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1. Introduction 

I .I. The purpose of this report is to consider the feasibility of the council 
undertaking a new build programme, funded through the Housing 
Revenue Account (HRA). In considering this proposal a number of 
issues need to be addressed including: 

Housing need - resources would need to be targeted to meet 
identified housing need as contained within the Local Housing 
Strategy (LHS) and Local Housing System Analysis (LHSA); 
Funding - availability of funding within the Prudential Borrowing 
Framework without impacting on the 30 year investment strategy for 
existing stock or the ability to meet the SHQS by 2015. Any 
revenue implications will also need to be considered, e.g. 
Supporting People; 
Right to Buy (RTB) - potential impact of the RTB on any new build 
housing; 
Land - availability of council land in the right locations; and 
Procurement - how a programme would be developed, managed 
and procured and deliver best value. 

2. Background 

2.1, The council’s housing priorities are outlined in its Local Housing 
Strategy (LHS) which is a statutory requirement of the Scottish 
Executive and helps ensure that available investment is effectively 
targeted where it is needed most. The LHS therefore guides policy and 
investment decisions to address housing requirements and also 
supports the case for additional resources for housing in North 
Lanarkshire. 
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2.2. The council currently works closely with Communities Scotland to 
ensure that development funding (for new build) is maximised for North 
Lanarkshire and targeted to meet LHS priorities. This involves 
identifying suitable council owned sites and liaising with relevant 
council departments and Registered Social Landlords (RSLs) to 
progress developments to meet spend targets and secure any 
additional funding that is made available throughout the year. 

2.3. Apart from direct investment there are a number of other avenues the 
council could pursue in order to help increase the supply of affordable 
housing in certain areas. These include the implementation of an 
Affordable Housing Policy, which is being introduced for the 
Cumbernauld Housing Market Area within the new draft Local Plan, 
which will help secure land at less than market value for affordable, 
mainly rented, housing. 

2.4. The council must ensure that all its stock meets the Scottish Housing 
Quality Standard (SHQS) by 2015. The council has outlined how it will 
do this in its Delivery Plan that was approved by Communities 
Scotland, supported by a 30 year investment strategy and 10 year 
investment programme, recently updated and approved by committee. 
The council will undertake a new stock condition survey later this year 
which will help identify overall investment requirements and inform how 
the programme is developed and targeted in the future to meet the 
SHQS and other agreed priorities. Given the age, and profile, of the 
councilk stock it will continue to require significant levels of investment 
to maintain the fabric of the buildings and ensure the properties are 
safe, warm and have the standard of amenities that future tenants will 
expect such as modern kitchens and bathrooms. Failure to sustain 
adequate investment could affect the ability to let some stock and affect 
the viability of the financial plan. 

3. Considerations 

3.1 In developing proposals for a new build programme there are a number 
of factors to be taken into consideration and these are summarised 
below. 

3.2 Any new build programme should be targeted to areas and priorities 
where it is needed most, namely: 

a) to help address the serious shortage of available rented housing as 
identified in the Local Housing Strategy; and 
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3.3 

3.4 

3.5 

3.6 

b) to help meet particular needs, such as housing for elderly and 
disabled where such a need has been identified. There is an 
ongoing programme of developing very sheltered housing through 
the Communities Scotland development programme. The council 
area is already well provided for in terms of sheltered housing and 
as the focus of care shifts towards helping people remain in their 
own homes there is no evidence of significant demand for additional 
sheltered housing complexes. Any such provision is expensive to 
build, due to the considerable communal areas, and has revenue 
implications for the council as staff costs would have to be met from 
within existing Supporting People budgets. However there is 
evidence that in some areas the provision of smaller ‘amenity’ type 
properties for older people could help free up larger family type 
housing and therefore make better use of the housing stock. 

The council is undertaking a housing needs survey later this year and it 
is recommended that the findings of this study, considered more 
reliable than waiting list data, should be used to inform future 
investment priorities. 

