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Summary

This report presents to Members the latest Housing Revenue Account (HRA)
budgets in respect of 2018/19 and 2019/20.

The information contained within this report makes the recommendations to
Council in respect of setting next year’s budgets, the proposed changes to
council tenant housing rents, garage rents and other charges for 2019/20.

Recommendations
The Executive is asked to recommend to Council:

That rents for all tenanted dwellings (excluding shared ownership) be reduced
by 1% for 2018/19.

That HRA dwelling rents for all new tenancies created in 2019/20 are set at
Target Social (Formula) Rent, or at Warwick Affordable rent for Sayer Court
properties.

That members note that shared ownership rents are increased by RPI plus
0.5% in line with the lease agreement

That garage rents for 2019/20 are increased by £4 per month.

That a budget of £100k is set aside to support the delivery of improvements to
the HRA garage sites and to environmental improvements at the high rise
schemes.

That the latest 2018/19 and 2019/20 Housing Revenue Account (HRA) budgets
are agreed (Appendix 3).

Reasons for the Recommendations
National Housing Rent Policy — 2019/20 Annual decrease

In July 2015 the Government announced that with effect from April 2016, the
rents charged for existing tenants by local authority housing landlords should
be reduced by 1% per year, for four years. 2019/20 will be the final year of this
reduction.

The 1% rent reduction per annum also applies to supported housing, with
2019/20 being the final year of this reduction.

Specialised supporting housing will remain exempt from this policy for mutual /
co-operatives, alms houses and Community Land Trusts and refuges. However,
this Council does not currently have any housing which would meet these
criteria.

From April 2020, a new policy will come into effect, with Councils allowed to
increase rents by CPI (at September) + 1% per annum.
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For new tenancies, landlords are permitted to set the base rent as the Target
Social Rent (also known as Formula Rent). In our case this represents a small
increase over the social rent charged for tenanted properties and is projected to
increase rental income by around £6000 in 2019/20. These tenancies will then
be subject to agreed rental policy to comply with the Welfare Reform and Work
Bill 2016.

The only exception would be in respect of properties at Sayer Court,
Leamington, where the Council has previously approved that tenancies within
the new development will be let at Warwick Affordable Rent Levels. Whilst the
1% rent decrease will apply to existing tenants for the coming year, new
tenancies established during 2019/20 would be charged at the full Warwick
Affordable Rent Value.

Details of all current rents and those proposed as a result of these
recommendations are set out in Appendix 1. A comparison of the Council’s
social rents with affordable and market rents is set out in Appendix 2.

The recommendations ensure that the Council is operating in compliance with
national policy and guidance on the setting of rents for General Needs and
Supported Housing properties.

Shared Ownership

During 2015, the council took ownership of 15 shared ownership dwellings at
Great Field Drive in Southwest Warwick.

Shared owners are required to pay rent on the proportion of their home which
they do not own.

The shared ownership properties’ rent increases are not governed by national
Policy.

The Council adopted the Homes and Communities Agency (HCA) template lease
agreement which includes a schedule on rent review. Schedule 4 of the lease
agreement determines that the rent will be increased by RPI + 0.5% from April
20109.

Garage Rents

Garage rent increases are not governed by national guidance. Any increase
that reflects costs of the service, demand, market conditions and the potential
for income generation can be considered. The HRA Business Plan base
assumption is that garage rents will increase in line with inflation. However, the
Council does not have in place a formal policy for the setting of rents for
garages.

There are waiting lists for a number of garage sites, whilst other sites have far
lower demand; where appropriate these sites are being considered for future
redevelopment as part of the overall garage strategy for the future.

Two different rent charges apply to garages depending upon whether the renter
is an existing WDC tenant or not. There are also parking spaces and cycle sheds
which are charged for.
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3.3.4

3.3.5

3.3.6

3.3.7

3.3.8

3.3.9

Market Research shows that in the private sector, garages are being marketed
in the district for on average £80 per month (valuations last reviewed January
2016). The average monthly rent for a Council garage is currently £33.50.

Consideration has been made of the level of increase that could be applied to
the garages. Unlike housing rents, there is no requirement to reduce garage
rents and therefore the proposal is to increase rents to include inflation and a
modest rent rise. Last year, members approved a £4 rise in garage rents and it
is proposed to adopt the same approach this year with an increase of £4 per
month being recommended across all chargeable areas.

