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Introduction

This report provides information on the Draft budget for 2014/15 and forward financial
forecast for the Housing Revenue Account (HRA) and the HRA Capital Programme
to 2017/18 to enable the Committee to review expenditure and income, to seek
explanations regarding any changes in budget levels and to comment on the
allocation of financial resources.

This budget is being set following one of the most significant changes to the financing
of the HRA in several decades. On 1 April 2012 the HRA Self Financing Regime was
implemented, replacing the HRA Subsidy System which was used to manage Local
Authorities social housing finance for several decades. The change involved the
Council making the payment of a one off debt settlement of £18.114m. The council is
now solely responsible for managing its housing stock and is no longer dependent on
annual decisions by Government about the level of resources that would be available
in the following year.

Recommendations

That Members:

1) Consider the Revenue budget forecast for the Housing Revenue Account in
2013/14 and the three forward financial years to 2017/18 and recommend to

Council for Approval (Appendix 2)

2) Recommend to Council for approval the proposed rent and service charge
increases for 2014/15 (Appendix 2 and Appendix 4 Section 2)

3) Consider the HRA capital programme for 2014/15 and recommend to Council for
Approval (Appendix 3)




Information

The introduction of Housing Revenue Account self financing has given local
authorities the freedom to develop and deliver a more positive, less constrained
vision for Council Housing.

Housing Revenue Account (HRA) self-financing commenced in April 2012. For the
first time in generations, local housing authorities are able to fully retain the money
they receive in rent in order to plan and provide services to their current and future
tenants. This represents a monumental shift in outlook from the previous financial
system, replacing an annual short-term focus with a longer term planning horizon
with the freedom to develop and deliver a more positive, less constrained, vision for
council housing.

Major considerations for the Budget and Forecast period

The draft revenue and capital budgets for 2014/2015 are attached for the
Committee’s consideration at Appendices 2 and 3 and they incorporate three year
forward financial forecast to 31 March 2018.

Government Housing Funding Policy

The budget reflects the implementation of HRA Self Financing from 1 April 2012.
Under these arrangements the Council no longer has to make annual subsidy
payments to the Government. These were estimated in 2011/12 to be as much as
£1.5 million for 2013/14. Instead the Council paid a one off debt settlement of
£18.114 m on 28 March 2012. This debt settlement represented the discounted value
of the housing business over a 30 year period based upon assumptions made by the
government about the income and costs of running the housing stock. The total
amount of debt that can be supported from the HRA from April 2012 has been limited
to £21.769 million — the so called ‘debt cap.

The ring fence arrangement that separates the HRA from the General Fund
continues to operate under the new self financing regime.

Rent Policy

In 2002 the Government adopted a policy of rent restructuring which aimed at
harmonising rents in the social housing sector (Local Councils and Housing
Associations) over a period of ten years. It was planned that target levels would be
reached in 2011/12. However, in virtually every year since 2008/09, the year of
convergence has been changed largely to achieve the objective of keeping rent
increases at an affordable level for tenants. Changes in recent years to the
convergent time table have now pushed this back to 2015/16 and this is the year
used for convergence in the HRA self financing settlement.

The Government announced a proposed revision to the policy for social rents during
the spending round in June 2013. The headline change was for social rents to
increase by CPl + 1% for the 2015/16 rent year and for the subsequent 10 years.
Current rent policy allows for a rent increase of RPI + 0.5% plus an element for rent
convergence up to a maximum of £2.

DCLG has subsequently consulted with the housing sector setting out that in addition
to the change in the headline rate of rent increase, they (Government) are not



minded to allow further rent convergence after the 2014/15 rent increase. Modelling
of the likely scenarios has been undertaken to test the impact on rental income and
the business plan.

Firstly, the move from RPI + 0.5% to CPI + 1% is unlikely to have an impact on the
business plan. Current assumptions built into the plan are for costs to increase by
RPI (2.5%) and rent to increase by RPI + 0.5% (3%). Under the new regime, rents
will increase by CPIl + 1%. Assuming CPI performs at its target rate of 2% this also
equates to 3%. Therefore, if the council keeps costs to CPl + 0.5% there is no
underlying change. This appears to be a reasonable assumption.

However, the current assumption in the business plan is that rental income follows
rent restructuring and assumes that rents will converge with formula over time.
Formula rent is increasing by RPI + 0.5% and actual rents increasing by RPI + 0.5%
+ £2.

