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REDDITCH BOROUGH COUNCIL

OVERVIEW & SCRUTINY
COMMITTEE 5th January 2016

HOUSING REVENUE ACCOUNT INITIAL BUDGET 2016/17

Relevant Portfolio Holder Councillor Mark Shurmer, Portfolio
Holder for Housing

Portfolio Holder Consulted Yes

Relevant Head of Service Jayne Pickering, Director Finance &
Resources
Liz Tompkin, Head of Housing

Wards Affected All Wards

Ward Councillor Consulted N/A

Key Decision

1. SUMMARY OF PROPOSALS

To present Members with the Initial Budget for the Housing Revenue
Account and the proposed dwelling rents for 2016/2017.

2. RECOMMENDATIONS

The Executive Committee is asked to RECOMMEND that

1) thedraft 2016/2017 Budget for the Housing Revenue Account
attached to the report at Appendix A, be approved;

2) the four year budget projections 2016/17 to 2019/20,
incorporating the 1% rent reduction, be noted and that
officers be instructed to explore ways of balancing the HRA
in 2019/20 including rental income from new housing stock
and reviewing service charges;

3) the actual average rent decrease for 2016/2017 be 1% (as per
the Welfare Reform and Work Bill 2015-16);

4) the capital programme for new housing stock be increased
from £0.500 million to £1.052 million in 2016/17 and a
programme of £1.064m be created in 2017/18 to ensure that
all capital receipts retained under the one for one
replacement scheme are applied before the deadline; and

5) that £2.182 million be transferred to the capital reserve in
2016/17 to fund the future Capital Programme and/or repay
borrowing.
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3. KEY ISSUES

Financial Implications

3.1  This report only considers those items included in the Housing
Revenue Account (HRA). General Fund items will be considered
separately when setting the Council Tax.

3.2 The rent increase that would have applied in 2016/17, if it were not for
the Welfare Reform and Work Bill, would have been 0.9%, the
September CPI being -0.1%. In 2016/17 there is a loss of rent income
of £0.451 million compared with the HRA Business Plan model (rents
going down by 1% rather than increased by 0.9%). For 2017/18 to
2020/21 it was anticipated that the rent increase would have been
2.5% so a 1% rent reduction equates to a 3.5% loss of rent income.
Over a 30 year period the loss of rent income is estimated at £120.873
million. This will have a significant negative impact on the HRA
Business Plan. The rent income lost is almost the same as the
£122.158 million debt.

3.3  The system of housing revenue account subsidy ceased on the 31st
March 2012 and was replaced with a devolved system of council
housing finance called self-financing. The proposal in the form of a
financial settlement meant a redistribution of the ‘national’ housing
debt. This resulted in the Council borrowing £98.929 million from the
PWLB.

3.4  Self-financing has placed a limit (Debt Cap) on borrowing for housing
purposes at the closing position for 2011/12. This is set at £122.158
million. The figures at Appendix A allow for the payment of interest on
this sum. This means that all future capital programmes will have to be
funded from major repairs allowance, revenue contributions, capital
receipts or grants.

3.5 In May 2014 the Government produced a paper on Guidance on Rents
for Social Housing and from 2015/16 rents in the social sector were to
increase annually by CPI plus 1% for 10 years.

3.6 Government policy has subsequently changed and from 1% April 20186,
as per the Welfare Reform and Work Bill, rents within the social
housing sector are to be decreased by 1% each year for the next 4
years. This decrease is to take place on the 1% April for 2016, 2017,
2018 and 2019.
<Committee Stage: House of Lords 07/12/2015>



Page 3 Agenda Item 4

REDDITCH BOROUGH COUNCIL

OVERVIEW & SCRUTINY
COMMITTEE 5th January 2016

3.7  There has also been an increased number of right to buys reducing
rent income to the HRA. The overall impact is that the over the next 4
years the contribution to the capital reserve for capital investment/debt
repayment will reduce from £3.000 million in 2015/16 to £2.182 million
(2016/17), £0.886m (2017/18). £0.139 million (2018/19) and zero in
2019/20. By 2019/20 the HRA will need to find savings or additional
income of £0.610m to balance the account. It is unlikely that the
Council will be in a position to repay the debt within the 30 year plan
but it will have the base budget to pay for the interest.

3.8  Representations have been made by the Council to the Minister of
State for Housing and Planning seeking a recalculation of the debt
calculation taking account of the 1% rent reduction. A response is
awaited at the time of writing this report.

2016/17

3.9 This section of the report outlines the major issues which have an
impact upon the Housing Revenue Account budget setting process for
2016/17.

3.10 Based on the proposed legislative changes the actual average rent
decrease for 2016/17 will be 1%. The average rent on a 52 week basis
will be £79.42 or £86.04 on a 48 week basis. This compares to the
actual average for 2015/16 on a 52 week basis of £80.23 and £86.91
on a 48 week basis. See Appendix B for examples of rent by property

type.

3.11 The impact of the 1% rent reduction over four years has a significant
negative impact on the HRA. For this reason the HRA projected
budget for the four years 2016/17 to 2019/20 has been included in
Appendix A. This identifies that by the fourth year savings or additional
income of £0.610m will be required to balance the account.

