
NORTH LANARKSHIRE COUNCIL

REPORGENDI\ ITEM No.
To: HOUSING AND SOCIAL WORK SERVICES

COMMITTEE

From: EXECUTIVE DIRECTOR OF HOUSING AND
SOCIAL WORK SERVICES

Date: 29 JANUARY 2015 I Ref: DM I UC

1. Introduction

2.

Subject: 2015/16 REVENUE ESTIMATES
(HOUSING REVENUE ACCOUNT)

The purpose of this report is to provide information that enables the Council to set its HRA
revenue budget and rent levels for 2015/16.

Background I Context

2.1. The Council's housing stock currently stands at 36,300 properties. The number has
reduced marginally over the last year reflecting an increase in the number of right to
buy sales partly offset by additions to the stock through the Council's new build
programme and the empty homes purchase scheme. As part of the Housing
(Scotland) Act 2014, right to buy will end for all tenants on 1 August 2016.

2.2. The HRA budget in the current financial year totals £1 16m, 96% of which is financed
from house rents.

2.3. The average weekly rent in North Lanarkshire of £55.95 is third lowest among
Scottish councils and approximately 12.5% below the national local authority average
(63.91). Local registered social landlord (RSL) rents are, on average, 25% higher at
£70 per week.

2.4. Average rent increases of 3.5% were applied over the five−year period from 2006 to
2011, reflecting the assumptions underpinning the 30−year HRA business plan, which
is based on annual rent increases of Consumer Prices Index (CPI) + 1% (assuming
CPI at the previous 2.5% target level).

2.5. However, the Council has applied lower rent increases since 2011 in recognition of
the potential impact of welfare reform on its tenants. This year's increase of 2%
compared with a Scottish local authority average of 3.8%.

2.6. The UK Government's long term inflation forecast for the economy has recently been
revised down to 2%. Actual CPI over the last year averaged 1.6%, with a current CPI
of 1%.

2.7. This year's mainstream Housing Capital Programme (including slippage) totals
£44.5m. The Council's new build programme amounts to £11.2m.

2.8. In February 2014, the Scottish Government issued Guidance on the Operation of
Local Authority Housing Revenue Accounts (HRAs) in Scotland, which supplements
the statutory requirement for authorities to account for costs associated with the HRA
as set out in the Housing (Scotland) Act 1987.
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3. Welfare Reform

Background

3.1. The perceived risks for the Council arising from welfare reform have been well
documented in previous reports to service committees with the most recent update
on the housing implications considered by the Housing and Social Work Services
Committee in August 2014.

3.2. In April 2013, the Government introduced the under−occupancy charge ('bedroom
tax'), which affects 5,000 tenants whose housing benefit (HB) entitlement has
reduced, collectively, by approximately £2.2m per annum. The Council has put in
place a range of initiatives to mitigate the effect of the changes and the impact of the
'bedroom tax' has been lessened by the increased Discretionary Housing Payments
(DHP5) coupled with the Prevention and Sustainability Fund. Notwithstanding these
measures, the effect of welfare reform on rent arrears has been significant,
contributing to a 50% increase from year end 2012/13 to year end 2013/2014.

3.3. From February 2015, Universal Credit (UC) will be rolled out across a number of
Scottish local authority areas, including North Lanarkshire, for new single claimants
previously eligible for Jobseeker's Allowance. Despite delays and significant
implementation challenges, the Department for Work and Pensions (DWP) has
indicated that plans are on track to complete the migration process by 2019. If, as
originally planned, HB is paid directly to claimants, the introduction of UC would
ultimately bring additional, significant financial risk to the HRA income stream and the
level of debt write−off to be funded in future years.

3.4. Based on recent trends, combined with current assumptions about the impact of
welfare reform on rent arrears, an additional bad debt provision of £450,000 has been
factored into the base budget from 2015/16.

The Smith Commission

3.5. The report published by the Smith Commission on 27 November 2014 makes a
number of recommendations regarding changes to welfare provision in Scotland.
The Commission recommends that, whilst UC will remain a reserved benefit
administered by the DWP, within this framework the Scottish Government will have
powers to:

• Pay landlords direct for housing costs;
• Vary the housing cost elements of UC, including the under−occupancy charge,

local housing allowance rates, eligible rent and non−dependant deductions; and
• Determine the structure and value of a number of devolved benefits, including

Discretionary Housing Payments.

3.6. The recommendations set out in the agreement will be debated in the UK Parliament
and put forward as draft legislative proposals in January 2015, with a bill expected to
be introduced after the UK general election (expected in May 2015).

