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Introduction 

The purpose of this report is to seek Committee’s approval to an outline Housing Capital 
Programme (HRA) for 2004/5 and a provisional 4-year programme from 2005 to 2009 based 
on projected investment requirements and available resources. 

Committee is also asked to approve a submission to the Scottish Executive outlining the 
Council’s investment requirements and proposals for financing spending plans under the new 
prudential borrowing regime. 

Background 

The outline 5-year programme has been developed taking into consideration stock condition 
information, tenant consultation, the impact of the new financing regime on the Council’s 
ability to invest and the proposed Scottish Social Housing Standard. 

Condition Survey 

In 2000, the Council appointed Ernst and Young as lead consultants to progress an option 
appraisal exercise for future investment in the Council’s housing stock. The stock condition 
element of this appraisal involved a sample survey of 10% of the stock to determine its 
condition and identify the investment requirements over the next 30 years. The consultants 
concluded that the Council should retain its stock and put in place a programme of works to 
meet the recommendations contained in the survey report. 

Prudential Borrowing 

Last year, the Scottish Executive announced that local authority housing capital finance 
would be brought within the scope of the new prudential borrowing regime from 1 April 
2004. Under the new system, centralised consent to invest will no longer be required. Local 
authorities will have greater control over their capital investment decisions and scope to 
generate additional investment where they can demonstrate that capital spending plans are 
affordable and borrowing contained within prudent and sustainable limits. 

The flexibility of the new regime provides the Council with an opportunity to consider 
alternative financing options and develop long-term financial plans that bring capital spending 
more into line with the investment requirements set out in the stock condition survey. 
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As previously reported to Committee, the Scottish Executive has also announced the proposal 
to establish a national social physical housing standard against which all social landlords will 
be measured. Although the actual details of the standard have not yet been announced, the 
outline programme has been developed taking into consideration the factors identified for 
inclusion at this time. 

Tenant Consultation 

As part of the option appraisal process and ongoing tenant participation strategy, tenants have 
been consulted on the development of a North Lanarkshire Standard for the works to be 
carried out to their homes and their priorities for investment. The North Lanarkshire Standard 
introduces elements of choice and goes beyond the requirements of the new Social Standard 
proposed by the Scottish Executive. 

Proposed HRA Capital Programme 

With the introduction of prudential borrowing, all areas will see an increase in capital 
investment over all elements for the next 5 years and beyond. In addition to increasing 
established programmes such as heating and roofing, it is proposed to introduce new 
programmes including kitchen replacement starting in 2004/5 and bathroom replacement 
planned for introduction in 2006/7. These proposed new programmes have been identified by 
tenants through the consultation process as key priorities for improvement. Further details, 
including prioritisation methodology, are set out in a separate report to this Committee. 

In terms of the priority order for the existing programmes, it is proposed that the current 
methodology continue for 2004/05. Any proposals to change this priority order i.e. moving 
away from a needs basis to a more chronological basis will be reported to a hture Committee. 

An outline capital programme for 2004/05-2008/09 is attached at Appendix I. This takes 
account of the following factors: 

Investment Requirements identi3ed by the Stock Condition Survey 

The investment needs identified within the stock condition survey have been analysed on an 
area basis and considered in relation to investment undertaken throughout the stock since the 
survey was undertaken in 2000. Resource levels have been developed taking into 
consideration resources currently utilised to undertake works via planned or routine 
maintenance revenue programmes. 

Ongoing Commitments 

The proposed programme takes account of existing commitments for previously approved 
estate regeneration programmes, including projects where works have not progressed due to 
forthcoming changes in the grants legislation. 

Additional Items 

A number of programmes that the Council currently undertakes were not included in the stock 
condition survey. These include upgrading of laundry arrangements within tower blocks, 
work to tied houses and backcourt improvements. Other items not included in the survey 
were the cost of asbestos checking and any works that require to be carried out in conjunction 
with the main items included in the programme. 
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Re-rendering Programme 

The programme includes &1Sm per annum for re-rendering work currently financed through 
the revenue repairs budget. This will free up resources within the HRA revenue budget, 
which will be considered as part of the budget setting process. 