3.12 New housing stock through the right to buy one for one replacement
scheme will help balance the account and work is currently being
undertaken to explore the extent that this can be maximised.

3.13 The introduction/extension of services charges may also provide an
opportunity to increase income to the HRA. If this is an existing service
current tenants would be protected until there is a change in tenancy.

Capital Resources

3.14 From the 1st April 2004 capital receipts from the sale of housing land
and dwellings have been subject to pooling, (75% of Right to Buy
(RTB) receipts have to be paid to the Government for redistribution).
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3.15 In April 2013 the Government gave local authorities the option to retain
these receipts in agreement that they would be used to replace the
sales with either new build, buy back of properties or purchase on the
open market (new stock). Inthe case where these receipts are not
used then the Council will have to pay a back the capital receipts to the
Government together with interest at 4% above base rate. Redditch
has opted to retain the receipts.

3.16 Officers have estimated that in the short term the number of RTB sales
for this Council will be around 40 per annum, generating around £0.400
million towards replacement stock. As at 31%' March 2015 £0.785
million capital receipts were held to fund new housing stock providing a
maximum of 30% of the funding. This will require a total capital
programme of £2.616m with the balance of the funding (£1.831 million)
coming from the capital reserve. £1.552m of the £2.616m needs to be
spent by 31% March 2017 and £1.064 million during 2017/18 to avoid
the capital receipts being repaid to the Government plus penalty
interest. There is an approved programme of £0.500 million in
2016/17 and 2017/18 making a total of £1.000 million programme.
Approval is therefore sought to increase the 2016/17 capital
programme for new stock to £1.052 million and create a programme in
2017/18 of £1.064 million. The funding being as follows:-

£m Capital Capital Total
Receipts reserve

2015/16 (as approved) 0.150 0.350 0.500

2016/17 0.316 0.736 1.052

2017/18 0.319 0.745 1.064

TOTAL 0.785 1.831 2.616

3.17 The introduction of the Major Repairs Allowance from April 2001
provided the Council with additional capital resources. Following the
introduction of self-financing the Council is able to continue to use this
amount for a transitional period of 5 years. The figure has been
adjusted for the reduction in stock and uplifted by CPI in line with the
rents. The figure for 2016/17 is £5.892 million.

3.18 The transitional period for the Major Repairs Allowance expires at the
end of 2016/17 and it will be replaced from 2017/18 by component
depreciation. Component depreciation is similar to a sinking fund
where money is set aside annually so that there is enough to replace
key components when required. The key components being
bathroom, kitchen, roof, wiring, boiler, central heating system, windows
and structure. An exercise has been undertaken to calculate the
potential impact of component depreciation and it is estimated that it
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will increase the cost, compared with major repairs allowance, by
£0.570 million. However, this should ensure that sufficient resources
are then set aside to meet future investment requirements. The cost is
built into the four year projection attached as Appendix A.

Housing Repairs Account

3.19 The budgeted contribution to the Housing Repairs Account as shown at
Appendix A is £4.779 million for 2016/17, including inflationary
increases where appropriate.

Right to Buy Scheme — Rent Income

3.20 In 2014/15 41 council homes were sold, from 1% April 2015 to 7"
December 2015 31 council homes have been sold. The budget and
four year forecast assumes 40 right to buys per annum and this
equates to a rent loss of £0.168 million per annum. Over four years the
rent loss totals nearly £0.700 million.

Housing Revenue Account Balances

3.21 The Section 151 Officer has previously advised Members on the
minimum level of revenue balances to be maintained in lieu of
unforeseen events affecting the Housing Revenue Account and the
Council’'s housing stock. Members have previously approved the
retention of a minimum balance of £0.600 million.

3.22 The figures shown in Appendix A indicate that the estimated balances
will be £0.903m throughout the four year plan.

Legal Implications

3.23 Section 76 of the Local Government and Housing Act 1989 requires
that the Council sets its budget relating to the Housing Revenue
Account such that the account does not plan to be in a deficit position.

3.24 Section 21 of the Welfare and Reform Bill part 1 requires ‘In relation to
each relevant year, registered providers of social housing must secure
that the amount of rent payable in respect of that relevant year by a
tenant of their social housing in England is at least 1% less than the
amount of rent that was payable by the tenant in respect of the
preceding 12 months.” [Note: This Bill has not yet been approved we
will need to seek clarification if it is not enacted by the date the report is
despatched]
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Service/Operational Implications

3.25 The Council needs to approve the rents in a timely manner in order to
allow officer time to notify the tenants of the annual rent increase.
Tenants must have 28 calendar days’ notice of any change to their rent
charge.

Customer/Equalities and Diversity Implications

3.26 The rent decrease will be applied by the same percentage regardless
of property size. The 2016/17 Budget provides for continuity of existing
services but the four year forecast estimates that base budget
savings/additional income of £0.610m will be required by 2019/20.

The equality and diversity implications of the changes will be evaluated
and considered as part of the decision making process.