3.7. The new powers outlined above, if taken forward, would reduce significantly the
potential shortfalls on the Council's income stream.



Temporary Accommodation

3.8. Traditionally, the Council has categorised all unit based and dispersed properties as
'supported accommodation' due to the high levels of support and supervision
required to manage and provision them. Consequently, the Council has been able to
recover the higher costs of provision through HB. However, based on a new
definition of 'specified accommodation', the vast majority of the Council's temporary
supported stock cannot be classified as such and could therefore be subject to
benefit caps and thresholds in the future.

3.9. The HRA currently receives £5.6m of HB income per annum in relation to its
temporary accommodation. Based on existing numbers and mix of properties
available, and assuming the proposed benefit changes go ahead as originally
planned, it is estimated that HRA budgeted revenue from temporary accommodation
would eventually reduce, no later than 2018/19, by £2.9m annually once full migration
to UC is achieved. Dependent on the rate of migration to UC, it is estimated that the
HRA can fund the projected reductions of rental income until 2020/21, and partially in
2021/22, due to the preventative action taken to earmark HB surpluses. However,
the £2.9m shortfall could be fully incurred from 2022/23.

3.10. In the meantime, ongoing review of the temporary accommodation strategy will
include consideration of options for addressing these income shortfalls in future
years.

3.11. It is also estimated that, unless the rules change as a result of the Smith Commission
recommendations, approximately £600,000 per annum would require to be recovered
direct from tenants.

3.12. Given the uncertainty surrounding the impact of the Smith Commission report at this
stage, it is proposed to set aside any additional income generated by a rent increase
on temporary accommodation to further mitigate potential future shortfalls. This is
consistent with the approach adopted last year and is reflected in the budget
proposals.

3.13. The position will continue to be monitored closely, with updates to Committee on the
financial implications of any legislative changes resulting from the Smith Commission
report.

4. Benchmarking / Key Performance Indicators

4.1. In 2013/14, for the fifth consecutive year, Housing Services participated in the
HouseMark benchmarking project, which analyses the relationship between cost and
performance across the main Scottish Housing Regulator activities and compares
service costs with other organisations of similar size. Results indicate that the cost
per property of housing management in North Lanarkshire has reduced over thefive−year

period (2009/10 to 2013/14). Comparative data for 2013/14 ranks North
Lanarkshire second lowest of the 25 UK−wide landlords in the benchmarking group
(LAs with a minimum stock of 10,000 units) and approximately 30% below the group
average.

4.2. According to reports published by the Scottish Government, comparisons across all
Scottish councils indicate the following:

• In 2013/14, housing management costs per house in North Lanarkshire were
25% below the national average;
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• The Council's performance in the management of void properties has, over a
number of years, compared favourably with other local authorities. In 2013/14
void rent loss in North Lanarkshire represented 0.9% of rental income compared
to the Scottish average of 1.2%.
The amount of money collected from current and former tenants represented
99.4% of rent due in the year, compared to the Scottish average of 99%; and
As at 31 March 2014, outstanding debt per house in North Lanarkshire was
£5,273 against a national average of £9,758.

5. Guidance on the Operation of Local Authority Housing Revenue Accounts

5.1. Following consultation during 2013, the Scottish Government published its final
guidance in February 2014. The purpose of the guidance is to consolidate
information on the role of the HRA and how it should operate. It supplements, but
does not replace, the original statutory requirement for authorities to account for the
costs associated with the HRA as set out in the Housing (Scotland) Act 1987, and, in
particular, seeks to ensure that costs charged to the HRA ultimately benefit tenants.

5.2. In response to the guidance, Housing Services carried out a self assessment to
measure compliance with the key principles and, in conjunction with corporate
finance and other council services, developed a work plan with timescales and lead
officers to take forward specific tasks and areas for further development.

5.3. Good progress has been achieved, particularly in relation to cost allocation, asset
management and tenant consultation, which indicates that, to date, the arrangements
in place in North Lanarkshire to operate the HRA are sufficiently robust.

5.4. The Scottish Government will review progress on further HRA transparency by
31 March 2015.

6. HRA Revenue Estimates

6.1. HRA base estimates for 2015/16 have been prepared by incorporating Cost of
Service Provision (CSP) adjustments into the current year's budget. These are set
out at Appendix 1. A number of movements have been factored into the budget,
including general inflationary uplifts, realignments to reflect the 30−year financial
model and additional cost pressures related to welfare reform.

6.2. The overall movement in the base budget, before consideration of financial savings
and service improvements, amounts to an increase of £3.060m. This equates to a
base rent increase of approximately 2.9% (or £1.62 per week). A rent increase of
3.5%, in line with long term business−planning assumptions, would generate
additional rental income of approximately £3.7m and net growth of approximately
£0.6m, which can be augmented by financial savings.

