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1. SUMMARY 
 
1.1       This report is for information only.  The Council have been asked to respond to the  

 consultation on the “Reform of Council Housing” finance.   This report outlines the  
work that is being undertaken to provide an informed response to the consultation     
document. 

 
2. RECOMMENDATION 
 
2.1       It is recommended that Members note:- 
 

 The contents of the Consultation document “Reform of Council Housing 
Finance” and the timetable for responses (see Appendix A). 

 

 That as part of the consultation process the Council will be participating in two 
joints events being held by Association of Retained Council Housing (ARCH) 
and Association for Public Service Excellence (APSE) to work though the 
financial modelling and the feasibility of the options put forward by the 
Government. 

 

 That a report will be brought to the October Executive with a recommended 
Consultation response, which has been formulated following consultation with 
Group Leaders.    

 
3. REASONS FOR THE RECOMMENDATION 
 
3.1 To allow for the preparation of an informed response based on the financial 

modelling of the options put forward by the Government.  Two models have been 
put forward for discussion:- 

 

 Firstly, improvements to the national system for funding Council housing in 
which revenues continue to flow between local and central Government as a 
result of ongoing assumptions made by the Government about landlord costs 
and income, and  
 

 Secondly self-financing in which rents are retained locally to spend on their 
services, in exchange for a one-off reallocation of debt. 
 

3.2 In both options the Government indicates it is unwilling to write off the existing 
housing debt of £18 billion. 

 
3.3  ARCH have commissioned Steve Partridge from the Chartered Institute of Housing 

(CIH) to undertake financial modelling of the second option for Councils who are 
members of their organisation.  Following the joint events the Council will have a 
clearer understanding of the models and the implications to the Housing Revenue 
Account (HRA) to allow an informed decision as to our response.  

 
4. ALTERNATIVE OPTION CONSIDERED 
 
4.1 The Council could choose not to respond to the consultation paper. 
 
4.2 The Council could decide not to attend the events which could result in a response 

to the consultation paper being ill-informed. 
  



 
4.3 The Council as an active member of the Self-financing Pilot and an Executive 

member of ARCH has previously committed itself to participating in the review, not 
to do so now would deny the Council an opportunity to comment on the options put 
forward. 

 
5. BUDGETARY FRAMEWORK 
 
5.1 At this stage it is difficult to predict what the financial implications would be for the 

Council.  This will only become clearer when more detailed modelling has been 
undertaken.  However, as a negative subsidy authority, the Council is likely to have 
to take on a significant proportion of debt.    Housing debt would be allocated to 
Council’s based on a revised notional calculation of income and expenditure but 
taking account of each Council’s ability to service it.  In both options the 
Government have advised it is unwilling to write off the existing housing debt of £18 
billion. 

 
  5.2 Proposals to review the HRA could have implications for the General Fund (GF) if 

costs currently charged to the HRA have to fall on the GF. 
 
5.3 The Costs and Standards section of the consultation paper summarised at 8.12 

contains proposals that would significantly increase the spending on Council 
housing nationally, which appears to go against the need to reduce future public 
sector spending.  However, securing Government recognition of the inadequacy of 
current HRA budgets and capital programmes represents a significant achievement. 

 
5.4 The consultation also proposes that the Council would be able to keep all future 

Right to Buy receipts, provided 75% of these would have to be spent on new 
housing supply or regeneration.  Use of the remaining 25% would be discretionary 
and could therefore continue as currently, to provide capital funding in the GF for 
Private Sector Housing Grants and delivery of new affordable homes. 

 
6. POLICY FRAMEWORK 
 
6.1 The Council has been debt free since 2004. However, the Council’s Financial 

Strategy enables the Council to borrow to finance capital expenditure providing it 
can be demonstrated that it has the resource to finance the debt. The Council 
needs to approve any long term borrowing, and as part of this will review the 
Council’s Prudential Indicators which show how any debt can be financed. In the 
case of the HRA, this will need to be proven by way of the 30 year Business Plan.  

 
7. BACKGROUND 
 
7.1 The review of Council housing finance was announced in December 2007 and 

launched by Ministers in March 2008.  Reform has been debated for many years 
and there have been detailed discussions for over two years through the Self-
finance Pilot Group, which the Council is a member of.  

 
 7.2 The Government has signalled their intention to dismantle the current Housing 

Revenue Account subsidy system and replace it with a devolved system of self-
financing for all Local Authorities.  This will depend on a one-off allocation of 
housing debt, after which Councils will be able to keep their rental income.  An 
alternative option would be to retain but improve the system. 

 



8.0 SUMMARY OF THE CONSULTATION PAPER 
 
8.1 Section 4 of the Consultation paper provides the details of the options for the 

fundamental reform of the system.  The review has examined a range of options for 
reform within two broad models for financial Council housing in the future:- 

 

 Improvements to the national system for funding Council housing in which 
revenues continue to flow between local and central Government as a result of 
ongoing assumptions made by the Government about landlord costs and 
income. 
 

 Self-financing in which rents are retained locally to spend on their services, in 
exchange for a one-off reallocation of debt. 