4. RISK MANAGEMENT

4.1  There is a risk to the HRA Capital Programme if sufficient resources do
not exist within the Housing Revenue Account to provide funding now
that the Council is unable to borrow to fund the housing capital
programme. This risk reduces with the introduction of component
depreciation and changes to the estimated life of components prove
inaccurate

4.2  The risk continues to be recorded in the Risk Register for the Council.

5. APPENDICES

Appendix A — Housing Revenue Account Budget 2016/17
Appendix B — Examples of rent by property type

6. BACKGROUND PAPERS

None.

AUTHOR OF REPORT

Name: Emma Cartwright

Email; emma.cartwright@bromsgroveandredditch.gov.uk
Tel: 01527 64252

Name: Sam Morgan

E Mail: sam.morgan@bromsgroveandredditch.gov.uk

Tel: 01527 587088
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Appendix A — Budget for the Housing Revenue Account

fm 2015/16 2016/17 2017/18 2018/19 2019/20
Dwelling Rents 24.466 24.056 23.652 23.253 22.861
Non-Dwelling Rents 0.471 0.485 0.500 0.515 0.530
Charges for Services and Facilities 0.472 0.481 0.491 0.501 0.511
Contribution towards Expenditure 0.231 0.236 0.241 0.246 0.251
Interest Received 0.078 0.100 0.111 0.115 0.116
TOTAL INCOME 25.718 25.358 24.995 24.630 24.269
£m 2015/16 2016/17 2017/18 2018/19 2019/20
General Management (includes £300k JE) 7.580 7.737 7.892 8.049 8.210
Contribution to Housing Repairs Account 4.683 4.779 4.875 4,974 5.073
Depreciation (Component depreciation from 2017/18) 5.834 5.892 6.580 6.712 6.846
Financing Charges 4.148 4.174 4.174 4.174 4.174
Provision for Bad/Doubtful Debts 0.600 0.594 0.588 0.582 0.576
Contribution to Capital Reserve 3.000 2.182 0.886 0.139 0.000
Savings/Additional Income Required 0.000 0.000 0.000 0.000 -0.610
TOTAL INCOME 25.845 25.358 24.995 24.630 24.269
fm 2015/16 2016/17 2017/18 2018/19 2019/20
Balances b/fwd 1.030 0.903 0.903 0.903 0.903
Surplus/deficit for year -0.127 0.000 0.000 0.000 0.000
Balances c/fwd 0.903 0.903 0.903 0.903 0.903
Balances b/fwd 16.039 18.689 20.135 20.276 20.415
Contribution to reserves 3.000 2.182 0.886 0.139 0.000
Reserves used to fund new stock -0.350 -0.736 -0.745 0.000 0.000
Balances c/fwd 18.689 20.135 20.276 20.415 20.145
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Appendix B — Examples of Property with current and proposed rents

Property Address

Current
Rent

48 weeks

52 weeks

Weekly
Decrease

[Imington Close Matchborough

£82.62

£81.79

£75.50

Salters Lane Batchley £65.67 £65.01 £60.01 £0.66
Winslow Close Winyates East £62.63 £62.00 £57.23 £0.63
Malvern House Headless Cross £68.08 £67.40 £62.21 £0.68

£0.83

Sandhurst Close Church Hill

£87.14

£86.27

£79.63

£0.87

Arley Close Church Hill

£90.17

£89.27

£82.40

Fownhope Close Winyates Wes £72.98 £72.25 £66.69 £0.73
Neville Close Abbeydale £73.24 £72.51 £66.93 £0.73
High Trees Close Oakenshaw £76.87 £76.10 £70.25 £0.77
Bushley Close Woodrow £76.01 £75.25 £69.46 £0.76

£0.90

Netherfield Greenlands

£90.92

£90.01

£83.09

£0.91

Fownhope Close Winyates Wes £79.32 £78.53 £72.49 £0.79
Poplar Road Batchley £85.36 £84.51 £78.01 £0.85
Lygon Close Abbeydale £81.32 £80.51 £74.31 £0.81
Woodrow Centre Woodrow £80.81 £80.00 £73.85 £0.81

Loxley Close Church Hill £96.48 £95.52 £88.17 £0.96
Eathorpe Close Matchborough £112.41 £111.29 £102.73 £1.12
Salters Lane Batchley £99.78 £98.78 £91.18 £1.00

Langley Close Matchborough £105.57 £104.51 £96.47 £1.06
Willow Way Batchley £101.53 £100.51 £92.78 £1.02
Bushley Close Woodrow £99.00 £98.01 £90.47 £0.99
Upperfield Close Church Hill £102.79 £101.76 £93.93 £1.03

Rushock Close Woodrow £105.57 £104.51 £96.47 £1.06
Heronfield Close Church Hill £109.11 £108.02 £99.71 £1.09
Farnborough Close Matchborough £108.35 £107.27 £99.02 £1.08

Barnwood Close Church Hill £137.33 £135.96 £125.50 £1.37
Longdon Close Woodrow £130.04 £128.74 £118.84 £1.30
Beoley Rd Lakeside £139.11 £137.72 £127.13 £1.39
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