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Housing Revenue Account Medium Term Financial Strategy – 2010/11 – 2012/13
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1.  The Housing Revenue Account

1.1 The Council is required by the Local Government and Housing Act 1989 to 

keep a Housing Revenue Account (HRA), which records all income, and expenditure that relates to the provision of council dwellings and related services.  The use of this account is prescribed by statute and the Council is not allowed to fund any expenditure for non-housing related services from this account.

1.2 The Council must set a balanced budget for the HRA each year and it cannot run at an overall deficit.  The main areas of expenditure are management, repairs and maintenance and capital financing costs arising from borrowing.  The main areas of income are rents, service charges and housing subsidy grant which is received from the Government.

2.  Background

2.1 The current housing revenue subsidy system can be viewed as one national account whereby councils pass their rents into a central pool and in return the Government, through housing subsidy grant, provides management, maintenance and major repairs allowances (MRA) as well as funding the interest on any debt they have agreed to support.  The allowances that are paid out are based upon a notional figure calculated by the Government as the required amount each Council needs to support its housing stock.

2.2 Some 75% of housing authorities are in “negative subsidy” whereby they are paying money back to the Government so that a proportion of this may be redistributed to other authorities that require more money, than they can raise through their own income generation, to balance their notional HRA subsidy account.  Once all notional HRA accounts are balanced nationally there is currently a surplus remaining that is used to fund other Government spending in non-Council Housing areas. 

2.3 Rental income is the main source of income to the HRA.  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 original aim of achieving parity with Registered Social Landlord’s (RSL) rent levels by 2011/12 (Since revised annually to maintain rents at affordable levels).

2.4 Gateshead is currently in the minority of housing authorities and receiving subsidy grant from the Government.  This is a reflection of the high level of need in the area and the resources required to sustain and improve our current housing stock to the required standards.  

3.  Policy Context

3.1 The hierarchy of relevant plans and strategies is shown below: -
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3.2 In January 2004 The Gateshead Housing Company (TGHC) was formed to deliver the Government’s Decent Homes Standard for council housing within Gateshead.  This secured up to £232m of capital resources to allow for stock improvements over a period initially up to 2010/11, which is financially supported by the Government through the housing subsidy system.

3.3 TGHC is paid an annual management fee to manage and maintain the Council’s housing stock.  This was set at £31.919m for 2009/10 with a proposed fee of £31.163m for 2010/11.  In November 2008 TGHC were awarded the top rating of three stars, with excellent prospects for improvement, by the Audit Commission.  ALMO’s with a rating of at least two stars have approval to bid for Homes & Communities Agency (HCA) resources in respect of new build housing schemes. 

3.4
The Council also retains some core functions of the HRA.  This includes strategic housing management, lettings, wardens at sheltered accommodation and grounds maintenance.  This budget totalled £8.2m for 2009/10 and a budget of £9.1m is proposed for 2010/11.
4. Gateshead’s Current Financial Position  
4.1 As at 1st April 2009 Gateshead had 21,471 dwellings each being charged an average rent of £58.93 per week (over 50 weeks) and with an average void rate of 1.4%.

4.2 The balance as at 1st April 2009 on the HRA was £18.2m.  This has reduced by £0.096k since 31st March 2008.  A prudent approach has been taken for a number of years when setting the rental income budget while expenditure budgets have been carefully managed and monitored to come in as close to budget as possible.

4.3   
The balance on the HRA has allowed the Council to support £48m of Prudential borrowing to enhance the Decent Homes programme and also wider new build and regeneration initiatives.  TGHC have also been successful in bidding to bring forward government supported Decent Homes borrowing.  The re-profiled use of these resources is as follows: -
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4.4 TGHC have made representations to the Department for Communities and Local Government (DCLG) to bring any remaining funding in 2011/12 forward into 2010/11 to try and complete all Decent Homes works by the original timescale of 2010/11.    

4.5 MRA is also channelled through the Housing subsidy system and since its introduction in 2001/02 has provided capital resources for housing authorities based on the estimated need of maintaining an authority’s stock in its current condition.  The Council was successful in bidding to bring forward £11m of MRA resources from 2010/11 to 2009/10 which will further support the Decent Homes programme and other associated works.

4.6
Management and maintenance allowances are also provided to fund revenue repairs and the costs of managing the stock.  These have increased for each property as follows for 2010/11: -
	
	2009/10
	2010/11
	% +

	
	
	
	

	Management
	551.34
	574.91
	       4.28 

	
	
	
	

	Maintenance
	1054.37
	1088.06
	       3.19 

	
	
	
	


5.  Future Developments

5.1 In July 2009 the Government issued a consultation paper on its long awaited proposals for reform of council housing finance and its preferred option for dismantling the current housing subsidy system.

5.2 In summary the proposed system would involve: -

· The annual subsidy system would be dismantled and a self-financing system introduced.  This would include a one-off national redistribution between local authorities of housing debt.  The calculation will cover a 30-year business plan period and reflect updated stock condition surveys following completion of decent homes programmes.