Any new build programme should not be at the expense of maximising 
investment in North Lanarkshire through Communities Scotland’s 
investment programme. In recent years the council has been able to 
secure additional investment throughout the course of the financial 
year by selling sites to RSLs for future development. Should the 
council decide to pursue a new build programme it is important that 
sufficient sites are identified to meet both programmes, otherwise 
development funding could be lost to other neighbouring council areas. 

Any new build programme should not be at the expense of meeting the 
investment requirements of the council’s existing housing stock and 
affect the ability to meet the SHQS by 2015. The future investment 
requirements will be informed by the stock condition survey to be 
undertaken later this year. 

The progression of the new build programme is dependent on the 
identification of suitable, council owned sites, in the right areas and at 
no cost to the programme. It should be noted that no land was 
transferred to the HRA from the land transferred to the council from 
Cumbernauld Development Corporation for the purposes of building 
rented housing to meet local need. Given the price of land in the areas 
of highest pressure could be estimated at f40,000 per unit, it is clear 
that if an acquisition price has to be paid for general services land then 
the viability of a new build programme is called into question. However 
to avoid any impact on the General Services capital programme it may 
be necessary to consider swapping HRA land in areas where there is 
less justification for new build for rent for General Services land in 
priority areas where there is a shortage of HRA land. 
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3.7 Further consideration is required on how best to procure the new build 
programme. Given the very significant increase in the HRA capital 
programme and the focus of the programme on replacement of 
components rather than house construction the council does not 
currently have the in-house experience or capacity to take on a 
substantial new build programme. Additional resources would be 
required to commission the programme, including: 

0 Land assembly; 
0 Project management; 
0 Detailed development briefs including specifications taking account 

of housing needs and future maintenance/ life cycle costings; 
adaptations required/ lifetime homes standards; sustainability 
issues etc; 

0 Building in employment and training opportunities; 
0 Design team experienced in new build; and 
0 On-site supervision. 

3.8 There may be opportunities to demonstrate Best Value by entering into 
a partnership arrangement with an RSL and/or developer. The council 
would of course be responsible for producing the development brief 
and would own the properties, but would be buying in development 
services and could achieve economies of scale if the programme was 
procured along with houses for the RSLs own programme. Alternatively 
a design and build arrangement could be entered into with a developer, 
although this could mean the council would have less control over 
design as the developer would probably use their standard house type 
designs. 

3.9 This partnering approach is in keeping with the Transforming Public 
Services and Efficiencies agenda currently being promoted. Such an 
approach would have the advantage of ‘buying in’ to existing 
experience and latest innovation, e.g. in building methods. It would 
also avoid the problem of the council trying to recruit experienced 
individuals on potentially short-term contracts. 

3.10 In order to ensure the programme can be delivered within the timescale 
and resources identified a joined up approach is required across 
council services including Planning; Property; Administration; Housing 
and Design with adequate resources identified within each service to 
effectively deliver its contribution to the process. 

3.1 1 An initial assessment of Right to Buy implications would indicate that, 
given the introduction of capping on discounts and the limits imposed 
under the “Cost Floor” rule, RTB would not affect the financial viability 
of a new build mainstream programme. 
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4. 

4.1. 

4.2. 

4.3. 

4.4. 

Financial Implications 

The prudential framework provides the council with greater control over 
capital investment decisions and scope to generate additional 
investment where it can be demonstrated that capital spending plans 
are affordable and borrowing set at prudent levels that are sustainable 
over the longer term. 

A financial model has been developed to illustrate the impact on the 
HRA of additional borrowing at varying levels to finance new build 
housing investment. Summary illustrations based on 20, 100 and 200 
units are set out at Appendix 1. 

The illustrations show the level of borrowing required at each level, 
loan charges and other costs, offset by rental income generated from 
the new houses, and the net cost, ie. the deficit to be financed through 
the Housing Revenue Account. They also provide an indication of the 
impact on housing debt within the context of the 30-year HRA business 
plan. All figures are shown in five-year bands. 

