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2.
BACKGROUND
2.1 Historically, the national subsidy system for council housing was considered to be complex, volatile and unfair to both local authorities and their tenants. From April 2012 it was replaced by the Government by a new ‘self financing’ system. As a result of this, Kettering Borough Council had to take on a £72.9m share of the national housing debt – it did so through taking on long term external debt.
2.2 Certain categories of Council Tenants have the ‘right to buy’ the Council house in which they live. This is in effect part of their tenancy rights and has been so for many years. 
2.3 Under the previous housing finance rules, when a house is sold under the right to buy legislation – the Council could retain 25% of the proceeds with 75% being paid to the Government. Although many local authorities considered this to be unfair, the fact that the Government held the national housing debt and operated the national subsidy to some extent justified it.
2.4 Prior to the introduction of the new housing finance system earlier this year, the Government consulted on how right to buy receipts should be treated. Initially it was suggested that local authorities should retain 100% of the receipts - this made sense given that they would also have 100% of the debt. By the time the new system came into being, the position had changed significantly and had reverted back to local authorities retaining 25% of the proceeds with 75% being paid to Government. Local Authorities were generally very disappointed by this.
2.5 The Government on 2 April 2012 announced that the maximum Right to Buy discount in Kettering would increase from £24,000 to £75,000 per property. This represented an increase in the discount of 212%. 

2.6 Ministers also confirmed their intention that the proceeds from any additional Right to Buy sales (sales over and above that assumed in the self financing settlement) would be used to fund replacement homes on a one-for-one basis across the country as a whole. 
2.7 The Department for Communities and Local Government (DCLG) required Councils to adopt one of the following two options;

Option 1

Enter into an agreement with DCLG whereby the Council will be able to retain a proportion of surplus receipts (those receipts over and above that allowed for in the Housing Self Financing Determination) from Right to Buy Sales to be used for the provision of new homes within their localities.
Option 2
Where a council chooses not to retain the surplus Right to Buy receipts, these will be surrendered to the Homes and Communities Agency (HCA) who will then be able to utilise them across the country.
3
ONE FOR ONE REPLACEMENT HOMES

3.1 Where councils enter into an agreement with DCLG at a local level they will not be required to fund replacement stock on a one-for-one basis, however it is envisaged one for one replacement will be achieved at a national level. The main elements of the agreement will be:
· The council will have three years to invest the receipts in replacement housing.
· The receipts from the Right to Buy sales must not account for more than 30% of the total expenditure on the replacement housing stock. 
· The replacement housing may be newly built, acquired council homes,  new social housing built by a housing association or the acquisition of existing properties for conversion into affordable rent. 
· If the receipts are not used, they must be returned to HCA with an interest penalty which will be charged at 4% above base rate on a day-to-day basis compounded with three monthly resets.
· Each quarter, the Council will be required to report to DCLG on progress. 

3.2 If the Council were to enter into an agreement with DCLG (Option 1) to retain the RTB receipts the Council or another partner would be required to fund 70% of the investment. As the Council does not have the financial capacity to do this, a partnership arrangement with a Housing Association would be required whereby the Housing Association provide 70% of the funding.  If the Council were to enter into a partnership with a Housing Association the Council would retain 100% nomination rights on first let and 95% on subsequent lettings.
3.3 Housing associations have considerable experience in delivering ambitious programmes within tight timescales and would be in a good position to manage the risk associated with this project. 
3.4 If the Council is to retain a proportion of surplus Right to Buy receipts and invest these locally, a project brief which sets out the Councils requirement for the development of new one and two bedroom properties at affordable rents (up to 80% of market rent) and the acquisition and improvement of long term empty properties would be compiled. Housing associations would then be invited to submit proposals for fulfilling the project brief.
3.5 If the Council enters into an agreement with DCLG, and did not utilise the RTB receipts within the three year timeframe the Council would incur a financial penalty whereby interest would be charged at 4% above base rate on the receipts not utilised. 
3.6 This programme has the potential to generate investment in new homes both from the receipt of the sale of the Council house and from partner contributions. 
3.7 If the Council were to return receipts to HCA the risk is that receipts generated by RTB sales are invested outside of the borough and there is the potential for significant leakage back to central government, as was the case with the previous HRA subsidy regime.
3.8 The One for One replacement was introduced after the Self Financing determinations had been announced. The Self Financing determination assumed 7 RTB Sales in 2012/13. 
3.9 The DCLG in recognition of the changes to the discount rates have allowed authorities to deduct the assumed level of debt per property (£21,667) where sales are over and above that incorporated into the self financing settlement.
3.10 The self financing determination apportions RTB receipts between the DCLG and the Council, the combined assumed income is £356,001 and is split as follows for the 2012/13 financial year;

· KBC assumed income
 
- 
£104,757

· Government assumed income 
- 
£251,244

· Total




-
£356,001
3.11 Where the total assumed income from RTB Sales in 2012/13 exceeds £356,001 monies become available for one for one replacement either by the Council retaining and investing additional monies or by returning monies to HCA to be redistributed nationally. The following table details the assumed income levels in 2013/14 and 2014/15 together with the estimated number of RTB sales, per the Self Financing determination. 
	Year
	KBC Assumed Income
	CLG Assumed Income
	Total Assumed Income
	Estimated Number of RTB Sales

	2013/14
	122,580
	293,990
	416,570
	8

	2014/15
	137,465
	329,690
	467,155
	9


3.12 Regardless of which option is chosen an allowance of £21,667 in 2012/13 is deductable from the receipt where sales for this Council exceed 7. This recognises the average debt per property associated with the additional sales which had not been incorporated into the self financing determination. 
3.13 A worked example together with the assumptions used for one for one replacement is detailed at Appendix A. 
3.14 As at the end of August there was one completed RTB sale for 2012/13. The number of RTB applications received and currently being progressed amount to 23. As mentioned at 3.10 the value of the receipts need to be greater than £356,001  in order for receipts to be available for One for One Replacement Homes using the assumptions made in Appendix A as a guideline sales would need to be 7 or greater.
3.15 Whilst the self financing arrangements provides authorities with greater certainty and allows them to better manage their housing stock over the longer term, rather than on annual basis as happened in the subsidy system (largely due to the subsidy levels being determined annually), there is still significant policy changes taking place centrally that impacts on local decisions.

4
CONSULTATION AND CUSTOMER IMPACT


4.1
None as a direct consequence of this report.  

5
POLICY IMPLICATIONS


5.1
None as a direct consequence of this report.  


6
USE OF RESOURCES


6.1
The use of the Councils resources are considered throughout this report.
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1.	PURPOSE OF REPORT





The purpose of the report is to:	�


Provide an update on the Government’s one for one replacement for Right to Buy (RTB) sales and





 Consider the options available for utilising Right to Buy receipts.
































7.	RECOMMENDATIONS


	�That the Executive;





Note the changes required under One for One Replacement Homes.





Consult with Housing associations to submit proposals to fund 70% of the cost of One for One Replacement Homes.





Subject to a parallel partnership arrangement with a Housing Association enter into an agreement with DCLG whereby the Council will be able to retain a proportion of surplus receipts (those receipts over and above that allowed for in the Housing Self Financing Determination) from Right to Buy Sales to be used for the provision of new homes within Kettering Borough.

































