· Councils will retain all capital receipts from right to buy sales.  Currently only 25% can be reinvested in the rest of the housing stock. 

5.3 Unfortunately no details have yet been provided to individual Councils for them to assess the impact on a local level.  While Gateshead has responded positively to the consultation there are concerns that Tyne and Wear authorities have not historically benefited when resources are redistributed nationally.  A further announcement is expected in February 2010 and is likely to consist of an offer to councils to leave the subsidy system on specified terms.  Gateshead in conjunction with TGHC has already formed a project group to evaluate this proposal and respond in what is likely to be a very short timescale.
5.4 An immediate change announced by the Housing Minister, at the same time as the consultation, allows all new build council housing to be excluded from the HRA subsidy system which means that councils can retain the full rent and capital receipts from these homes.

5.5
The consultation also acknowledged that the Government accepts that management and maintenance allowances need to increase by an average of 5% and the MRA by 24% nationally in order to maintain the Decent Homes standard.

6. Key Challenges & Pressures

6.1
The next three years will be a very challenging time for Housing particularly against the backdrop of the current economic climate and the impending 2010 Comprehensive Spending Review.  The main challenges facing Gateshead are: 

· Ensuring Gateshead and its strategic partners maintain a joined up approach to delivering the Housing Strategy by maximising all available resources and working in partnership, not only with TGHC, but also including Bridging Gateshead Newcastle (BNG), registered social landlords (RSLs) and private developers through the Joint Venture vehicle.
· Define the role and remit of TGHC post Decent Homes.  This very much depends on determining the options and scale of work required to maintain Gateshead’s housing stock once the Decent Homes works has been completed.  Options include reverting to an in-house landlord function, TGHC undertaking a more diverse role in terms of managing out of area properties, right through to the other end of the spectrum which would be a full stock transfer to a Housing Association.  

· New Build.  The government has set an ambitious target of building 110,000 new affordable housing units over the next two years including over three thousand new council homes.  Gateshead in partnership with TGHC is currently working on four schemes of varying size to deliver social housing.  This includes: -

Kibblesworth  - 94 units being built by Keelman Homes, a charitable subsidiary of TGHC.  Part funded by the HCA and supported by £4.5m of Prudential borrowing loaned to TGHC.  These homes will sit outside of the HRA.

Harlow Green, Norfolk Avenue & Hallgarth – Approximately 60 units being built within the HRA and again part funded by HCA grant and Prudential borrowing.


· Impact on Gateshead of the planned changes to the HRA subsidy system.  While these are unlikely to impact until 2012/13, unless a national consensus of Councils is reached, we need to consider the overall impact in terms of revenue and capital resources and how this matches the needs of our housing stock both now and over the longer term.

· Removal of the Supporting People Grant ring-fence in 2010/11.  Currently £1.1m of this grant is funding HRA expenditure.  A review is already underway to ensure this money is focused on the priorities as set out in Vision 2030.

· General Fund Impact – the level of buy back of Council services may vary as options post Decent Homes are implemented.

· Revenue repairs – Despite the level of investment in decent homes work TGHC report many pressures in respect of this budget particularly around the cost of re-lets.  Going forward this links into the reform of the HRA and the level of resources available.

· Efficiency Agenda – ensuring value for money for Council tenants is as important as securing efficiency, economy and effective services for Council Tax payers.  As the majority of capital and revenue resources in the HRA are spent by TGHC it is important that efficiencies in both revenue and capital procurements are continuous and are captured.  The annual management fee paid to TGHC to manage and maintain the housing stock included a 3% cash releasing efficiency target in 2009/10.   

· Delivering the Homelessness Strategy and the Housing Strategy for Older People within affordable resources.

· The £10m of supported borrowing provisionally allocated to the Council in 2011/12 is unconfirmed and therefore potentially at risk.  The loss of this funding would leave an unfunded gap between resources available and planned works in respect of the Decent Homes programme.  Resources are already under pressure in this area as the initial bid assumed a far higher level of stock reduction through right to buy sales than has materialised.  This gap may necessitate a reprioritisation of the Prudential Borrowing works schedule which is already at a high level.
7.  Indicative 3-Year Budget Forecast

7.1 The table below sets out the indicative three-year forecast for the HRA: -
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Estimate

Estimate

2009/10

2009/10

2010/11

2011/12

2012/13

£'000

£'000

£'000

£'000

£'000

Income

Dwellings

(63,630)

(61,862)

(62,646)

(64,229)

(65,846)

Non dwellings

(1,180)

(1,200)

(1,185)

(1,197)

(1,210)

Charges for Facilities and Services

(2,780)

(2,850)

(2,814)

(2,843)

(2,873)

HRA Subsidy Receivable

(3,840)

(15,015)

(3,705)

(4,803)

Contributions

(750)

(750)

(750)

(750)

(750)

(72,180)

(81,677)

(67,395)

(72,725)

(75,481)

