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KEY DECISION
REPORT TO CABINET
11TH OCTOBER 2007

DIRECTOR OF HOUSING

HOUSING PORTFOLIO

UPDATING THE STOCK OPTIONS APPRAISAL STUDY

1.

1.1

1.2

2.1

3.1

SUMMARY

Sedgefield Borough Council was one of the first Councils to complete the
Government requirement to undertake a Stock Options Appraisal on the future
investment and management of its housing stock in 2003. The preferred option as a
result of the study was to seek to transfer the ownership of the Council stock to a
Registered Social Landlord. This option was subjected to a tenants vote in July
2005, which resulted in the Council retaining it housing stock.

On the 7" June 2007 Cabinet considered a report that recommended that it would be
prudent to revisit the strategic options to consider how the future investment needs
of its housing stock can be met whilst ensuring its ongoing effective management.
The study has been set within the context of national and local policy changes over
the last two years and builds on much of the intelligence available to the Council
through the continuous updating of its information base around its housing stock and
the wider needs of its communities. This report recommends a preferred option for
the future management and maintenance of the Council’'s housing stock based on
three key drivers:-

* The outcome of a financial modelling on the future investment needs of the
housing stock set against the available resources over the next 5 years,

» The findings of the Council’s Stock Options Appraisal Group,

» The findings of survey of all the Council tenants.

The other elements set out in the Stock Options Appraisal Guidance issued by the
Government in 2003 have been considered as part of the research to support the
outcome of the study.

RECOMMENDATIONS

That Cabinet recommend to Council subject to further consultation with relevant
stakeholders that Large Scale Voluntary Transfer (LSVT) be endorsed, and pursued,
as the preferred option for the future ownership and management of the Council’s
housing stock.

UPDATING THE STOCK OPTIONS STUDY

The Government in the Sustainable Communities Plan 2003 required each housing
stock owning local authority to undertake a formal ‘options appraisal’ to determine
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3.2

3.3

the preferred option to meet the investment needed to achieve the Decent Homes
Standard, tenants aspirations and to support wider plans for delivering sustainable
neighbourhoods and regeneration of the Borough. The Council recommended on
12th September 2003 that Large Scale Voluntary Transfer (LSVT) to a Registered
Social Landlord (RSL) was the preferred option for the future ownership and
management of its housing stock. Tenants support was sought for the LSVT by
undertaking a formal ballot in June 2005, which resulted in the Council retaining its
stock.

Since this date national and local policy changes have emerged that mean it is
prudent to revisit our Stock Options Appraisal. The key issues that have emerged as
part of this changing policy environment are:-

* Increasing construction costs and the impact on the delivery of the Decent
Homes programme.

» Tenants aspirations remain at a higher level than the Decent Homes Standard
and are closer to the asset management standard for our stock. This is resulting
in increasing pressure from tenants to see investment in their homes and estates
above the minimum Decent Homes standard.

* Changes to the housing subsidy system, which has seen increasing levels of
resources withdrawn from the housing service. In the current financial year this is
excess of £3 million and likely to continue to increase in future years.

* An increased focus on sustainable neighbourhoods and place shaping within
Government policy.

» Addressing the issue of delivering more affordable housing across the Borough.

* Modernising and extending support services for vulnerable households and our
tenants.

* Meeting the challenge of increasing further community involvement in the
management of local services and assets.

The Options Appraisal Study completed in 2003 fully evaluated all 4 options
available for the future ownership and management of the Council housing stock
these are:-

» Retention,

* Arms Length Management Organisation (ALMO),
» Private Finance Initiative (PFI),

* Large Scale Voluntary Transfer,

The evaluation of these options looked at their ability to deliver a range of strategic
and operational objectives. Two of the options, the establishment of an ALMO and
PFI, were not considered suitable or appropriate options as they fail to deliver the
capacity to address these strategic and operational objectives. The key elements of
these two options remain the same as in 2003 and they have therefore been
discounted as sustainable options for the future ownership and management
Council’s housing stock.

D:\moderngov\Data\AgendaltemDocs\5\8\0\A100014085\OptionAppraisalCabinetReportMT2409071.doc

Page 8



3.4

4.1

4.2

4.3

The updated stock options study three key elements considered were as follows: -

 The outcome of a financial modelling on the future investment needs of the
housing stock set against the available resources over the next 5 years,

» The findings of the Council’s Stock Options Appraisal Group,

» The findings of survey of all the Council tenants.

The findings from each of these areas of the study have been used to inform the
decision on the preferred option for the future of the Council’'s Housing Stock.