Allocation of the programmes to the North and South divisions is on the basis outlined in 
Section 3.2 and will be reported to a future Committee. 

The Council’s stock condition survey was undertaken in 2000. In order to inform future 
investment decisions, it is proposed to cany out a new stock condition survey in 2008, the 
estimated cost of which has been included in the outline programme. The information 
obtained from this survey will be analysed during 2009 and form the basis of an outline 5- 
year investment programme starting in financial year 2009/10. 

The outline programme does not include a slippage allowance at this stage. This will be 
added on an annual basis, as capital spending plans are finalised. 

Resources 

The Scottish Executive has asked local authorities to provide high-level figures, by the end of 
September 2003, showing their future housing capital investment plans and how these will be 
funded, preferably covering a 30-year projection. Returns should show investment plans for 
individual years for the first 5 years and, for each subsequent 5-year period, the total 
investment plans in aggregate. Submissions should also show how investment would be 
funded from new borrowing, rents, receipts and other sources. 

A financial model has been developed for the 30-year period from 2004 to 2034 and is set out 
at Appendix 2. In accordance with Scottish Executive guidelines, this shows the housing 
investment requirements (derived from the stock condition survey) and how these will be 
funded, together with the impact on housing debt and rent levels. This will be supported by a 
detailed HRA business plan, which is currently in preparation and will be submitted to 
Committee for consideration in due course. 

Any financial plan set over the medium to long term relies on a number of assumptions 
relating to income, expenditure and activity levels. The assumptions made in developing the 
financial model are based on the best information available at this stage. They will need to be 
subject to ongoing review and updated to reflect legislative changes and other uncertainties, 
for example, concerning future housing stock levels. 

It should also be recognised that the assumptions include an incremental reduction in 
supervision and management costs over the 30-year period to reflect reducing housing stock. 
A review will therefore be required and a strategy developed for reducing these costs. This 
will include identifying any HRA costs that should be borne by the general fund with a 
realignment of budgets as appropriate. 

Set Aside Rules for Right to Buy Capital Receipts 

The existing rules require local authorities to set aside 75% of receipts received from the sale 
of houses under the Right to Buy legislation to repay housing debt. As part of the move to the 
prudential system, the Scottish Executive has given a commitment to review the future 
treatment of capital receipts and consider changes to the set aside rules. Under the new 
regime, any such changes would have a neutral impact on the Housing Revenue Account. In 
developing the financial model it has been assumed that the existing rules will be abolished, 
bringing housing into line with the general fund, where set aside no longer applies. 
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In order to overcome the constraints on borrowing imposed under the existing regime, the 
Council finances central heating replacement and tower block refurbishment predominantly 
through leasing. The flexibility of the prudential system provides scope to finance these 
programmes entirely through capital. Taking account of both financial and non-financial 
factors, capital financing is considered to represent the better option and this has therefore 
been reflected in the investment figures. 

Debt Rescheduling 

The financial model set out at Appendix 2 incorporates a change to the repayment profile for 
outstanding loans. This involves spreading principal repayments against historic debt over a 
slightly longer period in order to level out payments and investment levels. Whilst this 
increases the amount of interest payable, it should be noted that, by adopting this approach, 
the Council would avoid a fimding shortfall during the first five years. 

Aflordability, Prudence and Sustainability 

The financial model is based on rent increases of 4% per annum for the first two years, in line 
with the Council’s Budget Strategy, reducing to 3.5% thereafter. These indicative figures 
demonstrate that spending plans are set at affordable levels for the 30-year period. 

The loan analysis incorporated in the financial model shows the outstanding debt per house, 
which remains well below the current Scottish average in real terms throughout the 30-year 
period. This indicates that borrowing is contained within prudent limits. 

