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2.
BACKGROUND
2.1 As previously reported to Members, at the end of this month the Council will be formally allocated £72.9m of national housing debt. This is part of the new ‘self financing’ system of housing finance that is being introduced across the Country.
2.2 The debt equates to around £21,000 on average per dwelling.
2.3 The Executive Committee approved the Treasury Management Strategy for 2012/13 at its meeting of 15th February 2012. As part of that strategy, the following was approved in relation to financing the housing debt;
	The amount to borrow 


	£72.9m



	Who to borrow from 


	Public Works Loan Board (preferential rates)



	A fixed or variable rate loan


	Fixed rates



	What type of loan(s) 


	Maturity loans



	What period of loan(s)


	A number of fixed term loans at different maturity dates (to provide the Council with the flexibility required)


2.4 Although all of the required approvals and strategies are in place to enable the Council to undertake the required borrowing – given its one-off nature and absolute value we thought that it was appropriate that a supplementary report be brought back to the Executive Committee that summarised the actual financing options that are available to the Council (within the envelope of the agreed strategy) together with a recommended course of action.  
2.5 Throughout this process, the Council has (and continues to) worked closely with external professional advisers. We are making good progress on developing the required 30 year business plan (in conjunction with the Chartered Institute of Housing Consultancy) and have worked closely with Sector Treasury Services in relation to the Treasury Management Strategy and options.  
2.6 As it develops and is refined over time, the Business Plan will directly influence the Councils long term approach to debt repayment and future capital investment. At this moment in time, the borrowing strategy that the Council adopts needs to retain sufficient flexibility as discussed in the Treasury Management Strategy.
2.7 To enact the Executive’s recent decision in relation to financing the housing debt (as per section 2.3), a number of different financing options can be applied. These are discussed in the next section of the report.  
2.8 It is important Members recognise that financing of the housing debt is primarily a Treasury Management decision at this moment in time. 
3.
FINANCING OPTIONS
3.1 The overall financing strategy for dealing with the housing debt was approved by the Executive at its last meeting (as summarised in section 2.3).

3.2 By agreeing to structure the debt through the use of ‘maturity loans’, the Council has retained the maximum flexibility that it can. In essence, maturity loans are serviced annually (throughout the duration of the loan) by paying interest to the Public Works Loan Board (PWLB). No principal repayment of the loan takes place throughout the duration of the loan. The Council will however each year make a provision for principal repayment and can then decide at the maturity of each loan whether it wishes to fully repay the outstanding principle or re-finance the loan. The Council does not need to make such a decision now, it will be taken at the appropriate point in the future and will be based on what the HRA’s financial position actually is and what the need for capital improvement works for the housing stock is.

3.3 This section outlines the options available for financing the loan, of which there are two main options;

· Option 1 – Funding to ‘match’ the HRA Business Plan.
· Option 2 – Funding ‘long’ of the HRA Business Plan.
Option 1 – Funding to ‘match’ the Business Plan
3.4 This option basically spreads the profile of the loans according to the sums that the HRA Business Plan can afford to pay.  The loan portfolio is structured so that each year the value of loans maturing is exactly equal to the amount of debt that the Council can afford to repay from surpluses generated in that year. 
3.5 Chart 1 illustrates a loan portfolio whereby the loans are structured to match the business plan:

Chart 1 – Funding to ‘match’ the Business Plan
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3.6 The benefits of funding to ‘match’ the Business Plan include;
· The average interest rate is minimised.
· The HRA will not accumulate balances, which means the Council will shoulder a lower credit risk.
3.7  The risks or disadvantages of funding to ‘match’ the Business Plan include;
· The Business Plan is still a developing document and will continue to be a live document throughout its life – it is unreasonable to think that it’s initial profile will not be amended throughout its life.
· The Council has not previously had a 30 year HRA Business Plan. It is unrealistic to expect the legislative environment to remain static for such a long period. A lot has changed in housing finance over the past 30 years!

· By not accumulating balances, the HRA loses the flexibility to respond to unforeseen changes over the period of the plan. 
· Long term financing is currently available at historically low interest rates – locking in money ‘longer term’ would ensure that the Council has access to relatively inexpensive funds to deal with housing priorities that may arise or provide a better overall funding envelope for the Council’s corporate treasury management activities.