STOCK OPTIONS APPRAISAL FINANCIAL MODELLING

One area of specialist work to support the Stock Options Appraisal Study was to
carry out a financial appraisal to determine the available investment needs of the
service set against income over the medium term. Price Waterhouse Cooper (PWC)
were commissioned to conduct the study. The study took account of the following
key elements:-

» The cost to deliver the Decent Homes Standard (the focus of the Councils
Housing Capital Programme).

» The asset management costs for the housing stock (a standard that meets
tenants’ aspirations and the other investments needs of the stock).

* The predicted ‘responsive’ repairs investment requirements.

* The available capital resources to meet these costs.

» The revenue costs of providing the housing service.

* The available resources to meet these costs including the ongoing impact of the
negative subsidy system.

The modelling of these elements was projected over a 5 year period with appropriate
sensitivity analysis.

One key finding that was identified early in the study was the increasing impact of
negative subsidy on the money available to invest in our housing and services. In
2007/8 the Council will ‘pay back” to the Government £3.343 million or the equivalent
of £7.49 per week for every tenanted property. The estimated levels of negative
subsidy are predicated to increase over the next 5 years as shown below:-

e £3.343 million in 2007/08
e £4.075 million in 2008/09
e £4.835 million in 2009/10
* £5.650 million in 2010/11
e £6.509 million in 2011/12

The Council must also ‘payback’ to the Government 75% of the capital receipts it
receives from Right to Buys in 2007/8 this amounted to some £5 million.

The study carried out by PWC considered the impact of two scenarios on the
Housing Revenue Account (HRA) and the resources available to invest in the
housing stock and services. The scenarios were firstly maintaining balances at £2
million and secondly maintaining a contribution from revenue to capital (RCCO) of
£1.6 million. However the Council has in the past take a decision to maintain its HRA
balances at around the £2million, while attempting to deliver a housing capital
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programme of some £8million per annum. This is therefore the main scenario
considered in this report.

If the Council wishes to maintain its HRA balances at around a level of £2 million
regarded as the appropriate level, the amount of revenue it can contribute to capital
(RCCO) will reduce over the next 5 years due to the growing impact of negative
subsidy as set out in paragraph 4.2 above. The impact of these changes on the
housing capital programme over the next 5 years are set out below:-

2008/09 2009/10 2010/11 2011/12 2012/13

MRA (£m) 5.093 5.142 5.209 5.282 5.362
Capital (£Em) 0.900 0.900 0.900 0.900 0.900
RCCO (Em) 1.318 0.791 0.417 0.043 0.000
Total Spend 7.311 6.833 6.526 6.225 6.262

This shows a reduction year on year and an increasing deficit between the actual
investment and our normal capital programme level of £8 million per year. If the
Council adopted second scenario of maintaining RCCOs at their current level of £1.6
million over the next 5 years this would see the HRA reserves exhausted by
2010/11.

4.4  The alternative approach is to consider the resources required to achieve the Decent
Homes Standard compared to the asset management standard and identify the
funding gap between the two. These figures are shown in the table shown below:-

Projected Costs 2006 to December 2010
Decent Homes £25,628,781
Asset Management £56,096,182
Total £81,724,963
Anticipated HRA Budgets £36,688,000
hortfall £45,036,963

4.5 In simple terms over this period up to the end of the calendar year 2010 to meet the
asset management needs the housing stock (including tenants aspirations) the
Council face a shortfall of £45 million. Therefore the Council will be able to deliver
the Decent Homes Standard only but not meet the aspirations of its tenants for their
homes and estates.

5. THE STOCK OPTIONS APPRAISAL GROUP

5.1 A Stock Options Appraisal Group chaired by the Housing Portfolio Holder was
established in July 2007. The group was made up of tenants drawn from the
Tenants Housing Services Group, Tenants Conference and Leaseholder
representation.

5.2 The Group was facilitated by consultants from Savills who have experience in
conducting stock options appraisals, housing finance and other key related areas of
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5.3

6.1

6.2

7.1

7.2

8.1

expertise. The Group were also supported by an Independent Tenants Advisor
(ITA) Priority Estates Project as required by the guidance on Stock Option
Appraisals. The Group met on a number of occasions over the summer to consider
the options for the future management and maintenance of the Council’s housing
stock , the group received presentations, verbal and written reports and participated
in workshop sessions covering the issues each option presented.

The Group’s conclusion was that Large Scale Voluntary transfer was the preferred
option for the future ownership and management of the housing stock to deliver
both tenants aspirations and the Council’s wider strategic objectives.

