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REPORT TO CABINET


22 February 2010 

TITLE OF REPORT:
Housing Revenue Account Report & Medium Term Financial Strategy 2010/11 – 2012/13  
REPORT OF:
Derek Coates, Strategic Director – Finance and ICT


  

Purpose of the Report 

1. This report proposes a Medium Term Financial Strategy for the HRA (2010/11 – 2012/13).  This incorporates a balanced Housing Revenue Account (HRA) for 2010/11, and a rent increase in line with the Government’s policy on property specific rent restructuring, no increase in fees and charges in line with recent inflation levels 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.  This is also the first time the Council is being asked to consider a wider Medium Term Financial Strategy for the HRA.  This allows the Council to consider the choices necessary to maintain and enhance the housing stock and will be subject to an annual review.

Proposal 

3.
The proposed weekly average rent increase for 2010/11 is as set out in Appendix 1 with the Housing Revenue Account Medium Term Financial Strategy for 2010/11- 2012/13, which incorporates the setting of a balanced HRA for 2010/11, at Appendix 2.  The proposed schedule of fees and charges with effect from 1 April 2010 are set out in Appendix 3.  

4.
These proposals include: -

· An increase in the average weekly rent of 2.48%, in accordance with the prescribed formula, giving an average rent increase of £1.46 to £60.39 per week (over 50 weeks).  Currently, approximately 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 £205.5m between 2005/06 and 2009/10 and £16.5m in 2010/11 for decent homes work.

· An increase in provision for prudential borrowing from £48m to £55.5m to support solutions on the Chandless Estate subject to consultation and approval of the capital programme.
· A proposal for existing fees and charges to be held at 2009/10 levels with a stepped increase in some service charges and warden charges in line with previous Council decisions.

· A revised range of service charges for furnished tenancies and a new service charge to reflect the cost of administering this scheme.

· A summary of the current financial position, key challenges and pressures facing Gateshead over the medium term and the principles that will underpin the sound financial management of HRA resources over this period.

Recommendations

5.        Cabinet is asked to recommend to Council: 

  
(i)
The recommended option for the average weekly rent increase of 2.48% as set out in Appendix 1.

(ii) The Housing Revenue Account Medium Term Financial Strategy as set out in Appendix 2, which includes a balanced HRA for 2010/11.
(iii) The fees and charges schedule as shown in Appendix 3 to be charged with effect from 1 April 2010.
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.  

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 original the aim of achieving parity with Registered Social Landlord (RSL) rent levels by 2011/12.  
3.
The 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.   

  
Background - 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        (-1.9% for 2009) plus ½% plus £2 per week but rents are now no longer limited to reductions of RPI plus ½% less £2 per week.  The proposed increase in rents for 2010/11 will mean that 17,802 properties within Gateshead will be subject to 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 2010/11.  However these are set at such a high level as to have no effect on Gateshead rents.  


Rent Restructuring 2009/10 and 2010/11
8. In 2009/10 the government issued a two year subsidy settlement which would have resulted in average rent increases of 6.3 % in 2009/10 with a similar increase in 2010/11.  This was revised as a result of the economic downturn to 3.1% for 2009/10 by extending the convergence period with RSL levels to 2023/24.  Due to sharp falls in inflation this convergence date has been reduced to 2013/14 which has allowed a guideline rent increase of 3.1% to be accommodated for 2010/11.

9.
This approach is in line with government intentions of not significantly changing the subsidy system until the outcome of the Reform of Council Housing Finance is known.  Further details on how this might work are expected in February.

Balancing the Housing Revenue Account 2010/11
10.
The HRA Medium Term Financial Strategy (Appendix 2) shows a proposed balanced Housing Revenue Account for 2010/11, 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 2.48% (£1.46 per week to £60.39 per week over 50 weeks);

· Increased management, maintenance and major repair allowances and additional costs arising from borrowing to fund capital expenditure.

· Interest costs associated with £55.5m prudential borrowing.

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

· No increase in existing fees and charges but with a stepped increase for those service charges where a phased increase for existing tenants has been previously agreed and a new range of charges in respect of furnished tenancies.
11. The projected balance of the Housing Revenue Account at 31 March 2011 is £15.415m.  Given the commitment to fund additional unsupported borrowing from Housing Revenue Account resources in the future, the volatility of the subsidy system and potential outcomes from the Reform of Council Housing Finance the proposed balance on the Housing Revenue Account is considered adequate. 

Fees and Charges
12.
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 equal steps over the period to 2013/14 in line with the revised date for rent convergence with RSLs.
13. It is proposed that existing fees and charges are held at 2009/10 levels.  Inflation as measured by the RPI at September 2009 was -1.9% (negative).  The Council does have the option of reducing fees and charges but this would affect the level of resources in the HRA and inflation has increased over recent months to 2.4% (RPI as at December 2009).  Appendix 3 also includes a stepped increase in some fees and charges where a phased increase for existing tenants has been previously agreed.

14. The Gateshead Housing Company are proposing to enhance the furnished tenancy scheme that they currently provide by giving tenants a wider option of items to choose from when furnishing their homes.  To this extent all new tenancies with effect from 1st April 2010 will be offered a choice of four new levels of furniture package.  It is also proposed to levy an administration fee which reflects the economic cost of providing this service.  These proposals are reflected in Appendix 3.
Rent Free Weeks

15. At present Gateshead has two rent-free weeks at Christmas to help customers meet seasonal costs whilst avoiding falling into rent arrears.  On 22nd January 2009 Council agreed a proposal to consult on increasing the number of rent “free” weeks from two to three to ease financial pressures in early September caused by the school holidays and costs associated with the start of the new school term.  This consultation was undertaken in February and March 2009 with three out of four tenants in favour of retaining the current system of two non-collection weeks.  No changes are therefore being proposed in this area for 2010/11.
Consultation

16.
Consultation has taken place with the Cabinet Members for Economy, Housing, and Transport.  Tenants have been consulted through the Value for Money Service Improvement Group organised by The Gateshead Housing Company. 


Alternative Options

17.
There are no alternative options proposed.


Implications of Recommended Option 

18.
Financial Implications – The Strategic Director, Finance and ICT, confirms that the financial implications are reflected in appendices 1, 2 and 3.

19.
Risk Management Implication – There are no additional risk implications arising from this report compared to previous years, therefore no additional control measures are required.  A full risk assessment has been undertaken and documented as part of the HRA Medium Term Financial Strategy.
20.
Human Resources Implications   – Nil 
21.
Equality and Diversity Implications – Nil 
22.
Crime and Disorder Implications – Nil 
23.
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.

24.
Human Rights Implications – Nil 

25.
Health Implications - Nil
25.
Area and Ward Implications – All wards will be affected by housing rent increases.
Background Information

26.
The following information has been used in preparing this report


Housing Subsidy Determination 2010/11.
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