· Given the legislative provisions that are contained in the Localism Act, there is a very real risk that the government may use their reserve powers to reopen the settlement in the future (ie, allocate more debt to authorities like Kettering). Having a strategy that funded to match the Business Plan could potentially expose the Council to this.
Option 2 – Financing ‘long’ of the Business Plan
3.8 This option basically takes out borrowing for longer periods than is theoretically required if the Business Plan is used as a reference point. This means that surpluses would be accumulated prior to paying off larger tranches of debt on a less frequent basis.
3.9 In reality, the Council has little option but to borrow ‘long’ of the business plan for all the reasons outlined in section 3.7. Moreover, the business plan is still developing and at the time of taking the loan structure out at the end of March will still be a developing document. Accordingly, at the very least there will need to be some flexibility that can only be secured by borrowing ‘long’ so that the plan can be updated as it changes over time.

3.10 There are many different ways the Council can fund ‘long’ of the business plan, the following chart illustrates this;
Chart 2 – Funding ‘long’ of the Business Plan
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3.11 Funding ‘long’ could take many different forms. Essentially, any combination of loans could be undertaken in the ‘shaded’ area. Extreme examples are that local authorities could take out their full loans allocation over 30 (or even 50 years) to take advantage of the currently low preferential rates that are on offer – we understand that a few local authorities are considering these options.
3.12 Taking into account the Council’s draft HRA projections and our approved Treasury Management Strategy, the strategy of borrowing ‘long’ of the business plan seems a sensible and pragmatic course of action. The benefits of funding long include;
· The Business Plan is still developing and flexibility is required for its financing profile.
· The Business Plan will require amending over the 30 year period.
· If changes to the Business Plan require additional funding – the Council already has locked in funding at preferential rates at historically low levels.
· The access to relatively inexpensive funding will help the Council’s future treasury management activities and could financially benefit other infrastructure funding decisions outside of the HRA in the long term.
· If the Council decided in the future that it did not need to keep the borrowing for as long, it can refinance the loans. Given their low coupon rate it is quite probable that financial institutions may give a discount to get such low interest loans off their books. The downside risk of this is therefore very low if interest rates were not to move upwards over the period.

· Increased flexibility, arising from accumulated balances, to cope with any unforeseen expenses over the course of the 30 year plan.

3.13 The disadvantage / risks of funding long of the Business Plan include;
· Longer term debt attracts higher interest rates albeit still at historically low levels.
· Over time the Council would need to consider using different investment instruments such as Money Market Funds to invest any cash balances without breaching the risk appetite in the Treasury Management Strategy.
· If interest rates do not increase the Council could be exposed to a ‘cost of carry’ – given the current low rates this is considered to be low risk.
3.14 As previously detailed in the Councils Treasury Management Strategy – taking out a portfolio of loans that have a range of maturity dates would achieve a good average interest rate that is sustainable for the HRA and maintains flexibility. The issue to resolve in this report is really what an appropriate loans structure is for the Council. 
3.15 From the information and commentary in the report this far, Option 2 (funding ‘long’ of the business plan) is the strategy recommended to the Executive. In doing so, there are a number of different strategies that the Council could undertake – the preferred option is illustrated in Chart 3;


Chart 3 – Funding ‘long’ of the Business Plan 
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3.16 Having discussed the options with our external advisers, the Executive are recommended to endorse Strategy D (from Chart 3). It is recognised that strategies B and C (from Chart 2) are extreme but are there for comparison purposes.
3.17 Strategy D effectively borrows ‘long’ of the Business Plan by undertaking a portfolio of loans with differing maturity dates. A significant proportion of the loans will mature across the duration of the Business Plan but the strategy has the advantage of locking in some money for longer periods (some up to 30 years and some up to 50 years) to maintain maximum flexibility and take advantage of the currently low preferential rates.
3.18 When considering this option, members should take into account not just housing capital investment needs and aspirations but also other capital projects that the Council may wish to undertake in the medium and long term. If in the future, the funding is no longer required for housing purposes then it can be made available for other capital projects (eg, regeneration) without disadvantaging the HRA. If on the other hand, the borrowing needs to be redeemed early, it is highly likely that it will be done at a ‘discount’ if interest rates move upwards over the medium term from there currently low level.

3.19 Members should note that if strategy D is endorsed, the precise make-up of the loan structure will adhere to the principles shown in Chart 3 however its precise composition may vary a little in response to the market conditions that exist at the time of taking out the loan and the detailed loans that are made available. Members are being asked to endorse a preferred strategy rather than its precise composition. 

4. CONSULTATION AND CUSTOMER IMPACT


4.1  
None.  


5. POLICY IMPLICATIONS


5.1 
None


6. USE OF RESOURCES


6,1 
The use of resources has been considered through out this report.
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1.	PURPOSE OF REPORT





To provide Members with an update on the borrowing strategy options for financing the £72.9m of national housing debt.	�














7.	RECOMMENDATIONS


	�The Executive are recommended to;





Note the financing options that are available to the Council (and there respective benefits and risks);





Endorse the borrowing strategy as outlined in section 3.15 of this report



































