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REPORT TO CABINET


22 June 2010
TITLE OF REPORT: Council Housing: a real future – Prospectus – Response to 



  Consultation
REPORT OF:
  Roger Kelly, Chief Executive


Derek Coates, Strategic Director, Finance and ICT
 



  David Bunce, Group Director, Community Based Services  

Purpose of the Report 

1. This report seeks approval for the response to Communities and Local Government in respect of the consultation on the proposed reform of the housing finance system.


Background 

2. On 25 March the previous Government published its long awaited voluntary offer to local authorities. The offer is in the form of a prospectus setting out the terms within which the government plans to implement the dismantling of the Housing Revenue Account (HRA) subsidy system and introduce a system of self financing from April 2011 on a voluntary basis.  The new coalition government have stated that they will consider responses to the offer before it determines whether to implement the proposals
3. 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 provides management, maintenance and major repairs allowances as well as funding the interest on supported outstanding debt.  This is accounted for within the HRA.

4. The subsidy system redistributes resources between councils according to estimated spending needs via the calculation of allowances and the funding of varying levels of debt and interest rates.  Gateshead, in common with most high need areas, is currently a net beneficiary from the subsidy system but this is unlikely to continue once decent homes work is complete.

5. The proposal is based on moving towards a self financing HRA system through a one off adjustment to housing debt. All rents collected and Right to Buy receipts would thereafter be retained by local authorities.  

 Proposal

6. There are still a number of issues to resolve, some of which are technical, if the proposals are implemented. These are set out in the attached appendices. At this stage, however, the proposed response set out in Appendix 2 is positive.

Recommendations

7.
Cabinet is asked to approve the proposed response to the consultation.

For the following reason:
To enable the Council to contribute a response to the consultation.

CONTACT:    Kristina Boardman Extension:  3625
PLAN REF: 3668

APPENDIX 1


Policy Context 

1.   The proposal supports priorities as outlined in Gateshead Council’s Sustainable Communities Strategy – Vision 2030 and Corporate Plan and in particular supports the priority to ensure a sustainable Gateshead by ensuring the best use of its resources.


Background

2. On 25 March the previous Government published its long awaited voluntary offer to local authorities. The offer is in the form of a prospectus setting out the terms within which the government plans to implement the dismantling of the Housing Revenue Account (HRA) subsidy system and introduce a system of self financing from April 2011 on a voluntary basis.  

3. The vision for self-financing within the prospectus for consultation is:

· A once and for all new settlement between central and local government. In exchange for a one-off allocation of debt between local authorities, government will stop the annual redistribution of rental income.

· Councils will have a predictable income stream, their own rents, which they can use to maintain their own stock. Councils will also retain housing capital receipts from all right to buy sales. 

· A system based on a fair starting point for all Councils. Gateshead would benefit from a reduction in housing debt of almost £115m. The reduction in debt is derived from certain assumptions regarding the subsidy rent (including convergence by 2015/16) and subsidy allowances, which include for Gateshead a net increase of 10.9% (2.8% Management and Maintenance and 31.1% Major Repairs Allowance). A 7% discount factor has also been included to allow headroom for additional new build. The resulting debt, which for Gateshead will be £238m will be deemed to be the opening debt and the amount at which local authorities will be expected to borrow within.
· A framework within which all local authorities can sustain their stock in a good condition. Alongside this there is commitment to completing the Decent Homes programme although outstanding investment will be part of the deliberations on priorities at the next spending review. Gateshead has £10m investment outstanding for 2011/12.
4. The current rent policy requiring local authorities to move to a formula social rent level (rent convergence) has been assumed to take place by 2015/16. In the interim the formula rent limits annual rents to RPI + 0.5% + £2. 
5. In conjunction with The Gateshead Housing Company consultants were commissioned to formulate a 30 year business plan incorporating the proposals within the prospectus. On the basis of the current stock condition surveys, the proposed capital programme and certain assumptions regarding inflation and interest rates overall the self financing model provides for a long term sustainable HRA for Gateshead.
6. There are still a number of technical issues that need to be considered in further detail such as the treatment of depreciation, the clearer separation of general fund and HRA debt, the potential need to produce a separate HRA Balance Sheet and the application of the debt cap.
7. The consultation poses six questions, responses to which are detailed in appendix 2.

Consultation

8.
Consultation has taken place with the Cabinet Members for Economy, Housing and Transport.  

Alternative Options

9.
There are no alternative options being proposed.  

Implications of Recommended Option 

10.
Financial Implications - The Strategic Director, Finance and ICT confirms that there are no financial implications arising directly from this report. If the proposals result in an offer to councils, later in the year, there will be significant financial and risk implications for the Council to consider.
11.
Risk Management Implication – There are no additional risks associated with this proposal at this stage.
12.
Human Resources Implications   - None
13.
Equality and Diversity Implications - None

14.
Health Implications - None

15.
Crime and Disorder Implications - None
16.
Sustainability Implications - None
17.
Human Rights Implications - None
8. Area and Ward Implications - None.










Appendix 2
Council Housing: a real future – Prospectus – Response to Consultation

Consultation Questions

1. What are your views on the proposed methodology for assessing income and spending needs under self-financing and for valuing each council’s business?

Methodology appears reasonable, the modelling work taking into account current stock condition surveys, planned capital expenditure and applying certain assumptions appears to verify this.
2. What are your views on the proposals for the financial, regulatory and accounting framework for self-financing?

More work is required in relation to the Regulatory Framework particularly around the costs of un-pooling the housing debt, the ability to carry out any future borrowing, the split between depreciation and debt and the likelihood of future government interference in the self financing model.
The proposed debt cap would appear to penalise those councils that have chosen to or plan to invest prudentially in their housing stock. It would be more reasonable to allow prudential borrowing undertaken up to the opening debt position to be excluded from the debt cap as it is outside of the subsidy system. This is a particularly important issue for the Council which has ambitious plans for regeneration throughout Gateshead.
3. How much new supply could this settlement enable you to deliver, if combined with social housing grant?

The model suggests we could build 250 new homes within this system, which assumes social housing grant of 30%. Additional new build may be possible if further consideration is given to the debt cap
4. Do you favour a self-financing system for council housing or the continuation of a nationally redistributive subsidy system?

The Council is supportive of the flexibility offered by the self financing model. The self financing proposal will enable the Council to plan for the longer term and therefore enable greater efficiency in the management of the Council Stock.

Self financing will also enable the Council to maintain a prudent HRA balance whilst also allowing for ongoing investment.

The current subsidy system will not in the long term provide for a viable HRA and will reduce significantly the Council’s ability to invest in the Council’s housing stock beyond the decent homes programme. 
5. Would you wish to proceed to early voluntary implementation of self-financing on the basis of the methodology and principles proposed in this document? Would you be ready to implement self financing in 2011-12? If not, how much time do you think is required to prepare for implementation?

The Council would be ready to implement self-financing in 2011/12, providing the £10m ALMO funding for Decent Homes was guaranteed. 
The Council requests, as outlined in above in question 2, that greater consideration be given to the proposed debt cap as this may affect the Council’s ability for planned investment in the shorter term in key regeneration schemes.

The Council also requires greater clarity regarding the practical aspects of the repayment of debt and the potential need for greater separation of general fund and HRA debt. 

The Council would also request greater certainty regarding capital grants as this may impact upon the ability to deliver new homes and some of the existing capital investment programmes. This is especially important given the current modest level of capital receipts from right to buy sales.

6. If you favour self-financing but do not wish to proceed on the basis of the proposals in this document, what are the reasons?

The Council would wish to proceed on the basis of the proposals in the prospectus but subject to the issues raised above.
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