CAB2860(HSG)

REPORT TITLE: HOUSING REVENUE ACCOUNT BUDGET UPDATE AND
BUSINESS PLAN OPTIONS

CABINET (HOUSING) COMMITTEE

23 NOVEMBER 2016

PORTFOLIO HOLDER: Councillor Horrili — Housing Services

REPORT OF Assistant Director (Chief Housing Officer)

Contact Officer; Bob Gath Tel No: 01962 848136 Email
RLGath@winchester.gov.uk

WARD(S): GENERAL

PURPOSE

This report updates Members with a revised forecast for the Housing Revenue
Account (HRA) for the 2016/17 year, together with an amended HRA capital’
programme including an update on the Chesil Street Extra Care project.

The report also advises Members of the expected impact of the 1% rent reduction in
2017/18 and seeks approval for increases to garage rents from April 2017.

RECOMMENDATIONS:

1. That the Housing Revenue Account revised forecast for 2016/17 detailed in
paragraph 8.2 and Appendices 1 and 2 be approved.

2. That the proposed HRA capital programme and funding for 2016/17 to
2021/22 detailed in paragraph 8.4 and Appendices 3, 4 and 5 be noted.

3. That the rent reduction for Council dwellings of 1% in line with the Welfare
Reform and Work Act 2016 be noted.

4. Members consider the options for setting garage rents as detailed in the
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5.

report and indicate their preference to enable this to be fed into final
recommendations which will be brought back to Committee in February 2017.

That Members note the update on the Chesil Stréet Extra Care project.
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. IMPLICATIONS:

1

1.1

2.1

2.2

2.3

COMMUNITY STRATEGY QUTCOME

The Council is committed to continuing to provide good quality affordable
housing to meet community needs in support of the Active Community strand
of the Community Strategy.

FINANCIAL IMPLICATIONS

Cabinet (Housing) in February 2016 (report CAB2761(HSG)) and full Council
approved a deficit HRA budget for the year of £3,568,619 in recognition of an
expanded capital programme for both major works and new build housing of
£31.3m in 2016/17. ‘

The budget was amended following the outturn for 2015/16 and the forecast
deficit for the year increased to £4,375,919.

The table below summarises the movements since the outturn report derived

from monthly monitoring and re-forecasting the capital programme.

Spend Area

Net Saving to
the HRA in
2016/17

Net Extra
Cost to the
HRA

Comments

Employees

£100,000

Vacancy management
savings.

Premises

£27,440

Savings on utility
costs & revenue
disabled adaptations.
Extra costs on
sewage treatment
works.

Transport

£1,906

Various minor costs,
mainly on lease car
recharges.

Supplies & Services

£44,100

Savings on IT
services and
equipment/furniture
but extra costs on
telephone costs.

External Income

£192,037

Reduction in dwelling
rent income due to
increased Right to
Buy sales & Milford
House, improved void




Funded by HRA
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performance on
garages

Capital Expenditure | £5,602,000 Timing — Victoria

House, Hillier Way,
Extra Care, Mitford
Road, Mayles Lane,
Greenhill Road (costs
moved to later years)

Actual savings —
Westman Road,
Milford House.

Right to Buy Admin.

£27,300

Forecast sales
increase from 16 to 37

2.4 The latest revenue forecasts, combined with expected reduced spending on
the capital programme as shown above have reversed the deficit into a

forecast surplus of (£1,230,978) for 2016/17.

2.5  The graph below shows the current forecast shortfalls in capital funding from
the HRA Business Plan that start at a very low level in 2021/22. The shorifall
in 2021/22 can easily be met by either a small reduction in the HRA budget for
that year or a slight relaxing of the Council’s policy on maintaining at least
£1m (at 2012 values) as a working balance. More details on options to
address future shortfalls will be brought to this Committee with the February