6.3. The level of net growth would vary depending on the average rent increase applied.
A movement of 0.5% (equivalent to 28 pence per tenant per week) would vary the
amount of net growth by approximately £0.5m.
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7. Scottish Housing Quality Standard (SHQS), Energy Efficiency Standard for Social
Housing (EESSH) and 30−Year Business Plan

7.1. The Scottish Housing Quality Standard (SHQS) represents the minimum standard
that all social rented housing stock will be expected to meet by 2015, and be
maintained at thereafter.

7.2. North Lanarkshire Council's SHQS Delivery Plan is supported by a 30−year financial
model, incorporating capital investment targets, together with assumptions on
income, expenditure and activity levels.

7.3. The assumptions applied to the 30−year model have been reviewed as part of the
budget−setting process and the figures updated to reflect the 2013/14 final outturn
position together with the most up−to−date information available at this point in the
current financial year. The revised model is set out at Appendix 2. Comparison with
the position at the same point last year indicates the following changes:

• A marginal reduction in the number of Right to Buy (RTB) sales due to the impact
of an earlier than anticipated abolition date;

• Reduced capital receipts;
• Increased investment of £9m over the 30−year planning period;
• Increased borrowing requirement of £74m, which will, in turn, increase the closing

debt per house by £1,507 (4.7%).
• Reduced operating costs / higher capital charges;
• Higher than forecast housing stock levels; and
• Higher interest rates from 2016/17 (with stepped increases every 10 years).

7.4. The Energy Efficiency Standard for Social Housing (EESSH) has been developed to
help reduce energy use and address fuel poverty in the Scottish social housing
sector. All social landlords are required to achieve the new standard by 2020.

7.5. The Service has recently completed surveys of the entire housing stock to identify
works required to ensure SHQS compliance by 31 March 2015 and inform future
investment plans. The results will also be used to develop a five−year targeted
investment programme to achieve EESSH compliance by 2020. The HRA business
plan will therefore require to be updated to reflect revised capital spending
requirements going forward.

8. Use of Surplus Balances

8.1. It is the Council's policy, as part of its HRA budget strategy, to maintain a core
reserve of £1 .2m. This equates to just over 1% of the HRA budget.

8.2. The Council allocated £2m of HRA surplus balances carried forward from 2011/12
and 2012/13 to establish a Prevention and Sustainability Fund (PSF), which has been
used to assist tenants affected by the 'bedroom tax'. Approximately £800,000 of this
fund has been used to date. The decision by the Scottish Government to make
additional funding available to assist with under occupancy means that, subject to
eligibility, the 'bedroom tax' for 2014/15 will be covered by Discretionary Housing
Payments (DHP5). The PSF is therefore now only required to cover 2013/14
shortfalls and ongoing cases where there is no HB entitlement and it is estimated that
a further £450,000 will be required for these purposes, leaving a balance of £750,000
for consideration as part of the estimates process.

5



8.3. In allocating the surplus carried forward from 2013/14, Committee agreed to set aside
£2.458m to mitigate any future risk and uncertainty linked to welfare reform and I or
housing repairs. Whilst there has been no call on this provision to date, it is
considered prudent to hold a proportion in contingency to offset any risk and
uncertainty during the remainder of this year and beyond. Additional risks include
increases in interest rates and construction costs, higher than budgeted pay awards
and costs relating to equal pay. Retaining £1 .458m in reserve would leave a balance
o f 1 m for allocation to one−off service improvements in 2015/16.

8.4. The total amount available for non−recurring growth therefore stands at £1.75m.

9. Options for Savings and Service Improvements

9.1. Options for financial savings amounting to £2.028m (including a review of other
housing charges) are set out at Appendices 3 (i) and 3 (ii).

9.2. The review of other housing charges set out at Appendix 3 (ii) includes a rent
increase of 3.5% for temporary accommodation, which would generate £263,000 of
additional income. As outlined in paragraph 3.12, it is proposed to set this aside to
mitigate future shortfalls resulting from the introduction of UC. The corresponding
figure has therefore been included as a CSP adjustment.

9.3. Options for service improvement are set out at Appendix 4.

9.4. As part of this year's housing budget, £0.5m of recurring growth was allocated to the
new build programme, expanding the programme to deliver 1,150 houses. To date,
the Council has completed 251 units, with 116 currently on site and 66 at statutory
consent stage. Given that the programme is still at an early stage, in considering
allocating additional growth Committee should be aware that any further expansion of
the programme would not actually occur for several years.

