issue guidance early in 2009 on how bids might be made by authorities intending to access this resource and any successful bids under this initiative will be confirmed in Special Determinations to be issued to the successful authorities.  The guidance will also cover the potential of bringing forward supported borrowing resources for ALMO’s.  Any bid will be the subject of a separate report to Cabinet when guidance is available.


Service Developments

25.
The HRA includes a contingency to cover pay and price increases and to cover unexpected events.  In previous years the Council has also provided additional resources to fund developments in partnership with the Gateshead Housing Company.  For 2009/10 an additional contingency fund of £0.3m is proposed to cover future developments.

Fees and Charges
26.
Rent restructuring does not provide for the recovery of the cost of providing for services.  The Council agreed to recover these service costs with effect from 1 April 2005.  The services include caretakers, concierge and cleaning and heating of communal areas.  New tenants are charged the full economic cost but for existing tenants the cost will be recovered in steps, which will now extend to 2023/24.

27. It is proposed that existing fees and charges are increased by 5%, which is in line with inflation as measured by the RPI at September 2008.  The option does exist for Cabinet to increase fees and charges by a maximum of 5.5% (RPI at September 2008 plus 0.5%).  It is estimated that this would generate additional income of £10,140.  Appendix 3 also includes a stepped increase in some fees and charges where a phased increase for existing tenants has been previously agreed.


Balancing the Housing Revenue Account 2008/09

28.
Appendix 2 shows a proposed balanced Housing Revenue Account for 2009/10, which is in overall credit.  It reflects: -

· Rent increases calculated in accordance with the revised property specific rent restructuring policies;

· An average rent increase of 6.3% (£3.61 per week to £60.75 per week over 50 weeks);

· Increased management and maintenance allowances, a reduction in MRA and additional costs arising from borrowing to fund capital expenditure.

· Interest costs associated with £48m unsupported borrowing.

· Provision of £0.3m to fund future developments.

· The need to provide for a management fee for the Gateshead Housing Company.

· An increase in existing fees and charges of 5.0% and a stepped increase for those service charges where a phased increase for existing tenants has been previously agreed.

29.
The projected balance of the Housing Revenue Account at 31 March 2010 is £17.820m.  Given the commitment to fund additional unsupported borrowing from Housing Revenue Account resources in the future, the volatility of the subsidy system, the significant risk of costs resulting from equal pay claims and for the revised pay structure following Job Evaluation, the proposed balance on the Housing Revenue Account is considered adequate. 

Consultation

30.
Consultation has taken place with the Cabinet Members for Economy, Skills, Housing, and Transport.  Discussions are taking place with the Gateshead Housing Company on how best to consult with tenants about the proposed rent increase.  Options include arranging consultation through their Tenancy Management Service Improvement Group, Value for Money Service Improvement Group or both. 


Alternative Options

31.
There are no alternative options proposed.


Implications of Recommended Option 

32.
Financial Implications – The Strategic Director, Finance and ICT, confirms that the financial implications are reflected in appendices 1, 2 and 3.

33.
Risk Management Implication – There are no additional risk implications arising from this report compared to previous years, therefore no additional control measures are required.

34.
Human Resources Implications   – Nil 
35.
Equality and Diversity Implications – Nil 
36.
Crime and Disorder Implications – Nil 
37.
Sustainability Implications – The report contains a number of measures, which will help deliver a more Sustainable Gateshead and ensure sustainable use of the Council’s resources in delivering corporate priorities.

38.
Human Rights Implications – Nil 

39.
Area and Ward Implications – All wards will be affected by housing rent increases.
Background Information

40.
The following information has been used in preparing this report


Housing Subsidy Determination 2009/10.
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