budget report.
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26 More details on budget movements and commentary on dwelling and garage
rents are included in Section 8 and Appendices 1 & 2 attached to this report.
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LEGAL AND PROCUREMENT IMPLICATIONS
3.1 The Council is required to maintain a separate Housing Revenue Account
with a positive working balance and with a housing revenue borrowing cap
(the debt cap). Effective management of the HRA is necessary to ensure that
both of these statutory requirements are met.
4 WORKFORCE [MPLICATIONS
4.1 None
5 PROPERTY AND ASSET IMPLICATIONS
5.1  Despite the forecast reduction in spending to the major works capital
programme in 2016/17, it is anticipated that all of the Council's stock will be
brought up to full decent homes standard by March 2017, The future
programme is being continually adapted to ensure that this position is
maintained with preventative works brought forward where staff resources
and funding allows.
6 CONSULTATION AND EQUALITY IMPACT ASSESSMENT
6.1 The Portfolio Holder has been consulted on the recommendations arising
from this report.
6.2 The TACT Committee has had the opportunity to review the report and may
make verbal comments on the recommendations at the meeting.
6.3 Thére are no equality issues arising from the report.
7 RISK MANAGEMENT
Risk - Mitigation Opportunities
Property
That  Council - owned | An effective programme of | To bring forward works
dwellings fail fo meet| capital works to ensure | where staff and financial
decent home standards. decent homes standards are | resources  allow  to
‘ maintained. provide better homes for
tenants.
Community Support Consultation and regular
Lack  of . consultation | communication with tenants
causes  objections fo|and leaseholders on major
planning applications " for | repairs and estate
new build developments. | improvements. Consultation

with local residents and
stakeholders on proposed
new build schemes,
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Timescales

Delays to new build
project completions results
in lost revenue.

New build contracts contain
clauses to ailow the Council
to recover damages if the
project completion date is
delayed due to confractor
actions.

Project capacity Proactive business | New business models
Limited funding restricts | planning, regular monitoring | e.g. local housing
the ability of the Councilto | and use of available | companies are being
implement the proposed | financial assessment tools | considered to improve
new build and major works | enables the Council to | the availability of funding
programmes. manage resources | for future capital
effectively. programmes.’
Financial / VM. (Discretionary werks IERRIERAENE

‘maintain ex:stmg levels ‘of
service will be affected by.
‘the rent reduction rules :
Shortfall.in funds avaflable :
fo. ~meet.. future .. cap:tai.
'-programmes R

_ue fundmg fo | |
‘been revaewed and. reduced T
_j_r-removed where _possn_b]e |

?Revenue

an.d' o

and for.

'po’tenteaf

capltal_.- S
‘budgets bemg contmual[y__f

| assessed fo 1dent1fy areas of
| slack - '
-_-mcome growth i

Legal ERNN
Failure to amend rem‘s or.
meet payments due under
High ~ Value  properties
‘rules in line with !egrslatfon:
would - resultin hkeiy-
'ﬂnanc:tal penalt:es L

I:?eht” i charges '

constant momtormg

Asset management - pmJect R
is identifying- properties. & |

other assets . suitable . for |
disposal to provide fund:ng".
for High Value sales rules. | -

under. o

new buﬂd programme is

_mtroduced
-ireferen_ce fo ex:stmg rules

w:thout_

_3'5"“-1-_Formai legal - advice to be'_f
| taken before ‘any proposals |
-_brought forward for Member__;

apprOva! i

h m. Ceunc:l 3 reputation
and. affect future budgets_
and programmes

. 'Updates on. regutatzons are.

ﬁbelng reguiariy momtored to _
1 ensure prompt action can be |:
taken ‘as “required. Asset |
management work to help ||
identify potential high value
~|-properties for future sale. IS_._ _
| 'under way. - S

'Other

-None.
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SUPPORTING INFORMATION:

Housing Revenue Account 2016/17 Budget

Appendices 1 and 2 show the revised forecasts for the HRA service summary
and subjective summary. In brief, the key changes for Members to note are:

Vacancy management savings of £100,000 have been applied to the
HRA General budget;

A combination of increased service charge income and lower utility

~ costs have benefitted the communal services budget;

The February budget report allowed for income from the purchase of
Milford House and Gordon Watson House to benefit the homelessness
budget from June 2016. The delayed acquisition has resulted in a
much reduced income forecast for the year;

A transfer of £50,000 from the revenue cyclic repairs budget to the void
repairs budget;

A reduction in dwelling rents income caused jointly by the later than
forecast handover for the Symonds Close new build development and
a 100% increase in Right to Buy sales in the first half year. This is
partly offset by increased garage rent income; :

A reduced capital expenditure contribution from the HRA for the year
following revisions to the capital programme as detailed below.