9.5. In 2013, the Council launched its Empty Homes Purchase Scheme. Funding for the
scheme is made up of £500,000 of CFCR combined with HRA surplus balances and
Scottish Government grant of £20,000 per property (up to an agreed limit). This will
enable 21 properties to be brought back into use this year. As next year's base
budget will reduce this number to approximately 10 properties, Committee may wish
to increase budget provision for the scheme and this has been included as a growth
option at Appendix 4.

9.6. In the current year, £1 .376m of non−recurring growth has been used to accelerate the
window/door replacement programme. In setting the 2015/16 housing budget, the
Council may wish to adopt a similar approach in order to increase the level of
resources earmarked for other projects (predominantly kitchens, bathrooms and
roofing / render) within next year's mainstream capital programme, which currently
stands at £42.9m (excluding slippage).

9.7. The Council is on target to achieve 100% SHQS compliance by 31 March 2015 for all
stock surveyed externally and internally, in line with regulatory requirements.
However, the Council will, over the next four years, require to carry out internal
repairs to meet SHOS requirements in 'no access' properties (where external
requirements have been fully surveyed but confirmation of internal condition is
required). Based on previous work resulting from the surveys, it is estimated that a
provision of approximately £1 .5m may be required over the four−year period from
2015/16 to 2018/19. This option has also been included at Appendix 4.
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10. Tenant Consultation

10.1. Consultation on housing rents and budget setting is carried out via:

• The biennial tenant satisfaction survey issued to all tenants;
• The annual tenant conference;
• 'Food for Thought' sessions; and
• Open meetings.

10.2. This year's survey has been issued with results expected in December I January. In
the previous survey (February 2013) respondents were asked about their priorities for
expenditure when budgeting for rent increases. The top priority was for money to be
spent on investing in improvements to tenants' homes (85%). This was followed by
building new houses for rent (69%) and improving repair response times (45%).

10.3. Feedback from a recent open meeting held by the Tenants' Federation in October
2014 indicated:

a) 100% of tenants participating considered North Lanarkshire Council rents to be
affordable and offer value for money;

b) 19% would prefer the Council to increase rents to a level that will improve
services; 78% would prefer a minimum increase to maintain services at current
levels; and 3% would prefer no increase and a reduced level of service; and

c) the top three service priorities (in order of preference) were:

• Building new council houses;
• Purchasing empty properties to re−let; and
• Upgrading tenants' homes.

10.4. Feedback from the tenants' conference held in November 2014 indicated:

a) 90% of tenants participating considered North Lanarkshire Council rents to offer
value for money;

b) 52% would prefer the Council to increase rents to a level that will improve
services; 38% would prefer a minimum increase to maintain services at current
levels; and 10% would prefer no increase and a reduced level of service; and

c) The top three service priorities (in order of preference) were:

More investment in repairs and maintenance;
Building new council houses; and
Providing more opportunities for tenant participation.

10.5. This feedback provides an indication of priority issues, which the Council will wish to
consider in determining rent levels and allocating any growth to service
improvements in 2015/16.

11. Corporate Considerations

11.1. This report has been prepared in consultation with the Executive Director of Finance
and Customer Services.
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12. Recommendations

Committee is requested to:

a) Note the Cost of Service Provision (CSP) adjustments detailed at Appendix 1;

b) Note the updated 30−year financial model summarised at Appendix 2;

C) Consider the options for financial savings and service improvements set out at
Appendices 3 and 4;

d) Consider the allocation of the HRA surplus balances as detailed in section 8;

e) Determine the weekly rent level required to support the agreed spending plans
after adjustment for financial savings and service improvements; and

f) Otherwise note this report.

q− t−
Duncan Mackay
Executive Director of Housing and Social Work Services
20 January 2015

encs.

For further information on this report please contact Una Coleman, Joint Acting Head of Housing and Social Work Resources on
telephone 01698 332787.
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Appendix 1

COST OF SERVICE PROVISION (CSP) ADJUSTMENTS 2015/2016
HOUSING REVENUE ACCOUNT

1.0 Employee Costs
1.1 Impact of staff turnover and incremental drift
1.2 Impact of job re−evaluation
1.3 Impact of legislation on holiday pay
1.4 Impact of realignment of salary scales
1.5 Pay Award

2.0 Property Costs
2.1 Combination of housing repairs inflation and stock movement
2.2 Review of BVES income
2.3 Combination of unlet house inflation and stock reduction
2.4 Energy costs uplift (electricity 3.4% /gas 4.5%)

