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2.
INFORMATION 
2.1
For many years, Central Government has been seeking to replace the Housing Revenue Account (HRA) subsidy system for council housing as it is widely perceived to be complex, volatile and unfair to both local authorities and their tenants. In essence, the HRA subsidy system is a national mechanism which involves most council landlords making payments from their rental income to the Government. These payments are then redistributed to a minority of local authorities with high levels of debt. Under this system, Kettering Borough Council will make a negative housing subsidy payment of more than £3 million to the Government in 2010/11. This equates to around £1 out of every £3 of tenants’ rent payments leaving Kettering and benefitting other areas.   
2.2
In March, the Department for Communities and Local Government (CLG) published draft proposals for reform of the HRA subsidy system and invited local authorities to comment on the proposals by 6 July.

2.3  The proposals envisage replacing the HRA subsidy system with a new local,    self-financing regime. The main features of a self-financing system would be:

· Council landlords would be permitted to retain all their rental income and use it to fund landlord services 
· There would be no requirement to make negative housing subsidy payments to the Government.

· In return, local authorities would have to agree to take a one-off share of the national housing debt of £25 billion.

· Local authorities would also be able to retain income from sales. Currently, 75% of house sale receipts have to be repaid to the Government. 

· Allowances for management, maintenance and major repairs would be increased significantly.

· Councils would have greater capacity to build new homes

3.
USE OF RESOURCES
3.1  A financial modelling exercise has been undertaken in order to assess the implications for Kettering of a local, self-financing regime. This demonstrates that a self-financing system has the potential to provide a more secure financial environment for council housing but it also highlights serious concerns about the long-term sustainability of such a system. The main conclusions of the financial modelling exercise are set out below:

Under the proposed new regime, 
a) The Council would take on a total debt of £68.8 million which would then be paid off over the next 30 years. (In comparison, under the current system, the Council would have been required to make potential payments of £93 million over that time.)

b) If it chose to, the Council could become debt-free in 19 years 9 (in HRA terms).
c) Management and maintenance allowances would be increased by 1.6% and major repairs allowances would be increased by 30.5%. The impact of these increases would be to hold down the valuation of the stock, reduce the amount of debt taken on by the Council and ultimately increase the proportion of rental income available for management, maintenance and stock investment.  
d) The Council could afford to fulfil its stock investment requirements over the next 30 years (based on today’s requirements). 

e) The proposals provide “some headroom” in the assumed debt that would allow the Council to borrow money to build some new homes if the Council chose. The details about how this would work exactly are patchy at best at the moment.   
3.2     There are, however, some significant uncertainties.

a) The proposals are dependent on the outcome of the Comprehensive Spending Review in the autumn. The self-financing proposal, as currently framed, envisage large increases in management and maintenance allowances and the major repairs allowance. Whether these can actually be achieved in an era of tightly constrained public finances is far from certain. Any change in the proposed allowances would no doubt impact upon the viability of the self financing proposal and the consequences could be significant.  
b) Although the Council would have greater control over its housing finances than is currently the case, a number of key variables would remain outside the Council’s influence. In particular, the Government would retain control of rent levels and be able to determine annual rent increases. Also, the 30 year self financing business plan would be affected by variations in interest rates, general inflation and increases in construction costs. In effect, the Council would have to manage the risk associated with these key variables.


c) Modelling over a 30 year term in local government finance is difficult to envisage. Potential changes in national political priorities will no doubt have an impact on the system – the housing system of 30 years ago was vastly different to that of today. In the light of the forthcoming Comprehensive Spending Review, it is difficult to believe that the self-financing proposals as currently set out will remain unchanged and any variation will inevitably alter the viability of the self financing deal.   
There are a number of other issues that need more clarity. These include:

a) The technical, accounting and regulatory demands of the self-financing regime particularly in the early years relating to the calculation of depreciation, the value of capital investments, the potential unpooling of HRA debt from that of the General Fund and the drafting of a separate balance sheet for the HRA.

b) The prospect of new build properties being acquired through tenants exercising their RTB. The authority would potentially lose both financially in terms of tenants receiving discounts calculated on length of local authority tenure and in terms of properties leaving the stock that otherwise would be used to meet existing housing need.

c) The yield surrounding the debt-settlement figure. The Government have stated that they wish to provide a favourable calculation for authorities in order that this will provide sufficient headroom to engage in the new build agenda. The problem is that this has been undertaken on a national scale without exploring the individual circumstances of each Council, notwithstanding the non-financial aspects relating to the availability of land and local planning policy.

