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	1. PURPOSE OF REPORT
This report presents the outcome of the housing stock options appraisal, which has recently been completed. 

It contains a summary of the main issues that were identified during the appraisal process and recommends a way forward.  




2.
BACKGROUND INFORMATION


2.1
The Decent Homes Standard and Housing Stock Options Appraisal  


The Government has set a requirement that all council housing should meet a Decent Homes standard before 2010. In order to meet this standard, a home must:

· meet the current statutory fitness standard; 

· be in a good state of repair;

· contain modern services and facilities;

· be reasonably easy and inexpensive to keep warm.

Local housing authorities are required to undertake a housing stock option appraisal in order to ascertain the best way of ensuring that their homes meet the Decent Homes standard by the target date. The appraisal also has to ensure that the arrangements for managing the housing service support the needs and aspirations of tenants. 

This appraisal involves an assessment of four different options for the future ownership and management of the Council’s housing stock. These are: 

· Stock Transfer 
· Private Finance Initiative (PFI) 
· Arms Length Management Organisation (ALMO) 

· Stock Retention 

2.2
The Government’s Requirements for Housing Stock Options Appraisal  

The Office of the Deputy Prime Minister (ODPM) published guidance for local authorities in June 2003, which set out the Government’s requirements for the housing stock options appraisal process.

In summary, the guidance advises that:

· tenants and leaseholders should be “at the heart of the decision-making process”; 

· a Communication and Consultation Strategy and a Tenant Empowerment Strategy should be agreed with the ODPM’s Community Housing Task Force at the start of the process;  

· tenants’ aspirations for their homes and for better services should be taken into account;

· appraisals should be based on robust, accurate and up-to-date information on stock condition, finance and housing demand and supply.

· appraisals should link into wider strategies for neighbourhood renewal, where applicable;

· the evaluation of each option should be objective and robust; 

· the potential of each option to deliver service improvements should be considered; 

· appraisals have to be signed off by the Government Office for the East Midlands and the Community Housing Task Force before July 2005.     

2.3
 Housing Stock Options in Kettering Borough

Kettering Borough Council commenced work on its stock option appraisal in January. 

The Executive Committee asked the Tenants Forum to investigate each of the options and to make recommendations for the future of the Council’s housing stock. The Forum was assisted on a day-to-day basis by a Tenants Steering Group, which comprised four tenant members of the Tenants Forum. An independent tenants advisor, Libra Housing Advisory Services, was appointed to provide support to the Steering Group and objective and impartial advice to tenants.

Kettering’s Communication and Consultation Strategy and Tenant Empowerment Strategy were produced during the summer and have been signed off by the ODPM. An intensive consultation campaign during August and September advised tenants of the main issues and gave them an opportunity to make their views known. 

Independent consultants were commissioned to undertake a stock condition survey, market research survey and financial appraisal so that the stock option appraisal was based on robust, accurate and up-to-date information.  

The Stock Option Appraisal process reached its climax on 18 November when the Tenants Forum made its recommendation to the Executive. The recommendation is attached as Appendix A and discussed further in section 4 of this report. 

2.4
Strategic Context – Housing Need and Supply in Kettering Borough 

The local housing market in Kettering Borough is under considerable pressure due to a lack of affordable housing. There has been a rapid rise in local house prices while incomes have failed to keep pace. During the last quarter, July – September 2004, the average price of a terraced house increased by  £7,000 to £107,054. The overall average house price has also increased by approximately £2,000 to £140,253. 

The nature of housing demand in Kettering is changing. The average household size is reducing largely as the result of demographic changes – people are living longer, more are choosing to live alone and divorce rates are increasing. The population is also growing older. In Kettering Borough more than 25% of residents will be over 65 by 2021. These changes in demand need to be considered when planning the Borough’s housing services for the future.

The existing supply of affordable homes falls well short of the demand. There are 3,951 Council owned homes and another 1,000 housing association rented and shared ownership homes in the Borough. In 2003/2004, 54 new affordable homes were developed by Housing Associations, another 92 will be built during this year and, next year, a further 233 homes will be developed. Although this is an impressive level of growth, it is clear that there needs to be a substantial increase in supply to meet the demand for affordable homes. This means that the existing housing stock has to be fully utilised and that new housing provision needs to reflect the changing nature of the local housing market.  