In 2013/14, rents were on average £4.73 per property below convergence. The
average rent in 2013/14 was £72.34 compared with a formula rent of £77.07. The
average figures masks the property by property position with some properties further
from convergence. Therefore with the £2 cap in place, not all rents would have
converged until 2022/23 although 99.9% would have converged by 2019/20.

The proposed rent increase for 2014/15 moves the average rent to £76.98 against a
formula rent of £79.93. This rental increase utilises the maximum flexibility of the £2
convergence related increase. The business plan assumption in future years is that
this gap of, on average £3.15 per week will not be made up over the lifetime of the
plan and hence reduce investment capacity by over £200k per year from the time of
convergence.

This assumes that there is no re-letting of properties to target rent after 2014/15 with
all rents increasing by 3% per annum. However, if we include some re-letting activity
to what would have been formula rent this will increase the rental income.

Overall, this does not impact on the viability of the plan with the capital needs of the
current stock fully met. However, it will have a negative impact on the investment
capacity.

One area where Government policy thinking remains unclear is around the housing
benefit limit rent control mechanism.. The housing benefit limit rent will also continue
to act as a limiter on rent levels in 2014/15 — although as yet has not been set.
However, it is unclear at present how the introduction of the universal credit and the
benefit cap will impact upon the limit rent.

For tenants of Oadby and Wigston the rent restructuring proposals translate to an
average rent increase of 6.41% with actual rent increases being in the range of £3.39
to £5.35 per week.

Welfare Reform and the Universal Credit

The welfare Reform Act provided for the introduction of a Universal Credit to replace
a range of existing means tested benefits and tax credits for people of working age
(including housing benefit) which started from 2013. These include for the
administration of this Universal Credit direct payment of housing support to the tenant
instead of the current arrangement of directly paying the landlord. The Universal
Credit was introduced on a pilot basis from October 2013. From October 2013 a



benefit cap operated which meant that no household received more than £500 per
week in total benefits.

It is a concern that payment of housing benefit directly to tenants (rather than to their
landlords) has increased rent arrears and resulted in additional transaction cost.
Moreover the capping of the Universal Credit at £500 per household per week has
meant that some tenants fall into arrears as a consequence. It was estimated that the
combination of these factors could increase arrears as a proportion of the total rent
roll from 3% to 7% nationally. Six pilots for the Universal Credit were completed and
reports suggest that arrears levels in these pilots are running at between 10% and
20%.

The risk arising from the combination of the introduction of the benefits cap and the
Universal Credit mean it is considered prudent to reflect in the forward forecast and
increased bad debt provision and collection costs to pre-empt any adverse impact
from the introduction of these changes. However, these need to be kept under
review.

Right to Buy

The self-financing settlement included an assumption on the level of right to buy and
the settlement value was adjusted to reflect this. The subsequent ‘reinvigoration’ of
right to buy through increasing the discount available has the potential to impact on
the cash-flows of the HRA and hence the value of the business.

Therefore, when the revised discount rates were introduced, a new set of
arrangements was also introduced relating to what the capital receipt from disposals
under right to buy could be used for. This allowed for the authority to keep a larger
proportion of the receipts should sales increase to compensate for the loss of
capacity from the business plan. In addition should receipts go above a certain level,
the authority is allowed to keep that proportion of the receipt to fund additional
affordable housing.

In 2012/13 sales remained supressed but in 2013/14 were 8 units have been sold as
at the end of December. This will generate additional receipts for investment in new
affordable properties. It is forecast that the Council will receive around £116,000 of
receipts which they will require to spend on new housing by September 2017. Under
the ‘“1-4-1° replacement housing agreement between the Council and the
Government these receipts can only fund up to 30% of the cost of this housing.
Therefore a further £270,000 will need to be found either from the Council’'s own
funds or through an outside partner. A further report on this subject will be brought to
this Committee in March to discuss how members may wish to proceed.

Early in 2014, the Government announced further headline changes with the
percentage discount available on the sales of houses to increase to 70% of the
valuation in line with the discount available for flatted accommodation. The overall
cap on the amount of discount remains at £75,000. This proposed change has not
been fleshed out in regulations at this point. However, when allied to the proposed
introduction of ‘support’ around mortgage availability to those seeking to exercise the
right to buy it could see right to buy levels remain at a higher rate for another year
before potentially returning to long term averages.