4.
CONSULTATION AND CUSTOMER IMPACT
4.1
The proposals for HRA reform were discussed at the meeting of the Tenants' Forum on 3 June. Tenants were asked to consider what they value about council housing in Kettering and how they would wish to see the service develop in the future. Members of the Forum said that they particularly like the fact that council housing is affordable and offers security of tenure. The variety of accommodation provided, including flats for single people, family homes and sheltered housing, is also valued.   With regard to future development of the housing service, tenants said that they would wish to see new homes built and the further development of the Council’s life skills and tenancy support services to include money advice and debt counselling. 
4.2
Although the self financing proposals were of interest, tenant representatives did have reservations about some aspects of the new system. In particular they were uneasy about the level of debt which the Council would be expected to take on. They were also concerned that the Government would retain control over rents and that the Council would have to carry the risk in relation to fluctuations in interest rates and inflation.

4.3  In summary, tenants are behind a system that delivers more certainty and stability in the funding of council housing but clearly were concerned about the level of debt involved. In summary, their response could be characterised as a “tentative maybe”. 
5.
POLICY IMPLICATIONS

5.1
In the consultation paper, the previous Government asked local authorities if they would wish to voluntarily enter into the new self financing regime. If councils agreed, the new regime could be introduced as early as April 2011. Alternatively, primary legislation would be required to introduce the new system at a later date.

5.2
Members will therefore need to consider whether they would wish to participate voluntarily in self financing, to decline the Government’s offer or indeed to express a qualified interest in participating subject to specific assurances about the long term sustainability of the proposal.    

5.3
When responding to the consultation paper, the Executive Committee may also wish to consider that one of the consequences of the self financing regime is to constrain the Council’s ability to pursue other stock options (including large scale voluntary transfer) that might be desirable for the authority in the light of local circumstances. At the present time, it would be advisable to keep all current options open until more is known about the new proposals. Members may wish to compare existing alternative stock options against the new proposals so that the service implications, for tenants, and the financial implications, for the Council, can be fully evaluated.          

6.
THE NEW COALITION GOVERNMENT  

6.1
The recent change of government inevitably raises questions about the plans of the new Coalition Government. In its Programme for Government, the new administration has pledged to “review the unfair Housing Revenue Account”. The DCLG advised local authorities on 8 June that the new Government is continuing to consult on the self financing regime and will decide the way forward in the light of local authorities’ comments after the submission deadline of 6 July.        
7.
CONCLUSION
7.1
The proposed reform of the HRA does offer the prospect of a more certain and secure future for the management and maintenance of council housing than that afforded by the HRA subsidy regime. However, this would be at the cost of taking on new debt of £68.8 million. In addition, there are significant uncertainties which threaten the sustainability of a long term financial settlement. Significantly, these include the likely major impact of the forthcoming Comprehensive Spending Review. 

7.2
In considering its response to the Government’s consultation paper, the Executive Committee has a number of options:

· to choose to participate voluntarily in the self financing system;

· to decline the Government’s offer;

· to seek further clarification about the full operation of the proposed system (including safeguards and assurances)

7.3
In light of the above, members are advised to seek further clarification about the operation of the proposed system, including what safeguards and assurances will be provided.  
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8.	RECOMMENDATION





	That the Executive:





a)	decline to participate voluntarily in the proposed system at the present time; 





b)	seek further clarification about the operation of the proposed system (including what safeguards and assurances will be provided)   so that a more informed decision can be taken in future.





c)	would wish to retain the current range of alternative stock options, including large scale voluntary transfer, so that the Council may select the best option for the Borough in the light of local circumstances. 








	