The illustrations rely on a number of assumptions relating to income, 
expenditure and activity levels. These are based on the best 
information available at this time and are consistent with those used in 
the most recent version of the 30-year HRA business plan. Key 
assumptions have been applied as follows: 

Infrastructure and build capital costs are spread over three years 
25/50/25%; 

Development commences during the financial year 2008/09; 

There are no land acquisition costs - developments are on land 
held either within the HRA or on the General Fund Account and 
transferred to Housing at nil cost; 

Rent income is generated and repair costs incurred from 1 April in 
the year after construction; 

Rent levels for the new houses would be line with the rest of the 
housing stock; 

Rent increases are pegged at RPI + I % ,  in accordance with the 
council’s long-term HRA budget strategy; 

Additional supervision and management costs are not required; 

There are no Right to Buy sales; and 

The new units have no capital investment requirements (which 
would require to be quantified through life cycle costing). 
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4.5. 

4.6. 

4.7. 

4.8. 

4.9. 

Year 

1 
2 
3 
4 
5 

With regard to capital investment in the existing stock, it has been 
assumed that this will be maintained at the levels set out in the financial 
model supporting the council’s SHQS Delivery Plan. However, as 
noted previously, the stock condition survey planned for later this year 
will provide a more accurate projection of the funding requirements to 
meet the SHQS. Therefore these resource assumptions may need to 
be adjusted to take account of any additional funding required. 

Three financing options have been considered, each relying on 
prudential borrowing, but varying in terms of how the net costs are 
funded. 

Option 1: Net cost offset by financial savings within the HRA 

The net costs set out at Appendix 1 represent the savings required at 
each level of investment, eg. the second illustration shows that, over 
the 30-year period, savings amounting to approximately f 16.7m 
(averaging f557,700 per annum) would be required to offset the net 
cost of building 100 houses. 

The advantages of this approach are that existing capital spending 
plans would be unaffected and there would be no impact on rents. 

Option 2: Net cost funded from growth generated through the 
application of additional rent increases 

The figures contained within the HRA business plan are based on 
average rent increases of 3.5% per annum. Table 1 below shows the 
amount of revenue growth that would be required over the first five- 
year period to finance the net cost of 20, 100 and 200 units, together 
with the revised average rent increase (across the entire housing stock) 
in each case. 

Table 1 : Revenue Growth and Average Rent Increases 

20 Units 100 Units 200 Units 
Growth Avg Growth Avg Growth Avg 

Year Cum lncr Year Cum lncr Year Cum lncr 
fOOO fOOO % fOOO EO00 % fOOO fOOO % 

0 0 3.5 0 0 3.5 0 0 3.5 
20 20 3.5 99 99 3.6 198 198 3.7 
56 76 3.6 282 381 3.8 564 762 4.1 
53 129 3.6 264 645 3.8 527 1,289 4.1 
15 144 3.5 77 722 3.6 154 1,443 3.7 

Totals 144 369 722 1,847 1,443 3,692 
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A fforda bility 

4.10. As in Option 1, adopting this approach would not affect existing 
expenditure plans. However, rent increases would be out of line with 
the long-term budget strategy, through which the council has 
demonstrated its ability to deliver a substantial housing capital 
programme, while containing rent increases at RPI + 1 %. 

4.1 1. The council could consider charging higher rents for the new houses to 
reduce the impact for existing tenants. However, weekly rents in the 
region of E 180 per week would be required to support building costs by 
themselves. Another option would be to apply a premium to new 
house rents to offset part of the cost, eg. 25%, 50% etc. 

Option 3: Net cost offset by a reduction in CFCR 

4.12. The 2006107 HRA Revenue Estimates include CFCR of f 12.4m, 
financing approximately 30% of the Housing Capital Programme. 

4.13. The extent to which the programme is revenue-funded provides an 
opportunity to change the make up of capital resources, reducing 
CFCR to offset the cost of additional borrowing. 

4.14. However, the cumulative effect of increasing borrowing and reducing 
CFCR year on year, to support ongoing investment in the existing 
stock, would mean a significant increase in the borrowing requirement 
over a 30-year period. 