Expenditure

Repairs and Maintenance

17,560

18,560

17,303

16,784

19,000

Supervision and Management

22,530

22,530

23,024

22,545

22,076

800

800

800

800

800

Negative Subsidy

6,178

Depreciation 

26,400

26,400

26,600

26,800

27,000

Debt management expenses

310

310

340

300

300

67,600

68,600

74,245

67,229

69,176

Net Cost/(Surplus) of Services

(4,580)

(13,077)

6,850

(5,496)

(6,305)

Appropriations 

Depreciation 

(26,400)

(26,400)

(26,600)

(26,800)

(27,000)

MRA

14,090

25,087

3,258

14,100

14,100

Capital charges

16,650

14,610

16,918

18,350

18,350

(240)

220

426

154

(855)

Amortised premiums and discounts

1,270

1,320

1,160

1,000

1,000

HRA investment income

(310)

(250)

(100)

(50)

(100)

Net Operating Cost/(Income)

720

1,290

1,486

1,104

45

(Surplus)/Deficit brought forward

(18,540)

(18,191)

(16,901)

(15,415)

(14,311)

(Surplus)/Deficit carried forward

(17,820)

(16,901)

(15,415)

(14,311)

(14,266)

Increased provision for bad and 

doubtful debts


7.2
This forecast fully reflects the borrowing as profiled in paragraph 4.3 plus an additional £7.5m of unsupported borrowing to deliver solutions at Chandless Estate and also the bringing forward of MRA resources from 2010/11 into 2009/10.  It takes no account of any proposed changes as a result of the recent consultation on the reform of the HRA and is based on the following assumptions: -
	
	2010/11
	2011/12
	2012/13

	Stock Numbers
	   21,200 
	   21,000 
	   20,800 

	Inflation (RPI)
	2.40%
	2.00%
	2.00%

	Interest on Borrowing 
	5.03%
	5.00%
	5.00%


7.3 The above projection shows the balance on the HRA decreasing by £3.9m over the period to the end of 2012/13.  This is mainly as a result of increased borrowing costs associated with prudential borrowing and recognising the pressure on the revenue repairs budget following completion of the Decent Homes programme.  There are many sensitivities that can have a significant effect on the financial position of the HRA, particularly around debt restructuring, and therefore the position will be continually reviewed.

8.  Summary of Financial Strategy

8.1
Given the challenges and pressures set out above and uncertainty around future funding arrangements the following principles will underpin the financial strategy over the next three years: -

· Exert pressure on government to ensure rents are kept at affordable levels while recognising the significant contribution this income stream makes to funding prudential borrowing and other costs.
· Continue to work with colleagues in Tyne and Wear to influence the future reforms of the HRA subsidy system to ensure maximum benefit for Gateshead tenants.

· Continue to support TGHC in delivering the Decent Homes standard and maintaining their 3-Star status while providing strategic leadership and direction in respect of their future role.

· Maximise any opportunities for HCA and other capital funding to support new build wherever possible and continually review and prioritise the Prudential borrowing works schedule to match fund such schemes as required.  In addition aim to support up to an additional £7.5m of Prudential borrowing to implement options on the Chandless estate.
· Continue to strive for greater efficiencies from within the HRA and to this extent increase the cash releasing efficiency target for TGHC to 4% in 2010/11 with a further review in 2011/12 and 2012/13.

· Maintain the balance on the HRA at a prudent level to ensure sufficient funds to maximise opportunities, such as new build, while also protecting Gateshead from any negative impact of the HRA subsidy review.  This will enable Gateshead to enter into any self-financing system with a sufficient balance to allow a period of smoothing of any such negative effects and provide a realistic time period to manage any reshaping of services that is required.
9.  Risk Assessment

9.1
A comprehensive financial risk assessment is undertaken for the HRA budget setting process to ensure that all risks and uncertainties affecting the Council’s financial position are identified.  These will be reviewed each year as part of the refresh of the HRA MTFS. The key strategic financial risks to be considered in developing the HRA MTFS are as follows: -
	Risk
	Likelihood
	Impact
	Risk Management

	 
	
	
	 

	Future available resources less than assumed
	Possible
	High
	Annual review of HRA balance and impact assessment of any proposed changes to the Council Housing Finance System

	 
	
	
	 

	Future spending plans underestimated
	Possible
	Medium
	Annual negotiations with TGHC around level of funding required.  Full impact of Capital Programme and Treasury Policies considered as part of annual cycle

	 
	
	
	 

	Rent & Service charge income targets not met
	Low
	Medium
	Collection rates show continuous annual improvement.  Quarterly monitoring undertaken to ensure on target.

	 
	
	
	 

	Budget Monitoring not effective
	Unlikely
	High
	Regular monitoring and reporting in line with corporate framework.  Monthly budget meetings with TGHC

	 
	
	
	 

	Interest rates higher than expected
	Possible
	High
	Majority of borrowing is supported by Government.  Effect would be on Prudential Borrowing mitigated by Treasury Management controls and strategy.

	 
	
	
	 

	All MTFS risks not adequately identified
	Low
	Low
	Council’s Risk Management Framework ensures all operational and strategic risks are identified as part of the annual service planning process.
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