The model also shows that capital charges as a percentage of rent income remains well below 
the current level that has been sustained over a long period of time. 

Summary and Conclusion 

The outline Housing Capital Programme summarised at Appendix 1 is set in context of the 
overall 30-year strategy and against the background of the stock condition survey carried out 
in 2000. The resources available over the next five years represent a significant increase in 
capital expenditure as illustrated in Table 1 below: 

Table 1 : Increase in Capital Resources 
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This increase will be possible due to a combination of the following factors: 

& The use of capital receipts set aside for debt repayment under the present financing 
regime; 

> A natural reduction in the level of historic debt; and 

> New borrowing made available under the prudential regime. 

Appendix 2 summarises the main sources of capital investment and highlights that the most 
significant source of this increased capital investment is from new borrowing and the use of 
the capital receipts allowed under the new prudential arrangement. These resources are 
supplemented by increased CFCR which has arisen from reduced loan charge costs to the 
Housing Revenue Account resultant from the natural reduction in the levels of historic debt. 

The figures set out in the financial model at Appendix 2 demonstrate that, over the next 30 
years, the Council will be able to deliver a substantial capital programme in line with the 
investment requirements of its housing stock, while maintaining the affordability of rents and 
setting new borrowing at prudent and sustainable levels. 

Consultation with Other Council Departments 

The Director of Finance has been consulted on the contents and concurs with the 
recommendations of this report. 

Recommendations 

Committee is asked to: 

a) approve the outline HRA Capital Programme contained at Appendix 1, on the 
understanding that this will be the subject of a further more detailed report; 

b) approve the proposed submission to the Scottish Executive set out in the financial model 
at Appendix 2, on the understanding that this will be subject to ongoing review and 
updated to reflect any changes; and 

c) refer this report to the Policy and Resources (Finance) Sub Committee for consideration. 

Background Papers 

Relevant background information is available from the Housing and Property Services 
Department. 

Director of Housing and Property Services 

encls 
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Appendix 1 

North Lanarkshire Council 
Outline Capital Programme (HRA) 2004/2009 

200415 2005/6 
f ooos 

500 

50 

200 
100 

500 

2,000 
3,350 

6,035 
3,125 
1,951 

90 
11,201 

1,998 
4,671 

408 
4,972 

12,049 

86 1 
364 

2,009 
142 
150 
380 

3,906 

4,007 

4,007 

340 

300 

1,150 

4,161 
5,311 

40,464 

2006/7 
fOOOs 

2,000 
2,000 

6,005 
3,125 
1,618 

90 
10,838 

1,893 
4,168 

4,352 
10,821 

408 

916 
314 

1,878 
142 

380 
3,630 

5,663 
823 

6,486 

340 

300 

1,283 

4,091 
5,374 

39,789 

200718 
fOOOs 

2,000 
2,000 

6,005 
3,125 
1,618 

90 
10,838 

1,893 
4,168 

408 
3,352 
9,821 

916 
314 

1,878 
142 

3,250 

5,663 
1,823 
7,486 

340 

300 

i ,283 
300 

4,082 
5,665 

39,700 

200819 
f ooos 

2,000 
2,000 

6,005 
125 

1,618 
90 

7,838 

1,893 
4,168 

139 
3,352 
9,552 

916 
314 

1,878 
142 

3,250 

5,663 
1,823 
7,486 

340 

300 

1,283 

3,671 
4,954 

35,720 

f000's 
CIF 

f000's 
New 

500 
250 
500 
1 ao 

150 

200 
200 

500 
4,029 

6,035 
3,125 
1,951 

90 
11,201 

2,114 
4,671 

408 
4,972 

12,165 

778 
364 

2,009 
142 
200 
380 

3,873 

2,007 

2,007 

340 

300 

1,065 

3,786 
4,851 

38,766 

Estate Regeneration 

Spruce Way 
Coltness refurbishment 
Craigneuk Airdrie 
Clarkston 
Clarkston Environmentals 
Petersburn (Luing) 
Dundyvan RoadlHutchison PI 
Kippen Street 
Kippen Str& 
so* & r m D d  
Burns&? A Y ~ I ~ .  
E&M&d 
R- 
si- 
Pmirrell W4tnpmial Dr 
miw 