2.5 The Condition of the Housing Stock

The stock condition survey, which was undertaken by NBA Consortium Services, shows that Kettering Borough Council’s housing stock is in particularly good condition. The following points illustrate this:

· 90% of homes meet the Decent Homes standard - compared to a UK average of 57%
· 2.4% of homes are statutorily unfit - compared to a UK average of 4.7%

· The average energy efficiency rating is 70 - compared to a UK average of 54
· The survey also found that the Council’s investment and maintenance liabilities are low, in comparison to most other local authorities:  

· £1.2 million needs to be spent so that all Kettering’s homes meet the Decent Homes standard. This can be met from existing planned programmes and should be achieved in 2005/2006.
· Over the next 10 years, we will need to spend £31 million on maintaining our housing stock – equivalent to £7,900 per property.  
· Over the next 30 years, £90 million will be required to maintain our housing stock – equivalent to £22,750 per property.  

This favourable position reflects the traditional design and construction of our housing stock and the strategic approach taken by the Council to improve its homes over the past twenty years.

2.6 Tenants Views and Aspirations

A postal questionnaire survey of all Council tenants and leaseholders was carried out by Matters of Fact, an independent market research company. Tenants and leaseholders were asked for their views on how well the Council was managing their homes and neighbourhoods. They were also asked about their aspirations for the future direction of the housing service. A response rate of 34% was achieved. This compares favourably with the usual response rate of 15-20% for this type of survey. Among the most significant points to emerge from the survey are:    

· 67% of tenants were aware of the stock option appraisal process.

· 81% of tenants strongly agreed or agreed that it was important that the Council owned their homes. 

· 80% of tenants were very or fairly satisfied with the repairs and maintenance service.

· 70% of tenants were satisfied or fairly satisfied with the way that the Council managed their estates or neighbourhood.

· When asked about what was important in making a home a great place to live, the top three responses were feeling safe, a quiet neighbourhood and having the Council as landlord. 

· Home investment priorities for tenants were secure front doors, smoke detectors, central heating and double glazed windows.   

· When asked about what neighbourhood improvements tenants wished to see, the top responses were garden fencing, more parking areas and the prompt removal of rubbish and graffiti.    

Several important points emerge from the survey. It is clear that tenants, and particularly older tenants, have a strong affinity with the Council. Customer satisfaction levels are high although tenants do wish to see improvements in the way that the Council responds to anti-social behaviour and deals with neighbourhood management issues. These are matters that will be addressed by the Next Steps for Housing service improvement programme, which is discussed in section 6 of this report. In terms of improvements to their homes, tenants aspirations are realistic and mainly relate to issues such as warmth, security and safety.   

2.7
The Kettering Borough Standard 

The Tenants Forum has considered a local standard for the Council’s housing stock – the Kettering Borough standard. This standard, which is set out in appendix B, exceeds the Decent Homes standard in several respects. In particular, the Kettering Borough standard addresses elements outside the home such as fencing and paths whilst within the home it sets standards for internal layouts and the provision of kitchen units and socket outlets. During the stock option appraisal process, the Kettering Borough standard has been useful in measuring tenants’ aspirations for their homes and for evaluating the different stock options. In the future, tenants envisage using the Kettering Borough standard as a basis for agreeing the content of estate refurbishment schemes within available resources rather than applying it as an absolute standard. 

3 THE OPTIONS

3.1 Overview

Housing Quality Network have carried out a number of financial appraisals for the Council over the past two years, prior to producing their final report in November. This included an assessment of the financial feasibility of each of the stock options and an evaluation of the viability of the Housing Revenue Account over the next thirty years.

In summary, Housing Quality Network advise that stock transfer and stock retention are viable on financial grounds as they would both enable the Council to meet the Decent Homes Standard before the target date of 2010. Under the retention option, it would be possible to fund some stock improvements over and above the Decent Homes standard and to enhance service levels. However, stock transfer would enable a considerably higher level of stock improvement – the Kettering Borough standard – and provide a capital receipt for the Council. The ALMO and PFI options are not viable for Kettering Borough Council.

Appendix C contains a comparison of the main features of the retention and transfer options.   

3.2
Arms Length Management Organisation (ALMO)


Under this option, the housing stock remains under the council’s ownership but an arms-length board is responsible for improvements, repairs and day-to-day management. 

Some Government funding is available for improvements to the housing stock where an ALMO is able to achieve a 2 star performance rating. Because of the competition for resources, it is considered that funding for the next bidding round will be focused on meeting the Decent Homes standard rather than any higher, locally determined standard.  In Kettering, it will be possible to meet the Decent Homes standard by 2010 from existing resources, so an ALMO bid would be unlikely to succeed. On this basis, an ALMO would not be a suitable option for Kettering to pursue. 
3.3
Private Finance Initiative (PFI)


A PFI deal involves transferring responsibility for improving, maintaining and managing the local authority housing stock to a private sector partner for up to 30 years. The company is able to borrow money on the commercial markets to fund an improvement programme. The Council pays the company an annual management fee, which is partly funded by the Government through PFI credits. 

