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Hosting Authority:  Leeds City Council
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Telephone: 07909 548609

www.councilswithalmos.org.uk
Stephen Edwards 

Review of Council Housing Finance 

Communities and Local Government 

Zone 4/H4 Eland House Bressenden Place 

London, SW1E 5DU 

Dear Mr Edwards,

Council housing: a real future

The Councils with ALMOs Group (CWAG) represents forty-four authorities with ALMOs and covers the range of different types of authorities including large metropolitan authorities, London Boroughs and District Councils. CWAG member authorities include authorities that currently receive positive HRA subsidies as well as those that are negative subsidy authorities.

We welcome the proposal to replace the current HRA Subsidy with a more sustainable system that links resources raised at a local level with local (HRA) services. The ability for individual councils to have longer term control of resources should have a favourable impact especially over the medium and long term.  This ability to use more of the funds raised from local rents to better meet stock investment needs is obviously important for tenants. 

Whilst we are relatively happy on the revenue side, we are concerned that the situation regarding capital is uncertain. This relates to both the decent homes programme and funding for backlog maintenance. 

A major issue for CWAG as a representative of ALMO authorities is the concern about decent homes funding for our later round ALMOs. Some of our members who are at various stages of their decent homes programme urgently need to have their decent homes funding confirmed. These authorities have conformed to government requirements to qualify for the ALMO funding and have invested considerable time, effort and money over a number of years to achieve this. The programme for these authorities, in the middle of their decent home projects, must be completed to fulfil tenant expectations on the basis of government promises. We would therefore urge you to release the promised funding or to appropriately adjust final debt settlements for those Councils. 

Similarly, we have members who entered into PFI schemes with full DCLG support. The Prospectus proposals will however, disadvantage these authorities through the use of the 6.5 % discount rate. This is a complex area as the overall impact depends on individual circumstances of the individual deals. We would therefore argue that either an appropriate separate adjustment is made to the debt settlement or that these authorities continue to receive PFI credits for existing schemes.

The self financing proposals generally take into account the need for ongoing maintenance but do not deal with backlog maintenance needs. The cost of adaptations and fire safety work is also not taken into account. This shortfall in funding is likely to be further exacerbated by potential borrowing controls. On a related matter, the indicative debt profile provided does not appear to take account of the fact that for some authorities there will be a need for borrowing to go above such a cap in the earlier years in line with the self financing proposals. 

We would also argue that for self financing to properly give councils local control of their finances this has to be accompanied by local rent control. As we stated in our response to the previous consultation, the Regulator could have broad oversight over this and this should provide sufficient safeguards to remove limit rents so that the local government sector has parity with the RSL sector.

These general issues will need to be resolved to allow councils to voluntarily take up the offer. Our specific responses to individual questions are included in the attached Appendix. 

We look forward to seeing a summary of outcomes to this consultation and an invitation to formally take up a self financing offer. 

Yours sincerely
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John Statham

Chair of CWAG

Appendix 1 
Council housing: a real future 

Answers to Individual Questions

1. What are your views on the proposed methodology for assessing income and spending needs under self-financing and for valuing each council’s business?

The Prospectus does not provide sufficient detail to adequately understand, drill down and analyse the income and spending assumptions that are part of the debt adjustment calculations. However we recognise that any methodology used is likely to be complex and give rise to issues. We set out our concerns about the subsidy system in the CWAG response to the previous consultation document and, as this offer is essentially underpinned by the current formula, our previous reservations would generally apply. However, we also broadly supported the aims of the review and recognise the need for some compromise to ensure that collectively we draw a line on this system to ensure future progress. The increased allowances go some way in alleviating the funding constraints. More importantly though, we look forward to making use of the benefits of long term planning, essential within the housing sector where assets need to be managed on a much longer term horizon.
We would however wish to draw your attention to number of points that could be significant for some of our authorities including the following:

· The self financing proposals generally take into account the need for ongoing maintenance but do not deal with backlog maintenance needs. The cost of adaptations and fire safety work is also not taken into account. 

· This shortfall in funding is likely to be further exacerbated by potential borrowing controls. We do not think that such controls are consistent with the aims of self financing or government objectives for the housing sector in areas such as newbuild.

·  On a related matter, the indicative debt profile provided does not appear to take account of the fact that for some authorities there will be a need for borrowing to go above such a cap in the earlier years in line with the self financing proposals. 