Sustainability 

4.15. As a result, the cost of servicing loans would be excessive, gradually 
increasing to a level that would not be sustainable over the longer term. 

Prudence 

4.16. The loan analysis within the HRA business plan shows that, in 30 
years’ time, outstanding debt per house will be broadly in line with the 
current Scottish average in real terms (assuming this is unaffected by 
any future investment programmes to meet SHQS standards). This 
“indicator” has consistently been used to measure the extent to which 
borrowing is contained within prudent limits. 

4.17. Whilst the first two options would have minimal impact on debt per 
house, in Option 3 the level of closing debt would far exceed the 
Scottish average over the longer term. 
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Risk 

4.18 

4.19. 

4.20, 

4.21. 

4.22. 

4.23. 

By gradually eroding CFCR to offset increasing loan charges, the 
approach outlined in Option 3 would remove the flexibility to revise the 
make up of capital resources in response to changes in the key 
assumptions underpinning the HRA business plan. In this respect 
Option 3 involves a high level of risk. 

Given the disadvantages associated with Options 2 and 3 outlined 
above in relation to affordability, sustainability, prudence and risk, 
Option 1 (using financial savings to offset the net cost of additional 
borrowing) emerges as the preferred approach. 

Financial Savings 

Although still to be finalised, it is anticipated that a reduction in 
procurement costs, through new partnering arrangements, will yield 
savings on professional fees in the region of €700,000 per annum from 
2006/07. The Council may wish to consider using this saving to offset 
the net cost of a new build programme. This would amount to 
approximately f21m over 30 years which, based on the illustrations at 
Appendix 1, would finance the level of borrowing required to build 
approximately 125 houses. 

However, the figures set out at Appendix 1 show that net costs are not 
evenly distributed across the 30-year period. This is because loan 
charges will remain relatively unchanged year on year as rent income 
and other costs increase. 

Reconciling the net costs and financial savings could be achieved by: 

1. Earmarking f700,OOO of capital resources per annum to create a 
reserve; 

2. Releasing funds as required to offset the net cost within the HRA; 
3. Using the surplus that would arise in the early years to subsidise 

net costs exceeding €700,000 per annum over the longer term; and 
4. Rescheduling debt to level out net costs over the repayment 

period. 

Although not included in the above assumptions, there is also the 
potential to ‘re-cycle’ some of the funding generated through commuted 
sum payments from the Affordable Housing policy, if and when this is 
approved and begins to be implemented. At this stage however it is 
difficult to predict how much this would generate. The money would 
obviously have to be re-invested in sites within the area where the 
Affordable Housing Policy applies, eg Cumbernauld Housing Market 
Area. 
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4.24. At present the money generated by the council from the reduction in its 
discount for empty and second homes must be ring-fenced for 
affordable housing but can only be given to RSLs, either directly or 
through Communities Scotland. It would be worth pursuing this with 
the Scottish Executive to enquire if the funding generated, 
approximately E300k per annum, could be spent supporting the 
council’s own new build programme. 

5. Conclusion 

5.1. In summary, the council is in a position where undertaking a new build 
programme of around 125 units over approximately a 3 year period is a 
viable proposition based on the following assumptions: 

0 Suitable sites can be identified that will not jeopardise the ability to 
deliver the development programme and secure maximum 
investment from Communities Scotland in North Lanarkshire; 

0 There is no acquisition cost for land; 
0 The programme is targeted to meet identified need in accordance 

with the Local Housing Strategy and does not have revenue 
implications for the council’s Supporting People budget; 

0 The funding of the programme would have no impact on the 
council’s ability to meet the SHQS and other capital programme 
commitments as set out in its 30 year plan, or impact on current 
assumptions about rent levels (RPI +I %); and 
An option appraisal is undertaken to determine the most cost- 
effective way to manage and procure the programme, while 
ensuring it helps contribute to wider council priorities. 