Because of the complexity of PFI deals, this solution is only favoured in localities with particularly severe social and economic problems, poor physical conditions and low demand for the existing housing stock. On this basis, PFI would not be a suitable option for Kettering to pursue for any of its housing estates. 

3.4
Stock Transfer 

A stock transfer involves the ownership of the local authority housing stock being transferred to a not-for-profit Registered Social Landlord (RSL). The RSL could be an existing organisation or a new body, which has been specially established to receive the local authority’s housing stock. Stock transfer would bring in private funding to improve the housing stock and could also result in a capital receipt for the local authority making the transfer.  

For a transfer to proceed, a majority of tenants would have to vote in favour in an independently supervised ballot.  

The main features of the stock transfer option for Kettering are:

· Tenants would have an “assured tenancy“ with all key rights protected and similar responsibilities to their existing “secure tenancies”.

· Existing tenants would retain the Right to Buy.   

· Rents would increase to £57.14 per week at today’s prices by 2012 compared to £56.01 per week if the stock were retained.

· The Council’s housing stock could be improved to the Decent Homes standard and to the Kettering Borough Standard.

· The valuation for the housing stock may be in the region of £26.7 million, which would result in a net capital receipt of around £19 million for the Council to reinvest.
· The General Fund implications of disengaging the housing service from the rest of the Council could be met by investment interest on the net receipt
· A small capital receipt would be left over for around 120 to 150 new affordable homes.

· Pre-ballot costs if the Council opted for stock transfer would be in the region of £300,000. In the event that the ballot was unsuccessful, most of these costs would have to be met by the General Fund. If the ballot were successful, the new organisation would meet these costs 

3.5
Stock retention

Under the stock retention option, the housing stock continues to be owned and managed by the local authority.

The main features of the stock retention option for Kettering are:

· Tenants would remain “secure tenants” of the Council and retain their existing rights and responsibilities, including the Right to Buy.
· Rents would increase to £56.01 per week at today’s prices by 2012 compared to £57.14 per week if the stock were to be transferred.

· The Housing Revenue Account would produce in-year surpluses until 2029/30 with an overall surplus over the next 30 years.

· The Council’s housing stock could be improved to the Decent Homes standard.  
· Some stock improvement works over and above the Decent Homes standard and improvements in service levels could be funded from revenue surpluses and efficiency savings.

· There would be a shortfall in resources of £4.2 million over 30 years if the decision were to be taken to achieve the full Kettering Borough standard.  

4.
CONSULTATION AND CUSTOMER IMPACT

Tenants have been consulted extensively about housing stock options:

· An independent tenant advisor, Libra Housing Advisory Services, has been appointed by the Tenants Steering Group to provide impartial and independent advice to tenants.    

· The Tenants Forum has examined the merits and limitations of each option at meetings throughout the spring and summer.

· Advertisements have been placed in the Evening Telegraph.

· The stock options appraisal has received extensive coverage in the local newspapers and radio. 

· An information day for tenants was held on July 28th at the Newlands Centre.

· A stock options roadshow visited 17 locations throughout the Borough during September.  

· Special editions of “Housing Link” have been published each month. 

· Information has been placed on the Council’s website at www.kettering.gov/housingstockoptions
· Libra have operated a freephone telephone line for tenants.

· Study trips for the Tenants Steering Group have been organised to Rushcliffe Homes (LSVT), Trent and Dove Housing (LSVT) and Bolton at Home (ALMO). 

· A market research survey of all tenants has been conducted.

· An all-day workshop for tenant representatives was held on 11th November. 

Both the Tenants Forum and the Tenants Steering Group have undertaken an ambitious work programme over the past months.  This has included investigating the merits and limitations of each of the possible options and their implications for tenants, and participating in the stock options road show during September. 

At its meeting on 18th November, the Tenants Forum made its recommendation on the future of the housing stock – that the Council should retain its housing stock and continue its landlord role. The Forum also said that it would like to develop a constructive dialogue with the Council on improvements to homes and services. This is a welcome ambition but it is clear that this dialogue needs to take place in the context of available resources. Although the Decent Homes standard can be achieved and even exceeded under stock retention, the full Kettering Borough standard will not be met.       

5.
EVALUATION
The Council’s housing stock is in particularly good condition as nine out of every ten homes already meet the Decent Homes standard.  

Two of the four stock options – stock transfer and stock retention – will enable the Council to meet the Decent Homes standard well ahead of the 2010 deadline. It could also be possible to enhance services and improve the housing stock to a higher standard without having to transfer the stock to another landlord. However, stock transfer would provide the resources to improve the Council’s homes to a considerably higher standard. 

