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REFORM OF COUNCIL HOUSING

Introduction

The review of housing finance was proposed in the housing green paper in July 2007. The provision of social housing in England has changed substantially in the last 20 years, however the financing arrangements for local authority housing have remained largely unaltered in this time.
The Housing Revenue Account Subsidy System (HRAS) is the current redistributive system for housing finance. The system redistributes income from areas with an assumed surplus to areas where income does not meet needs. 

This system has been criticised for being unsustainable in the future. In recent years, the subsidy system nationally has been making a net surplus, with this surplus forecast to increase from £194m in 2008/09 to £894m by 2022/23 
. The system also does not support local long-term planning as allocations can be volatile year on year. 

The Review

The review was arranged in four workstreams, with stakeholder input through workshops and seminars;

· Costs and standards for social housing; the standards and services that all tenants should expect, the future of the Decent Homes standard and any future standards, and the costs of delivering these standards and services.

· Rents and service charges; current social rent policy, progress towards rent restructuring and convergence of social rents, the impact of this on rent levels and affordability and on other objectives for social rents.

· Rules governing a local authority’s Housing Revenue Account and capital; the rules and regulations covering the landlord account and the rules relating to capital receipts, and whether changes to the rules would improve accountability and performance. 

· Mechanisms for delivering funding; the current national HRA subsidy system and the potential to improve it, and whether a devolved system of financing council housing could provide a better framework for delivering housing services.
The Current Housing Finance System

The HRA is a ring-fenced account within the general fund. The HRA subsidy system allows Government to determine the expected amount local authorities need to spend on their council housing and whether subsidy is required to support this. The Government makes notional calculations, based on actual data such as stock, of how much income and expenditure each authority should have. If assumed spending is greater than assumed income, subsidy will be paid to the authority, and vice versa. 
SIGOMA members currently are net recipients of housing subsidy (£240m received in subsidy in 2007/08, whilst 10 authorities contribute £34m to the central pot). It is clear that some form of equalisation is necessary or SIGOMA members would need to charge higher rents or deliver lower quality services to address this shortfall.

The factors that determine this notional deficit or surplus are complex, reflecting:
· assumptions about the need to spend on management, maintenance and repair

· Assumptions about rental income

· The amount of housing debt a council is assumed to hold.

There is little reflection in the system of the efficiency of different landlords, with broad assumptions applying to all. A council may spend more or less than this amount on delivering a service, but this will not change the amount of subsidy it receives.

One of the main factors inhibiting reform is the level of debt held by individual councils.

Debt: An important driver of subsidy redistribution is the cost of servicing existing housing debt. The subsidy system supports an amount of notional debt in each council, based on assumptions about what councils should have borrowed and repaid over time. 
As illustrated in table 1, SIGOMA authorities constitute a significant share of the total £18 billion debt in England currently.

Table 1; Subsidy Capital Financing Requirement 2009/10
	 
	Subsidy Capital Financing Requirement
	No of properties
	SCFR per property
	Debt management Expenses (average)
	 Highest Debt Management Expenses 
	 Lowest Debt Management Expenses 

	
	£
	
	£
	£
	£
	£

	SIGOMA
	7,364,692,029
	703,937
	10,462
	100,262
	406,953
	58,190

	Inner London
	  5,388,233,824 
	            249,289 
	              21,614 
	             244,709 
	               405,619 
	                   44,020 

	Outer London
	 2,764,982,972 
	               186,709 
	              14,809 
	             109,807 
	               343,948 
	                   44,859 

	England
	18,373,664,032
	1,858,587
	9,886
	72,212
	406,953
	37,754


Around £1.1bn of the £6.6bn of income raised annually in the HRA subsidy system is used to service around £18bn of notional debt. This debt is unevenly distributed, being much higher in SIGOMA, London and Metropolitan Districts. 
In order to allow all authorities to start on an equal footing, the consultation is proposing that the existing debt is redistributed between local authorities. A paper has been produced by CLG detailing the research work undertaken on options for dealing with housing loan debt in the local authority sector 
. Councils that are debt free or low debt are likely to find this contentious, but the consultation argues everyone is already supporting this debt through the current subsidy system.

The paper outlines the mechansims but does not give full details of proposed redistribution methodologies and the resulting issues. Briefly, these are:

· redistributing on the presumed ability of an authority to generate revenue (surpluses) on properties. 
· Models based on Tenanted Market Values (TMV) or capital values.
· Transferring LA housing debt to central Government.
It has been suggested also that Government should pay off all the housing debt held by local authorities, leaving rents to support only the day to day running costs of the stock. The Government argue that this debt was incurred in building and maintaining council housing stock and it is therefore right that it should continue to be serviced from council rents, not general taxation.

Options for Fundamental Reform of the System
The review examined a range of options for reform within two broad models for financing council housing in the future:

· Improvements to a national system for funding council housing in which revenues continue to flow between local and central government as a result of ongoing assumptions made by Government about landlord costs and income

· A devolved system (self-financing) in which rents are retained by councils to spend on their own services, in exchange for a one-off reallocation of debt.

Improvements to the Existing National System

A key criticism of the current system is the unpredictability and volatility inherent in the annual determination process, making it harder to plan long term.

One option would be to move to longer determination periods of between three and five years, during which time assumptions would be made about costs and income which would not change. The determination could be expressed in cash terms or could include some variables e.g. linking to RPI. Alternatively, it could be possible to include some triggers in the determination so if a variable, e.g. inflation, moved outside a range, it would trigger a revised determination. These methods would however undermine the original purpose of a multi-year determination.
There is a risk that three to five year determinations could result in greater volatility at the end of each determination period, but this could be addressed using rolling averages for indicators.