Treasury Management Strategy

The implementation of HRA self-financing was a major influencing factor on the
Council’'s Treasury Management arrangements for 2012/13. As discussed above the
self-financing settlement involved the Council taking on £18.114m of borrowing. The
interest costs on this borrowing consume a significant amount of the HRA'’s
resources and the management of these is thereafter critical to the HRA budget. An
updated Treasury Management strategy will be presented to Council on 25 February
2014

Decent Homes

The council is undergoing a programme of works to bring all its housing up to the
Decent Homes Standard. The challenge once this programme has been completed
will be to maintain the stock at the Decent Homes Standard and meet other demands
and commitments. A 30 year Asset Management Strategy was prepared in 2011-
2012 and this was a key input into the 30 year financial strategy. Modelling the
resources available in the 30 year HRA business Plan under the new self financing
regime demonstrates that with an improved financial position as a result of self
financing, meets the overall demands of the Asset Management Plan and
accommodates the peak of expenditure in the early years of the 30 year planning
period.

Work is currently underway to increase the stock condition survey to 100%. This will
either validate that the Decent Homes Standard has been met or identify any
remaining shortfall. It will also provide a more accurate (every property surveyed)
basis upon which to model the 30 Year Investment Plan. In overall terms it is not
expected this will significantly alter the demand of the overall plan as sample surveys
usually prove reasonably accurate for modelling purposes.

The Draft Capital Programme is set out in Appendix 3

The issues outlined above are developed in more detail in Appendix 4 which also
includes detail on some other significant matters. Appendix 2 contains the revised
estimates 2013/14 and the Budget for 2014/15 and sets out the estimated revised
reserves position at 31 March 2014.

Consultation

In addition to being presented to the Committee the Draft Budget will be considered
by the Tenant Panel. Any comments will be included in the report to Council on
25 February 2014.

Long Term Planning

The Council Medium-Term Financial Strategy (MTFS) and Asset Management
Strategy are currently being reviewed. The MTFS will be presented to Policy Finance
and Development Committee on 25 March 2014 with the Asset Management
Strategy following later in the year.

The 30 year HRA Business Plan has been reviewed and assumptions updated.
Details of this review are included in Appendix 5. It will be seen that the Business
Plan is sustainable and in a better position than the plan originally approved by the
Service Committee on 27 March 2012.



Sustainability of the HRA

The HRA faces a number of financial challenges in the next few years. The most
significant of which are:

1 The introduction of the universal credit with its proposals for payment of
housing benefit directly to tenant instead of to the landlord and a cap on
benefits of £500 per household per week.

2 The new Right to Buy (RTB) regime with significant additional discounts of up
to £75,000 available to buy Council properties. This has seen a significant
increase in applications. Over a period of time this could result in Council
Stock being further depleted.

In addition there are significant local operational risks that need to be managed and
are set out in the risk management table in Appendix 1.

It is essential that the HRA maintains sufficient reserves to manage these risks and it
is proposed that in the draft budget and forward forecast that reserves are
maintained at a minimum level of £0.3 m.

Future Build

In 2012/13 the Council established a Regeneration Reserve £500,000 has initially
been transferred into this reserve to provide funding for new house building
initiatives.

Proposals are actively being pursued with developers and stakeholders on some
immediate opportunities on council land by our economic regeneration team which
will initially be reported to the place shaping working group.

Any funds generated by the plan, over and above what is required for the
maintenance of the current base and service levels, will be added to this reserve.
When a report is submitted to council on 25 February 2014 on the HRA budget
proposals the Section 151 officer will take these issues into consideration in his
advice on the level of balances that should be within the HRA.

Implications

Financial (PL & JD) | As set out in the report and the Appendices

Risk (PL & JD) As set out in Appendix 1

Equalities (AC) The HRA provides services to some of the Boroughs most
vulnerable residents. The combination of the currently
assumed rent increase, reduction in Supporting People
funding and therefore services, the uncertainty over the level
of future funding for works to the Council stock and the
continual difficulties in the wider UK economy means that
there will be significant challenges to be met in terms of
managing the impact of the implications of the budget on




these groups.

The Council will undertake a service impact assessment on
changes to the Sheltered Housing Scheme brought about by
the reduction in supporting people funding. Through this
process the Council has sought to minimise the impact on
residents.

Legal (AC) By law the Council is required to budget “so that on the best
assumptions and best estimates available the HRA will not
show a debit balance” at the year end.

Background papers: None

Glossary of Abbreviations used in the report

HRA Housing Revenue Account

RTB Right to Buy

HRACFR Housing Revenue Account Capital
Financing Requirement

MRA Major Repairs Allowance

MRR Major Repairs Reserve

DCLG Department of Communities and
Local Government

RPI Retail Price Index

CPI Consumer Price Index