 
8.3 Both options would share a number of characteristics:- 
 

 Costs, standard and rents would be based on the same principles. 

 Local Authorities would be required to draw up a 30 year business plan based 
on updated stock condition surveys following the completion of their Decent 
Homes programme. 

 All housing capital receipts would be retained locally and would be accounted for 
alongside housing revenues. 

 Any option which is taken forward following the consultation process will be fully 
compliant with the Government’s new burdens procedure. 

 
8.4 A criticism of the existing system is the unpredictability and volatility inherent in an 

annual subsidy determination process.  The volatility of annual subsidy 
determinations makes it difficult to plan long term.  Currently there are annual 
changes in allowances, rents and borrowing allocations at short notice. 

 
8.5 One option for addressing this issue is to extend the determination periods by 

moving to three or five years, during which time assumptions made about costs and 
income would not change.  It would therefore facilitate better management and 
enable plans for maintenance and repairs to be drawn up with greater certainty than 
the current system.  It would help with procurement and in practice would improve 
incentives for Local Authorities in running the stock. 

 
8.6 However, there would still be a risk of increased volatility at the end of each three to 

five year period.   
 
8.7      The second option is the introduction of Self-financing whereby each Local 

Authority would keep the money raised locally from rents and use it to run their 
stock.  Self-financing would require a one-off reallocation of housing debt in order to 
put all Councils in a position where they could support their stock from their rental 
income in the future. 

 
8.8 The Self-financing model will move to a more sustainable funding model for Local 

Authorities.  Councils will have enough money from the rental income from their 
stock to be able to service debts over time and expenditure to ongoing maintenance 
to achieve the Decent Homes Standards as well as works to maintain lifts and 
common parts. 

 



8.9 Self-financing would devolve responsibility and accountability to Local Authorities.  
Local authorities would then be responsible for their own long term planning and 
asset management, providing the ability to manage their business better. 

 
8.10 The paper recognises that moving to self-financing model could result in a 

significant increase in prudential borrowing which would be a concern to the 
Government if not controlled.  The paper raises the question of whether there would 
need to be restrictions on any new borrowing financed from these surpluses. 

 
8.11 The principle for control on any surpluses generated would be that they would be 

retained locally to spend on local housing services.  Council housing would remain 
a major national public service and central Government would have an ongoing 
interest in ensuring that it was managed well and that tenants interest were 
protected. 

 
8.12  Other issues which will need to be considered whichever option is chosen are the 

following conclusions from the review on the level of allowances:- 
 

 The Management and maintenance allowance costs will need to be increased 
by 5%. 

 The Building Research Establishment were commissioned to update the 
estimates of the resources required to maintain the stock in a decent condition 
beyond 2010, looking forward on a 30 year planning basis to 2040  concluded 
that the MRA needed to be increased by 24%.   

 Housing services that a landlord is required to provide should be paid through 
the HRA. 

 Standards should build in tenant choice and influence. 

 The costs of meeting the TSA standards should fall on the HRA. 

 Re-affirmed commitment to the Decent Homes Standard and in additional will 
provide for items that were missing from the original standard such as lifts and 
common areas. 

 
9.0 FORMULATING A RESPONSE TO THE CONSULTATION PAPER 
 
9.1 As part of the consultation process for the Housing Revenue Account reform 

proposals, ARCH and APSE will be holding two joint events to ensure that 
members have an opportunity to contribute to responses to the consultation 
document.  The Council as a member of the Executive of ARCH and in order to 
make an informed response to the Consultation document will be playing an active 
role in this process. 

 
9.2 The first of these events will take place on the 21st September 2009 and is aimed at 

officers with responsibility for housing and finance matters.  For the modeling of 
HRA reform proposals ARCH have appointed Steve Partridge through the CIH to 
carry out some summary modeling on behalf of ARCH and its members.  

 
9.3 Clearly, the work will need to take account of extremely tight timescales and will 

therefore focus on the calculation of a range of scenarios for opening debt 
settlements for each authority. Work will also be undertaken with a further four case 
study authorities with actual HRA and stock survey data modeled so that we can 
draw broad conclusions about the range of factors influencing the viability of self 
financing. 

 



In order to produce the debt settlement scenarios and make meaningful 
observations about the potential implications of different settlements, Local 
Authorities have been asked to provide details of:- 
 

o the current consolidated rate of interest and  
o HRA Capital Financing Requirement at 1.4.2009.  

 
9.4.1 The second event will be held on 5th October 2009 and will be aimed at councillors 

and officers and the organiser hope to have John Healey speaking. Again this will 
be an opportunity to collect views which will go to inform consultation responses. 

 
10.0 IMPLEMENTING THE REFORM 
 
10.1 Depending on the outcome of consultation, the Government would wish to move 

quickly to have a self-financing option up and running.  The Government hopes to 
set out terms for the self-financing option by Spring 2010.  However, they do not 
think it practical to conduct individual negotiations on terms with Local Authorities.  
The proposal could only work if all stock-owning authorities accepted the terms.  If 
this did not happen, then legislation would be required to achieve a national 
settlement which would be implemented by 2012/13 

 
 