12 

220 
17 

400 
250 
400 
250 

Sub Total 

Energy Efficiency 
Heating 
Tower Blocks 
Windows/Door Replacement 
Loft Insulation 

Sub Total 

Major Repairs 
Major Repairs 
Re-rendering 
Non-Traditional houses 
Roofing 

Sub Total 

Home Safety and Security 
Asbestos removal/lead pipe renewal 
Security/Entry Systems 
Rewiring 
Laundries 
High Rise Security 
Lighting 

Sub Total 

Mernal  Upgrading 
hXchen 
B&tnraom 

Sub Total 

C Sub Total 

IT Sub Total 

MisceIliPrams 
RetentimP;iDawwton Allowances Home 
Loans 
Stock Condition Survey 
Fees @ 11 3% 

Sub Total 

TOTAL 



North Lanarkshire Council 
Housing Revenue Account 

30 Year Financial Model 

Year 

Average Housing stock 

Capital investment 

Prudential borrowing 
Useable receipts 
Sub total 
CFCR 
Total resources 

Loan Analysis 

Opening debt 
Prudential borrowing 
RTB receipts set aside 
Principal repayment - historic debt 
Principal repayment - new borrowing 
Closing debt 
Per house (f) 

Housing Revenue Account 

Loan charges 
Other costs 

Other income 
Balance to be financed by rents 

Average weekly rent (f) 
Yearly % increase 

Capital charges as a % of rent income 

41,246 39,769 38,214 36,800 35,644 32,717 28,540 25,345 22,872 20,959 

f 000 f000 fOOO f000 f000 f000 f000 f000 f000 f000 

12,330 4,796 8,284 9,741 11,867 9,873 23,835 322 2,569 79.443 46,849 
6,744 21,660 21,030 20,418 19,823 19,247 88,151 76,050 65,610 56,603 48,833 

19,074 26,456 29,314 30,159 31,690 29,120 111.986 76.372 68,179 136.046 95.682 
4,768 12.31 0 1 1 ,I 50 9,630 8,010 6,600 55,330 1 15,615 134.440 1 19,420 105,230 

23,842 38,766 40,464 39,789 39,700 35,720 167,316 191,987 202,619 255,466 200,912 

137,800 116,077 110,502 107,518 105,022 103,598 98,988 66,968 59,929 61,287 128,152 
12,330 4,796 8,284 9,741 11,867 9,873 23,835 322 2,569 79,443 46,849 
16,732 0 0 0 0 0 0 0 0 0 0 
17,391 10,483 11,350 12,259 13,234 14,325 53,755 3,659 (4,342) 2,889 0 

(70) (112) (82) (21) 56 158 2,100 3,701 5,553 9,689 17,818 
1 16,077 1 10,502 107,518 105,022 103,598 98,988 66,968 59,929 61,287 128,152 157,184 

2,765 2,728 2,755 2,808 2,862 2,821 2,207 2,241 2,559 5,880 7,811 

20,349 20,923 21,703 22,635 23,623 91,387 34,165 26,988 51,511 77,835 

91,144 91,391 90,891 90,590 90,819 460,427 477,357 503,754 540,200 588,204 

42.50 44.19 45.74 47.34 49.00 54.13 64.33 76.45 90.84 107.94 
4.00% 4.00% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 3.50% 

22.33% 22.89% 23.88% 24.99% 26.01% 19.85% 7.16% 5.36% 9.54% 13.23% 