Stock transfer could also provide a capital receipt for the Council. The valuation for   the housing stock is estimated to be £26.7 million. After deductions have been made, the Council would receive a net capital receipt in the region of £19 million. 

Interest income on the capital receipt would enable the Council to meet residual costs falling on the General Fund following the disengagement of the housing service. It is estimated that annual residual costs would be in the region of £950,000 but these would be anticipated to reduce to £500,000 within four years through natural wastage and the transfer of some staff in support areas to the new landlord. At that stage the Council may be able to make some contribution towards projects that support the sustainable communities agenda, such as additional affordable housing. It is estimated that at current costs and grant rates, a total of 134 new affordable homes could be provided.  In comparison, it is estimated that 233 new affordable homes will be provided through our existing mechanisms in 2005/06 and another 283 in 2006/07. 

A transfer could only proceed if tenants were to vote in favour. It is apparent from the market research study that tenants are very satisfied with their homes and the services that they receive from the Council. There appears to be little enthusiasm for transferring to a housing association or other landlord. In these circumstances, a ballot would be unlikely to result in a positive vote for transfer. If a ballot were to be unsuccessful, the abortive costs of around £300,000 would in the main have to be met from the General Fund Account (which would result in the level of reserves being too low for the Council and contrary to the Council’s Medium Term Financial Strategy).

In these circumstances, the recommended option is for Kettering Borough Council to continue to own and manage its housing stock. This option would:

· allow the housing stock to be improved to the Decent Homes standard;

· permit some improvements to the housing stock over and above the Decent Homes standard;

· enable the Council to improve services for tenants; 

· accord with the wishes and aspirations of tenants and leaseholders.

In comparison, stock transfer would be unlikely to secure a positive vote from tenants and could result in abortive costs of over £300,000 if a ballot were to be unsuccessful. In the event that stock transfer did take place, the Council would receive a relatively small capital receipt, which would have a modest impact on housing needs in the Borough. 

6
NEXT STEPS

Following the Council’s decision on 15th December, the stock option appraisal will be submitted to the Government Office for the East Midlands and the Community Housing Task Force for sign off. 

Whichever option is selected, the Government expects the preferred option to deliver improvements in housing services and increase the opportunities for tenants to participate in the management of their homes. The Next Steps for Housing service improvement programme will help the Council to achieve these aims. The main proposals are:  

· The cost of core housing management and maintenance services will be reduced by £184,000 per annum through savings and efficiency gains and will be re-invested in front-line services and corporate priorities. 

· A new team of Neighbourhood Managers will work closely with residents, colleagues and other agencies in addressing a range of tenancy and street scene issues. 

· The tenant participation structure will be remodelled so that tenants have greater influence over the level and quality of service that they receive from the Council.

· Arrangements for management of the sheltered housing service will be strengthened so that there are consistent service standards across all schemes and wardens receive effective supervision and support. 

· The housing repairs process will be overhauled to create a service that is built around the needs of our customers. Repairs by appointment will be introduced.   

· A new housing options service will provide a range of housing and support options for people with different types of housing need, including homelessness. A central feature of the new service will be choice-based lettings.

It is intended to complete the service improvement programme by the end of the financial year.  

7. CONCLUSION

The stock option appraisal has been a major focus for the Council and its tenants during 2004. If retention is the option selected by the Council on 15 December, it is envisaged that such an appraisal exercise will be required every five to seven years to ensure that option still delivers quality services to tenants and provides value for money.     

With the imminent completion of the stock option appraisal exercise, the focus within Housing service will turn towards a review of our work in the private sector. Early in 2005, it is intended to bring to the Executive Committee a report that will discuss a range of private sector issues including the promotion of home ownership opportunities, advice and assistance for elderly residents and marginal owner occupiers, collaborative working with private landlords and House Renovation Grant policy.   

    
The stock option appraisal process has been a resource intensive exercise but it has been of great benefit to the Council and its tenants. It has encouraged tenants and leaseholders to get more involved in the management of their homes and neighbourhoods. The appraisal has produced a wealth of data on stock condition, which will assist in planning the capital programme and maintenance strategies. Similarly, the market research study has provided valuable information on tenants’ views and aspirations. This will be invaluable in planning future improvements to the service. The stock option appraisal has also provided a good foundation for the Next Steps for Housing service improvement programme. 

	RECOMMENDATION

The Head of Housing recommends that the Executive Committee:

notes the recommendation of the Tenants Forum  

recommends to Council that Kettering Borough Council takes forward stock retention as its preferred option following the conclusion of the housing stock option appraisal.   
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