The location of many of our garage sites and quality of the land, landscape and
garage condition constrain the levels of rent that can reasonably be achieved. It
is considered that many sites require investment to improve their condition,
provide greater community benefits, extend the life or accommodate the
development of additional affordable housing. The Housing Service has started
a review of garage sites to determine their optimum potential as an asset of the
HRA. Most sites will simply require some form of fairly modest improvement
such as to roofs or to the hardstanding. Others may require more significant
work or may benefit from a more strategic redesign and realignment with
contemporary expectations. In addition, the garages and external areas at key
high rise sites such as at the Crest are in need of some redesign and
modernisation. The proposal is to undertake a detailed redesign of the external
environments at the high rise blocks and to detail the requirements for
improving sites as they are discounted for their potential for new development.
The recommendation of a budget of up to £100k will enable this work to be
taken forward.

Any additional income generated for the service will help to alleviate the loss of
rental income from dwellings and ensure the continuous viability of the Housing
Revenue Account Business Plan.

Should members approve the recommendation, projected income for 2019/20
will increase by a net £84,000 compared to 2018/19.

Alongside the rent increase, a review of garage voids has indicated that on
average 15% of the total garage stock is void throughout the year, worth
£125,000 in potential income. The proposed work to review each site has the
potential to reduce the level of voids and possibly to attract additional income.

3.3.10 For tenants, most garage rents will increase by 92p per week (£4 per month),

3.4

3.4.1

3.4.2

from £7.99 to £8.91. Non-tenants also pay VAT on the charge, so it will
increase by £1.10 per week, from £9.59 to £10.69.

Housing Revenue Account (HRA) budgets

The Council is required to set a budget for the HRA each year, approving the
level of rents and other charges that are levied. The Executive makes
recommendations to Council that take into account the base budgets for the
HRA and current Government guidance on national rent policy.

The dwelling rents have been adjusted to take account of the loss of rent
resulting from actual and anticipated changes in property humbers for 2018/19
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3.4.4

3.4.5

3.4.6

3.4.7

4.1

4.2

and 2019/20. This includes additional rental income from the 5 new build
properties at Cloister Way which are due to be purchased and subsequently let
to tenants, and changes based on the number of Right-To-Buy sales in
2018/19, and those forecast for 2019/20.

Shared ownership property rents will increase by RPI + 0.5% in accordance
with the terms of the lease. As at November 2018, RPI was 3.2%, therefore the
income budget has been increased by £2,700.

The garages rental income budget has been increased by £33,100 to take into
account the £4 per month increase in charges for 2019/20 and current level of
voids.

Full details of the Budget will be included within the Budget Book which will be
available to members ahead of Budget / Rents Setting by Council (a summary
is provided in appendix 3).

The Housing Investment Programme is presented as part of the separate
February 2019 report ‘General Fund 2019/20 Budget and Council Tax’ (Ref
969).

The recommendations will enable the proposed latest Housing Investment
Programme to be carried out and contribute available resources to the HRA
Capital Investment Reserve for future development whilst maintaining a
minimum working balance on the HRA of at least £1.5m in line with Council

policy.
Policy Framework

The Housing Revenue Account (HRA) budget is a financial expression of the
Council’s housing policies, having regard to the available resources and rent
setting consequences. This report is in accordance with the Council’s Financial
Strategy.

Fit for the Future

The Council’s FFF Strategy is designed to deliver the Vision for the District of
making it a Great Place to Live, Work and Visit. To that end amongst other
things the FFF Strategy contains several Key projects. This report shows the
way forward for implementing a significant part of one of the Council’s Key
projects.

The FFF Strategy has 3 strands — People, Services and Money and each has an
external and internal element to it. The table below illustrates the impact of this
proposal if any in relation to the Council’s FFF Strategy.

FFF Strands
People | services | Money
External
Health, Homes, Green, Clean, Safe Infrastructure,
Communities Enterprise, Employment
Intended outcomes: Intended outcomes: Intended outcomes:
Improved health for all Area has well looked Dynamic and diverse local
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Housing needs for all met
Impressive cultural and
sports activities.
Cohesive and active
communities

after public spaces. All
communities have
access to decent open
space. Improved air
quality. Low levels of
crime and ASB

economy. Increased
employment and income
levels. Vibrant town
centres. Improved
performance / productivity
of local economy.

Impacts of Proposal

Ensure housing standards
and services are suitable for
tenants, leaseholders and
shared owners, meeting
their needs and contributing
to their health and well-
being.

Ensure HRA budgets are
sufficient to maintain
HRA owned open spaces
and the neighbourhoods
@round Council owned
homes.

Ensure rents are set in
accordance with national
policy at lower than market
rents rates to enable the cost
of living for tenants to be
reduced, allowing more
money to be spent in the
wider economy.