HRA Capital Programme 2016/17 to 2021/22

Appendices 3, 4 and 5 show the revised HRA capital programme and funding
proposals for 2016/17 together with amended forecasts for 2017/18 to
2021/22. The main changes compared to the programme approved earlier
this year are as follows:

Appendix 3 — Housing Services 2016/17 — An overall reduction of
£874,000 on the working budget (original budget plus carry forwards
from 2015/16) is now being projected. Whilst sufficient works are due
to be completed to ensure compliance with decent homes, not all of
the £3,000,000 budget for external envelope works is required this
year. Conversely, increased costs are predicted on both the internal
structures and mechanical & electrical budgets. Later than anticipated
starts on some of the extensions and sheltered conversion works is
likely to result in.an under spend this year with some costs being
rolled into 2017/18 to complete projects.
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» The 2017/18 to 2021/22 budgets for major works have been updated
to refiect the progress made on the backlog identified in the stock
condition survey completed in 2013/14. Future projected major works
costs have been smoothed into five year bands to avoid unnecessary
sharp falls or increases in annual funding requirements and to assist
with future resource planning. The programme has also been
adjusted to take account of the removal of discretionary works from
Aprii 2017, as approved earlier in the year. This has primarily affected
the external ground works and external windows & doors budgets.

¢ Funding for the loft conversions and extensions programme is
included in 2017/18 to meet specific requirements to address an
overcrowding issue (a 3 bedroom extension at an estimated cost of
£85 000) and an extension to enable a family with a disabled ch;ld to
remain in their existing home.

o Appendix 4 — New Build 2016/17 — Delays to the start of the Hillier
Way project and revised cash flows for Victoria House and Chesil
Street extra care have led to much reduced forecasts for spend in this
year. Clarification of the Council's situation with regard to stamp duty
on the Milford House purchase is also likely to result in a reduced
budget requirement. Paragraph 8.13 gives an update on the latest
situation with the extra care development.

¢ The new build budgets for 2017/18 to 2021/22 show the effect of the
delayed works on next year’s capital programme. They also reflect
updated estimates af, for example, Mayles Lane, as well as revised
costs following tendering exercises at Bailey Close and Mitford Road.
Costs shown for The Valley represent roughly 2/3 of the current
scheme costs, spread over 3 years from 2017/18. The proposed
budgets for 2019/20 onwards have not been adjusted.

e Appendix 5 — Capital Programme Funding — There is a much reduced
requirement for funding from revenue contributions to capital for this
financial year as shown in this appendix. The amount of borrowing
needed in 2016/17 wilt also fall as a result of the lower projected
spend and the changed new build programme will mean a smaller
utilisation of Right to Buy 1-4-1 receipts is possible this year,

Dwelling and Garage Rents

As Members will be aware, a 1% dwelling rent reduction is being applied for
four years between April 2016 and March 2020 as part of the Welfare Reform
and Work Act 2016. The expected loss of revenue to the HRA for 2017/18 is
£266,000 (compared to 2016/17 dwelling rent income). The average social
rent will drop to £101.42 per week with the lowest and highest reductions
being £0.66 and £1.49 per week respectively. For affordable rents in new
build dwellings, the average rent is forecast as £152.94 with individual
reductions ranging from £1.09 to £2.21 per week.
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For garages, our current weekly rents are £9.72 for tenants and leaseholders
and £11.67 + VAT for non-tenants (£13.74 + VAT in the city centre). If the
Council chose to increase garage rents from next April in line with RPI as at
September 2016 (2%) this would give an additional income of £19,000in
2017/18. Individual rents would become £9.91 for tenants, £11.90 for non-
tenants and £14.01 for city centre garages. An alternative approach would be
to move rents to £10.50 for tenants & leaseholders, £13.00 for non-tenants
and £15.00 for non-tenant City Centre garages. This would provide extra
income to the HRA estimated at £76,300 based on current usage levels and
apphcable charges.

Members may wish to note that annual revenue would increase by
approximately £5,500 for every additional 1% applied to non-tenant garage
rents. This could result in the risk of reduced demand although waiting lists
remain high in most areas and the annual cost of a parking space is
significantly more than the current cost of renting a garage.

Final recommendations on garage rents (and service charges) will be
included in the HRA budget report that will be brought to the February
meeting.