STOCK OPTIONS TENANTS SURVEY

In addition to the work of the Stock Options Appraisal Group a newsletter and survey
was sent to all Council tenants, approximately 10,500 as joint tenants were
consulted. A specialist market research company independently administered the
survey on behalf of the Council. The ITA also provided a newsletter setting out their
role and provided a freephone telephone help line. The Council’s newsletter set out
the challenges facing the Council in meeting the investments needs of the Housing
Stock and tenants aspirations.

The survey asked 9 questions which focused on capturing tenants understanding of
the housing related issues and gathering their views on the option of undertaking
further work to develop a Housing Association for the tenants of Sedgefield Borough
Council. A total of 2102 (20%) of surveys, however the key question was:-

Do you think it is worth looking again at the option to set up a housing
association for Sedgefield Borough tenants?

The results were 74.5% would support this option, 23.7% would not and the question
was not answered by 1.8% of respondents.

STOCK OPTIONS CONCLUSION

The Financial Appraisal, Stock Options Appraisal Group’s findings and the results of
the tenants survey indicated the preferred option for the future management and
maintenance of the Council’s Housing Stock would be to seek its transfer subject to
a tenants ballot to a Register Social Landlord.

A place would have to sought on the Housing Transfer Round 2008/9 and it is
recommended that delegated authority is given to the Chief Executive in consultation
with the Leader of the Council and Portfolio Holder for Housing to seek such a place.
It will be necessary to bring further reports to Cabinet on a range of issues to support
the delivery of the preferred option.

RESOURCE IMPLICATIONS

A further report will be present to Cabinet detailing the financial implications of taking
forward the preferred option for the future of the Council’s Housing stock.

D:\moderngov\Data\AgendaltemDocs\5\8\0\A100014085\OptionAppraisalCabinetReportMT2409071.doc

Page 11



9.1

9.2

10.

10.1

10.2

10.3

10.4

10.5

10.6

10.7

CONSULTATIONS

Tenants, Leaseholders and other key stakeholders were consulted as set out in this
report as part of updating the Stock Option Appraisal. The transfer of the Council
housing stock to a Registered Social Landlord would be subject to a ballot of all
tenants after a period of both informal and formal consultation. Early discussions
have started with the Department of Communities and Local Government regarding
the implementation of the Council’s preferred option.

In the transition period leading up to the implementation of the proposed Local
Government Restructuring that consultation is undertaken with key stakeholders to
ensure broad support for the Council’s proposals

OTHER MATERIAL CONSIDERATIONS

Links to Corporate Objectives/Values

The Community Strategy Outcomes include a Borough with Strong Communities
where residents can access a good choice of high quality housing. The Council’s
ambitions, which are linked, to the Community Strategy outcomes and are articulated
through the Corporate Plan and the Medium Term Financial Plan. Our ambitions
include delivering a Borough with Strong Communities with good quality affordable
housing in safe neighbourhoods. The preferred option would ensure the Council’s
housing stock can continue to support these objectives into the future.

Risk Management

The key risk associated with the report is delivering a successful ballot result,
effective informal and formal consultation support by appropriate communications
consultants will be key in reducing the risk of a negative result.

Health & Safety

No additional issues have been identified.

Equality & Diversity

Full account will be taken of the Council’s obligation to promote equality and diversity
in the development of this project.

Legal & Constitutional

Further detailed advice and support will be required from the Council’s Legal Service
in delivering the preferred options.

Sustainability

No additional issues have been identified.

Information Technology

No additional issues have been identified.
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10.8 Crime and Disorder

No additional issues have been identified.

10.9 Human Rights

No additional issues have been identified.

10.10 Social Inclusion

No additional issues have been identified.

10.11 Procurement

No additional issues have been identified.

11. OVERVIEW AND SCRUTINY IMPLICATIONS

11.1  There are no Overview and Scrutiny Implications of this report.

12. LIST OF APPENDICES
12.1 No appendix are attached.
Contact Officer

Telephone Number
E-mail address

Ward(s)

Key Decision Validation:

Background Papers:

Colin Steelllan Brown
01388 816166 Ext.4207
csteel@sedgefield.gov.uk
ibrown@sedgefield.gov.uk

All

(i) Any decision made by the Cabinet in the course of
developing proposals to the full Council to amend
the policy framework.

Sustainable Communities Plan 2003
Sedgefield Borough Stock Option Study 2003
Stock Options Appraisal Group Assessment 2007

Examination by Statutory Officers

Yes Not
Applicable

1.  The report has been examined by the Councils Head of

the Paid Service or his representative

2. The content has been examined by the Councils S.151
Officer or his representative

3. The content has been

Monitoring Officer or his representative

4. The report has been approved by Management Team

O

examined by the Council’s

N 8 R H
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