Internal

Effective Staff

Maintain or Improve
Services

Firm Financial Footing
over the Longer Term

Intended outcomes:

All staff are properly trained
All staff have the
appropriate tools. All staff
are engaged, empowered
and supported

The right people are in the
right job with the right skills
and right behaviours.

Intended outcomes:

Intended outcomes:

Focusing on our
customers’ needs
Continuously improve
our processes.
Increase the digital
provision of services.

Better return/use of our
assets. Full Cost accounting
Continued cost
management. Maximise
income earning
opportunities. Seek best
value for money.

Impacts of Proposal

The HRA budgets provide
the necessary resources to
achieve these outcomes

Enable tenants’ needs
to be met, and support
improvement of
services relating to

Council Housing Stock.

Rent charges proposed
ensure that debt can be
serviced alongside the
strategy outlined in the HRA

Business Plan.

A key element of Fit for the Future is ensuring that the Council achieves the
required savings to enable it to set a balanced budget whilst maintaining
service provision. The HRA is subject to the same regime to ensure efficiency

within the service.

Each strand of the FFF Strategy has several supporting strategies. Improving
housing standards in residents’ homes directly and positively contributes to the
Housing and Health-and-Wellbeing desired outcomes. It also contributes to the
Housing and Homelessness Strategy objective of improving the management

4.3 Supporting Strategies
and maintenance of existing housing.
4.4 Changes to Existing Policies

The budgets proposed are in accordance with existing policies. The report does
not propose any changes to the policies regarding rent setting.
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4.5

4.5.1

4.5.2

5.1

5.2

5.3

5.4

6.1

6.2

Rents Policy

This report recommends following the latest Central Government rent guidance.
This is also the rent policy assumed in the current HRA Business Plan.

As agreed in June 2014, void homes are re-let at Target Social Rent, in line
with the latest Central Government rent guidance.

Budgetary Framework

The HRA is a key component of the Council’s budget framework and the
budgets proposed are in accordance with the long term HRA Business Plan.

The 1% rent decrease for tenanted properties is budgeted for within the latest
HRA Business Plan approved in March 2017.

The recommended budgets maintain the minimum working balance on the HRA
expected under current Council policy, increasing by inflation each year.

The HRA Business Plan will continue to be reviewed throughout 2019/20 to take
account of any subsequent changes to national policy or adjustments needed to
reflect changes to existing spending priorities.

Risks

The risks, and appropriate control mechanisms, for the 2019/20 HRA Budget
and the rent increase process are considered below.

When setting the HRA budget for 2019/20, a sensitivity analysis of assumptions
relating to these risks and their potential impact on the budget is as follows:-

e 0.5% change in void housing rent loss = £128,000 increase or decrease to
rental income.

e Currently only the element of anticipated capital receipts from Right to Buy
(RTB) sales specifically reserved for provision of affordable housing has
been included for HRA use in future years. It is assumed that the
remainder of receipts, known as RTB Any Purpose receipts, will continue to
be used to fund other capital projects. Each sale currently generates an
average ‘usable capital receipt’ for the Council of around £82,900 (of which
£32,300 is RTB Any Purpose, and £46,600 RTB 1-4-1 receipts). This is
calculated after a share is paid to the Treasury under capital receipt
‘pooling’ regulations, and transaction costs are deducted.

e On average the loss of rental income due to RTB sales is £4,700 per
property for a full year; so in the year of sale the initial losses will be
approximately half of this, £2,350, for each home sold, assuming RTB sales
are spread fairly evenly throughout the year.

e In some circumstances, ex-RTB properties must be offered to the Council in
advance of the property being advertised on the market. A modest number
of properties are repurchased each year, mitigating the rental loss.
Furthermore, the Council has agreed proposals to build new council housing
replacing those sold through the RTB.
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6.3

6.4

6.5

7.1

7.1.1

7.1.2

7.1.3

7.2

7.2.1

e An issue has been identified whereby every 6-7 years 53 Mondays fall in a
financial year, with the next occurrence being 2019-20. This presents an
issue as 53 rent debits are raised, rather than the usual 52, which causes
issues with tenants in receipt of Universal Credit, which cannot account for
a 53 week year. We have calculated that this could has an impact on up to
780 claimants, with a maximum loss of £70,200 income to the HRA. The
LGA are continuing to make representations to both DWP and MHCLG in
regards to a long-term solution to this issue. It is expected that we will be
able to provide an update on the issue for the Q1 Budget review report.