6. Recommendations 

6.1. It is recommended that the Executive Director of Housing and Social 
Work Services is tasked with undertaking a more detailed assessment 
of the implications of undertaking a new build programme for the 
council and specifically considers: 

a) Further assessment of the financial assumptions based on Option 1 
above (using savings within the capital programme to finance 
additional borrowing), including the impact of RTB and possible use 
of other funding sources, eg Affordable Housing or council tax 
discount: 

b) Life cycle costing to quantify the capital investment requirements of 
the new stock over the longer term; 

c) Identification of suitable sites in areas that have been identified as 
having a housing shortfall or other housing need; 
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d) Proposed type of housing on these sites based on assessment of 
local housing need, with a particular focus on amenity housing for 
older people where required; 

e) Appraisal of options for the management and procurement of a 
programme, including any staffing implications for the council; and 

9 A detailed risk assessment. 

7. Access to Information 

7.1 Background papers are available from the Housing and Property 
Services Department. 

T McKenzie 
Director of Housing and Property Services 

enc 
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Appendix 1 

30 Year Financial Model 

New Build Housing Investment 

Years 

Illustration based on 20 units 

Prudential Borrowing 

Housing Revenue Account 
Loan charges 
Other costs 
Rent income 
Net cost/HRA deficit 

0 1 - 5  6 - 1 0  11 -15  1 6 - 2 0  21 -25  26-30 30-Year 
2006107 200711 2 201 211 7 201 7/22 2022127 2027132 2032137 Totals 

€000 €000 €000 €000 €000 €000 €000 €000 

0 0 0 0 2,218 0 2,218 0 

0 450 929 929 929 929 929 5,095 
0 30 a3 99 118 140 166 636 _ -  .. 

0 (111) (313) (372) (441) (524) (623) (2,384) 
0 369 699 656 606 545 472 3,347 

€ € € € € € € 

New build units 0 64 66 64 58 44 21 

YO increase 0% 3% 3% 3% 1% 0% 0% 

Closing debt per house (total housing stock) 

30-year HRA Business Plan 2,301 2,224 1,987 2,194 4,368 9,076 13,199 
Total 2,301 2,288 2,053 2,258 4,426 9,120 13,220 

Illustration based on 100 units €000 f O O O  €000 €000 €000 €000 €000 €000 

0 0 0 11,090 Prudential Borrowing 0 11,090 0 0 

Housing Revenue Account 
Loan charges 
Other costs 
Rent income 
Net cost/HRA deficit 

0 2,251 4,644 4,644 4,644 4,644 4,644 25,471 
n 147 41 7 496 589 699 831 3,179 
0 (551) (1,566) (1,858) (2,207) (2,622) (3,114) (11,918) 
0 1,847 3,495 3,282 3,026 2,721 2,361 16,732 

€ € € € € f f 
Closing debt per house (total housing stock) 
New build units 0 317 328 320 288 22 1 106 
30-year HRA Business Plan 2,301 2,224 1,987 2,194 4,368 9,076 13,199 
Total 2,301 2,541 2,315 2,514 4,656 9,297 13,305 
% increase 0% 14% 17% 15% 7% 2% 1% 

llustration based on 200 units 

Prudential Borrowing 

Housing Revenue Account 
Loan charges 
Other costs 
Rent income 
Net cosVHRA deficit 

fOOO €000 €000 €000 €000 €000 €000 €000 

0 0 0 22,181 0 22.181 0 0 

0 4,503 9,287 9,287 9,287 9,287 9,287 50,938 
0 293 835 992 1,178 1,399 1,661 6,358 ~~ ~ 

0 (1,104) (3,129) (3,717) (4,415) (5,243) (6,227) (23,835) 
0 3,692 6,993 6,562 6,050 5,443 4,721 33,461 

€ € € E € € E 

New build units 0 633 654 638 574 440 210 

YO increase 0% 28% 33% 29% 13% 5% 2 Y O  

Closing debt per house (total housing stock) 

30-year HRA Business Plan 2,301 2,224 1,987 2,194 4,368 9,076 13,199 
Total 2,301 2,857 2,641 2,832 4,942 9,516 13,409 
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