3.0 Insurance Costs
3.1 Property and liability insurance

4.0 Administration Costs
4.1 Bad debt provision

5.0 Apportioned Expenses
5.1 Savings on central administration costs

6.0 Capital Financing Costs
6.1 Reduced leasing costs

7.0 Capital Financed from Current Revenue (CFCR)
7.1 CFCR increased in line with 30−year planning assumptions

8.0 Other Cost Pressures
8.1 Trading accounts contract inflation (at 1.5%)
8.2 Mitigation of future shortfalls of income due to welfare reform

9.0 Non−Recurring Growth
9.1 Removal of non−recurring growth 2014/15

10.0 Other Income
10.1 Reduction in lock up income due to demolitions
10.2 Increased interest on revenue balances

Total CSPs

11.0 Rent Income
11.1 House rents − effect of forecast stock movement

Overall movement in base budget

Equivalent to a base rent increase of

% Increase

Total

£000

139
194
54
43

169

291
973
44
47

66

450

(300)

(530)

1,011

51
263

(72)

103
(5)

Total

£000

599

1,355

66

450

(300)

(530)

1,011

314

(72)

98

2,991

69

3,060

£1.62

2.90%
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Appendix 3 (i)

HOUSING AND SOCIAL WORK SERVICES (HRA)

OPTIONS FOR FINANCIAL SAVINGS 2015/16

WORKFORCE DEPLOYMENT

£000

I Chief Officer Structure
A proportion of the salary costs of the Head of Housing and Social Work Resources was
funded from the HRA. The deletion of this post will therefore result in savings from 57
2015/16.

2 Property / Design Services
Savings resulting from the restructure of the Property Division.

ASSET MANAGEMENT

800

3 Void Rent Loss
The Services continued success in reducing the level of empty properties has resulted in
savings on void rent loss over a number of years.

1

100

4 Council Tax on Empty and Homeless Properties
Savings on council tax due to a reduction in long term voids combined with changes to
exempt accommodation classifications. 10

5 Capital Financing Costs
Savings on loan charges due to reduced interest rates. 741

6 Customer Contact Centre
Reconfiguration of the repairs service delivered from the Customer Contact Centre is
expected to generate savings incrementally over the next three years. 20

INCOME GENERATION

7 Other Housing Charges
Additional income generated from a 3.5% increase on other housing charges. 300

TOTAL I 2,028



Appendix 3 (ii)

HOUSING AND SOCIAL WORK SERVICES (HRA)

OTHER HOUSING CHARGES 2015/16

Weekly Charge Proposed Additional
(52 weeks) Increase Revenue

Description No of Units Present Proposed Per Annum
£ £ £ % £

Lock Ups

Standard 3,247 5.39 5.58 0.19 3.5 32,080

Higher Rental 71 6.85 7.09 0.24 3.5 886

Garage sites 450 1.71 1.77 0.06 3.5 1,404

Parking Bays 9 3.98 4.12 0.14 3.5 66

Temporary accommodation

− Furnished 428 298.90 309.36 10.46 3.5 232,798

− Supported 56 296.59 306.97 10.38 3.5 30,227

Sheltered housing heating

− Central (Wellwynd Gardens) 6.87 7.11 0.24 3.5

− South (Unitas Road) 14.40 14.90 0.50 3.5

− South (Drummond Drive) 13.70 14.18 0.48 3.5 3,349

Hostel heating − South 7.56 7.82 0.26 3.5

Kerr Grieve Court 8.78 9.09 0.31 3.5

TOTAL 300,810



Appendix 4

HOUSING AND SOCIAL WORK SERVICES (HRA)

OPTIONS FOR SERVICE IMPROVEMENTS 2015/16

I Council New Build Programme
Increase budget provision to expand the Council's new build programme (subject to the
availability of suitable sites and Scottish Government grant funding). Every £100,000 of
recurring growth would finance the net cost of providing approximately 30 units.

2 Empty Homes Purchase Scheme
Increase budget provision for the Empty Homes Purchase Scheme. The average total cost
per property is £70,000 with the Council's investment augmented by Scottish Government
grant of £20,000 per property.

3 HRA Capital Programme
Increase the revenue contribution to the Housing Capital Programme to accelerate existing
programmes:

− Kitchen replacement (f3,500 per house);
− Bathroom replacement (f2,500 per house); and
− Roofing and render (10,000 per house).

4 Housing Repairs
Increase the budget for housing repairs to fund SHQS−related internal works in 'no access'
properties.

5 Lock Up Repairs
Increase the budget for lock up repairs to reflect the additional revenue generated
through charge increases.