The table below shows current garage rents for other local providers with
Winchester as a comparison:

Local Authority - Tenant/Leaseholder Non-Tenant Rents
Rents (exclusive of VAT)

Winchester £9.72 _ £11.67 (Central
garages £13.74)

A £10.83 £13.00

B £10.56 t0 £11.93 £12.67 to £14.32

C £9.77 | £12.92

D £10.00 to £13.00 Up to £17.00 (City
centre lock-up £23.00)

E £10.00 £10.00

HRA Business Plan, Priorities and Future Changes

Members wili recall that both the 2015/16 Revised Budget Report
(CAB2738(HSG)) and 2016/17 Budget Report (CAB2761(HSG)) predicted
capital shortfalls following the introduction of the rent reduction policy.
Decisions made in respect of discretionary works programmes and .continuing
low inflation/interest rates have gone some way to assist with these issues but
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a shortfall is still anticipated in the early 2020's. As a result this remains a
priority and officers will continue to bring forward solutions to resolve the
funding shortfall by seeking opportunities for increasing revenue growth and
grant funding for new build developments with as little impact on frontiine
services as possible. Appendix 6 shows the latest position with regard to the
shortfalls within the HRA. '

Whilst the amount of borrowing required in 2016/17 is expected to be lower
than first projected (Appendix 5 and Paragraph 8.4 refers), the HRA is still.
getting nearer to the debt cap with less than £1.8m headroom predicted at
March 2017 if the remaining spend in the year goes to budget. There is also
no indication that HRA borrowing restrictions will be lifted in the foreseeable
future.

The Housing and Planning Act 2016 introduced the requirement for local
authorities that hold a Housing Revenue Account to make payment to HM
Treasury to support the costs of discounts provided by Registered Providers
to tenants purchasing their homes under a voluntary Right to Buy scheme.
Details of the amount due and when payments will start is still unknown but it
is now expected payments will be due from 2017/18. Minimal provision has
been made in the HRA Business Plan until the amount due is confirmed but it
is fully expected that the Council will be required to sell some dwellings to
meet the liabilities under this Act.

Update on Chesil Street Extra Care Development

The Chesil St Extra Care Development is progressing well and is currently
scheduled for completion in the autumn of 2017. The capital programme in
appendix 4 makes provision for reduced spend in the current year and
increased spend in 2017/18. Whilst the project has progressed well,
unforeseeable issues have come to light resulting in additional project costs of
up to £821,000, which include;

a) The relocation of a telecoms cable. The Council had not been made

aware of the cable and is currently pursuing the provider for costs in
relation to this matter.

'b) The need to relocate highway soakaways where locations differed from

original plans
c) Cost of site delays resuiting from the above.

d) Additional works required due to specific ground conditions revealed
through excavations.

e) Increased costs due to planning conditions re windows and finishes

Every effort is being made to challenge the additional cost estimates and to
reduce costs of delays by ensuring the project remains on track. This has
included agreeing to additional road closures to assist with bringing works
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forward. The additional provision represents 6% of total project costs and
remains within the limits of the Council's Financial and Contract Procedure
rules. The variance can be met from within the New Homes “unallocated”
capital programme. Any final additional costs will be offset by an additional
contribution from Hampshire County Council (£170,000), any costs recovered
in relation to 8.13 a) above and also from a projected increase in sales
income from the flats for shared ownership and sale. The properties will be
revalued in the New Year prior to marketing.

9 OTHER OPTIONS CONSIDERED AND REJECTED

9.1 The Council has little option in relation to proposed rent increases. With the
HRA Business Plan and budget spend dominated by the Repairs and New
Build programme, no significant changes have been considered as part of this
report. :

BACKGROUND DOCUMENTS:-

Previous Committee Reports:-

CAB2761(HSG) ~ Housing Revenue Account Budget 2016/17 and Business Plan —
3 February 2016

CAB2808(HSG) — Housing Revenue Account 2015/16 Financial and Performance
Outturn — 29 June 2016 :

Other Background Documents:-
None

APPENDICES:

Appendix 1 — HRA Service Summary 2016/17 Budget

Appendix 2 — HRA Subjective Summary 2016/17 Budget

Appendix 3 — Housing Services Capital Programme 2016/17 to 2021/22
Appendix 4 — New Build Capital Programme 2016/17 to 2021/22
Appendix 5 — Funding for Capital Programme 2016/17 to 2021/22
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