Were any, or all, of these possibilities to arise the impact could be
accommodated within the proposed HRA budget for 2019/20 and HRA Business
Plan.

The Housing Revenue Account faces a number of financial pressures arising
from changes to national policy and legislation:

§ The continuation of the 1% reduction in income will see HRA rental income
reduce from £25.8m in 2015-2016 when the policy was implemented to
circa £24.8m after 4 years. It was confirmed in October 2017 that from April
2020 HRA rental income will be able to be increased by CPI + 1% each year.

§ The introduction of Universal Credit, which began its roll out in October
2018, may lead to additional challenges in recovering rent as residents
adjust to the new systems. The HRA bad debt provision in the latest base
budgets has been set to take consideration of this change.

Officers will closely monitor the changes discussed in paragraph 6.4 above. As
and when more details become available, Budgets and the Business Plan will be
updated to reflect this, with Members being notified accordingly.

Alternative Options

Garage Rents

The Council has discretion over the setting of Garage rents.

Each 1% change in garage rents results in an increase or decrease of potential
income of around £6,900 per year.

It would be possible to set Garage rents higher than those proposed to
maximise income; however significantly higher rents may make Garages harder
to let and so reduce income. Similarly, rents could also be reduced but this
would reduce income to the HRA Budget when it is needed.

Dwellings
The Council does have the discretion to decrease rents for existing tenants
by more than the 1% prescribed. However, this would reduce the level of

income for the HRA, which in turn could impact upon the viability of future
projects.
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7.2.2

8.1

8.2

8.3

8.4

8.4.1

8.4.2

8.4.3

8.5

8.5.1

8.5.2

8.5.3

The council does not have the discretion to change the rent schedule for
existing shared ownership dwellings, which is determined by the existing
terms of the lease.

Background

The Executive received a report on HRA budget setting at its meeting in
January 2019, detailing Government and Council Policy that has driven the
budget process.

However, rents for 2019/20 need to be considered and agreed before the final
budgets can be set. The background to each of these items is summarised
below.

These rents, along with any other changes that have arisen since the previous
report, impact on the setting of the final HRA budget.

Housing Rents and Government Policy

In July 2015 the Government announced that with effect from April 2016, the
rent charged by local authorities should be reduced by 1% per year for four
years. The Government does however expect void properties to be re-let at
Target Social Rent so in time bringing all social housing rents into line with the
original aims of the 2002 convergence policy.

A summary of average target rents compared to the 2019/20 rents for current
tenants recommended in this report is included in Appendix 1.

A comparison with market rents currently charged for properties with 1 to 4
bedrooms in the WDC area has been included in Appendix 2. For example, the
current average weekly market rent for a 3 bedroom home in the area is £259,
whilst the proposed average 2019/20 rent for current WDC tenants living in a 3
bedroom home is £96.06. Proposed 2019/20 rents are on average 58% less
than current market rents. This means that the Council’s housing service
reduces the cost of living for tenants, allowing more money to be spent in the
wider economy and reducing the social security costs of helping lower income
tenants afford their rent.

Housing Revenue Account (HRA)

Councils with housing stock are required to maintain a separate ‘ring-fenced’
Housing Revenue Account (HRA) for all expenditure and income related to
council housing. By law councils cannot approve a budget that would lead to a
deficit HRA balance.

2018/19 and 2019/20 budgets were last considered and approved in the
January 2019 report ‘Housing Revenue Account (HRA) base budgets 2019/20,
which detailed the latest 2018/19 revised budget and base 2019/20 budget,
identifying variances from the initial 2018/19 budget.

A summary of the latest 2018/19 and 2019/20 budgets can be found in
Appendix 3.
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8.5.4 The Capital works in the Housing Investment Programme (HIP) are presented

8.5.5

as part of the separate February 2019 report ‘General Fund 2019/20 Budgets
and Council Tax’ (Ref 969). This will include £3.2m for fire safety
improvements in high-rise buildings, works agreed by members in July 2017, to
be funded from unallocated Major Repairs Reserve balances.

Capital and revenue improvements are being carried out alongside the
approved fire safety works, some of which have been brought forward in the
HIP to minimise tenant disruption. Some of these works are likely to incur costs
and loss of rental income due to tenants being required to decant on a
temporary basis. Once these costs are known an update will be provided.

8.5.6 The agreement of heating lighting and water charges was delegated to the

Head of Housing and Head of Finance in consultation with the relevant portfolio
holders in the Executive report ‘Heating, Lighting and Water Charges 2018/19 -
Council Tenants’ on 7" February 2018. A policy of full cost recovery is adopted.
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