· We would also argue that for self financing to properly work, local authorities need local control of their finances and this has to be accompanied by local rent control. As we stated in our response to the previous consultation, the Regulator could have broad oversight over this and this should provide sufficient safeguards to remove limit rents so that the local government sector has parity with the RSL sector.

2. What are your views on the proposals for the financial, regulatory and accounting framework for self-financing?

The long term benefits will depend on a future revenue stream that is critically dependent on future rent policy as well as housing benefit reforms. Whilst we recognise the need for the government to ensure proper regulation, we believe it is possible to set out some general principles to which there must be adherence in order to protect future rent streams.  At the very least we would expect the local government sector to be treated in the same way as the RSL sector. Over 60% of our tenants are on housing benefits, as a direct result over 60% of our rental income, that will be used to support significant loan repayments after reform, will be dependent on future HB policies. Any HB reforms will need to factor in the possible impact on the HRA and should also take into account the low level of council housing rents. Any measures to address the housing benefit burden should be directed at the higher end. 

The increase in the level of debt is significant and councils will need to reconsider their Treasury Management strategies, as changes in interest rates will have more impact on the revenue position. There cannot be an impact on the General Fund as a result of increased debt for the HRA, so the current practice of pooling the consolidated rate of interest will need to be reviewed. As our various member local authorities may be affected in different ways by the impact of the debt reallocation, we would urge the government to put in place flexibility in this area and allow individual councils to determine their own policy and there should be local options on how to de-pool debt. We will need this flexibility to ensure there is no impact on the General Fund. This is an important detail, as we do not feel that exposing the General Fund to risks of interest rate movements through the pooling of debt is either appropriate or acceptable. On a related practical note we trust that PWLB will have the capacity to facilitate the reallocation of debt for an early implementation of the proposals. 

Self financing should allow councils to develop long term plans for council housing that fit in with wider affordable housing and well being strategies. Any borrowing constraints, which are not linked to the prudential guidelines, which essentially restrict borrowing in line with affordability, will hamper such long term developments.  Whilst we acknowledge that in the current economic climate there may be a case for capping borrowing, this should only be temporary and we would like to see a commitment to remove this constraint in 3 years time.

The accounting changes should not pose much of a problem especially the requirement to provide balance sheet information for the HRA. However, we trust that there will be scope to determine local depreciation and impairment policies. There is the potential for the depreciation and impairment calculations to have an adverse revenue impact if not counteracted by measures similar to those currently in place which enable the replacement of depreciation and impairment by a charge equivalent to the MRA. Without such an adjustment, a much higher charge would apply which is not justified for HRA stock where there is significant expenditure for the maintenance of the dwelling stock.

In addition, under the current Item8 regulations the use of the mid year credit ceiling would be used to calculate the interest charge to the HRA in the first year and this would result in a charge to the General Fund for interest equivalent to 6 months for the new distributed debt.. The Government must address this issue by changing the basis of any calculation of the item 8, if this is the mechanism it will use to insure that debt charges are split.

3. How much new supply could this settlement enable you to deliver, if combined with social housing grant?

Most of our members would be interested in taking the opportunity for new build that a 7% NPV would provide. We assume that we will be able to draw on social housing grant to top up the funds that are included in the prospectus. The number of units is dependent on the availability of land and the level of rents as well. 

4. Do you favour a self-financing system for council housing or the continuation of a nationally redistributive subsidy system?

As indicated above, we favour a self-financing system for council housing as it is fairer for tenants, the majority of whom currently pay rent but do not receive proportionate benefits in return. The nationally redistributive subsidy system is no longer fit for purpose despite various attempts at fixes and the redistribution of resources lacks an equitable basis. Consequently, the continuation of the current system will only serve to perpetuate inherent inequities, delay local empowerment and in turn hold up locally developed plans to meet local housing objectives. We also strongly believe that having invested so much time and effort in the review process and examined all possible options, the best and most pragmatic solution to the dismantling of the current HRA subsidy system is provided through self financing.

5. Would you wish to proceed to early voluntary implementation of self-financing on the basis of the methodology and principles proposed in this document? Would you be ready to implement self financing in 2011-12? If not, how much time do you think is required to prepare for implementation?

On the basis of our responses to the previous questions, many of our members would wish to proceed to an early implementation of self financing.  Such an intention is however critically dependent upon the final CSR approved figures being close to those set out in the prospectus. Individual members may need to reconsider the situation if the figures change materially and/or if there are any other changes that have corresponding impact on the sustainability of the future HRA.   

6. If you favour self-financing but do not wish to proceed on the basis of the proposals in this document, what are the reasons?

N/A
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