This option would also include a reallocation of housing debt between authorities to leave them with debt in proportion to the value of their stock, or for central Government to take on the debt and make a charge to each local authority annually.
Self-financing Option
Under self-financing, each local authority would keep the money raised locally from rents and use it to run their stock. This option would require a one-off reallocation of housing debt in order to put all councils in a position where they could support their stock from rental income. 
Under self-financing, it is proposed there will be a sustainable funding model for council housing;
· councils will have enough money from rental income to be able to service debt over time and pay for ongoing maintenance at the Decent Homes standard

· because of certainty of funding councils will be able to plan ahead for works and procure them efficiently

· councils will be better able to plan longer term for the management of their assets, and manage them on a portfolio basis, and reinvest capital receipts from Right to Buy sales in replacement stock.

Housing debt would be allocated to councils on the basis of each councils ability to service it, using the same updated figures for costs of management, maintenance, major repairs and income that would be used to calculate subsidy if the current system were continued.

The opening debt level would be one based on the tenanted market value of the stock. Under this option;

· each council would produce a 30 year business plan, including assumptions about income based on rent levels in the Governments social rent policy

· the value of the stock would be calculated from the present value of the cash flows in the business plan

· each council’s housing debt would be adjusted to reflect the value of its stock, entailing either a capital payment to or from the Government.
Mechanism for debt allocation and potential costs:  the principle of debt allocation is that it should achieve neutrality with the subsidy position, to the extent that this can be achieved in commuting an income stream into a capital sum.

CLG envisage the debt settlement will take the following form:

· the value of the landlord business would be based on the present value of the cash flows in the business – excluding any housing debt

· if this value was lower than the current notional debt supported by subsidy (the subsidy capital financing requirement), a payment would be made by Government to the council sufficient to reduce the notional debt to the level of the valuation

· if the value of the stock was higher than the current notional debt level, new debt would be imposed on the council to bring it up to the level of valuation.

There are potentially administrative and transactional costs associated with this and various other options are discussed within the consultation paper to address these (para 4.24 to 4.28).
Borrowing under self-financing: Since 1 April 2004, local authorities have been free to borrow for capital purposes. However, various aspects of the HRA and subsidy system have constrained authorities’ ability to use housing revenues to finance additional borrowing. Ending the current system and moving to self-financing could allow prudential borrowing to increase. However, the Government is concerned to keep the level of public borrowing at a prudent level. It will consider how to ensure the overall fiscal position for itself is not undermined under self-financing.
A system of continuing the ring fence around the HRA would provide a framework  This would first allow the level of debt associated with the move to self-financing to be serviced. This borrowing would be outside the prudential framework, in that it was borrowing necessary to deal with the debt taken on with self financing, consistent with the original business plan.
Over time landlords might generate uncommitted revenue streams from efficiencies above the original assumptions when self-financing was set up. These revenues could be used for a range of purposes including spending in-year on services paying off debt, building up reserves or supporting additional prudential borrowing.

Managing risk under self-financing: Self financing will bring with it risk. Council housing would remain a major national public service and central Government would have an ongoing interest in ensuring it was managed well and tenants interests are protected.
Capital Receipts: Redistribution is currently applied to capital receipts through the pooling rules, with government using this funding to support other housing and capital programmes. The government proposes to end pooling of housing receipts. Alongside changes to the revenue rules, this would give councils the ability to develop a comprehensive asset management strategy. It would also allow councils to account for revenue and capital in the same place, as part of a single business plan and set of accounts.

The justification for pooling receipts was that they do not arise in the areas that need the capital investment most and also that, as central government provided a large part of the investment to acquire many of the assets, government should benefit from a share of the receipt.

However, if councils take on direct responsibility for supporting the debt on their operating assets, it is sensible that councils should also keep the capital receipts arising on disposal of those operating assets.

The consultation then goes on to discuss the implications for ALMOs, local housing companies and transfer policy.  
Timetable for reform

The Government is keen to move swiftly to set up the self financing option, and have already made changes regarding revenues and capital receipts from new build properties.

The Housing and Regeneration Act 2008 allows for individually negotiated agreements between local authorities and central Government to exclude specified stock from the HRA subsidy system. This could in principle be used to bring about voluntary self financing. To achieve this would need:
· an agreement about the costs of running the stock at the local level

· an understanding about the operational practicalities of the HRA ring fence in the context of self-financing; and

· any significant transaction costs from taking on or writing off debt to be reflected in the proposed debt settlement

The Government believe it possible to set out the terms of such an offer by spring 2010, but point out is not practical to conduct negotiations with over 200 local authorities. So all stock owning authorities would need to accept the terms.

If this could not be brought about, then primary legislation would be needed to achieve a national settlement. Subject to parliamentary time, a self-financing system could be legislated for and be in operation from 2012-13.

Consultation Questions

The full consultation document along with detailed questions and supporting research documents is available from the Communities and Local Government Website.
http://www.communities.gov.uk/publications/housing/councilhousingconsultation
The consultation closes on 27 October 2009. Please feedback any comments or points to include in SIGOMA’s response by 20 October 2009. Please address these either to the SIGOMA office or email to waynegreenhoff@barnsley.gov.uk
� My Rent to Whitehall, LGA Publication


� Options for dealing with housing loan debt in the local authority sector, CLG





