
AGENDA
ITEM NO.

SOUTH HOLLAND DISTRICT COUNCIL

Report of: Portfolio Holder for Housing Landlord, Portfolio Holder for Strategic Finance
and Democratic Services and the Housing Manager

To: Cabinet – 28 February 2012

(Author: Anita Brennan (Housing Manager) and Mark Finch (Assistant Director Finance 
(S151)))

Subject: Housing Revenue Account Self Financing

Purpose: To provide details of the arrangements in place for and the implications of the 
move to a Self Financing Housing Revenue Account from April 2012  

This report relates to a matter which comes within the jurisdiction of the Full Council, however it is 
considered appropriate to consult Cabinet/Exec Committee on the issue before it is put before 
Council.  It is therefore anticipated that the Cabinet will not make an executive decision but will 
instead make a recommendation to Full Council.  In view of this the call-in procedure will NOT 
apply.

1.0 INTRODUCTION

1.1 Background

1.2 The Housing Revenue Account (HRA) is the account in which revenue (e.g. rents and 
service charges) and housing costs (e.g. property management and maintenance) relating 
to the Council’s housing stock are kept.    By Law, this account is to be separate from the 
General Fund where the Council accounts for all other services. 

1.3 Currently South Holland District Council has to pay a proportion of its HRA income to the 
Treasury though an annual subsidy settlement.  The method of calculating this proportion is 
opaque and not directly related to the costs borne by South Holland’s Housing Revenue 
Account.  The proportion also varies over time, making budgeting and longer term business 
planning difficult.  Wider than that, the current system results in a lack of local responsibility 
and control.     

1.4 The Localism Act which received Royal Assent in November 2011 contains provisions that 
abolish the current annual housing revenue account subsidy system from April 2012 and 
introduce a new self financing system.  

1.5 Movement away from the current subsidy system is a freedom long since requested by 
stock owning authorities.  Councils from April will have the opportunity to run their housing 
‘business’ more effectively, with more certainty than in the past. This freedom has the 
potential to deliver a much improved service to tenants, better maintenance of existing 
stock and the potential for Councils to build new housing for those in need.   

Recommended to full Council:

a) That the recommendations at section 4.1 of the report be noted; and

b) That the recommendations at section 4.2 of the report be agreed.
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1.6 With these new freedoms however come new responsibilities to undertake long term 
business planning and to take on new areas of risk previously borne by Central 
Government.  A Steering Group has overseen the detailed preparations for Self Financing 
at South Holland District Council, including the development of a new business plan and 30 
year financial modelling. Representatives on this Steering Group include the Portfolio 
Holders for Housing and Finance, representatives of South Holland Tenant’s Group and 
key officers from Housing, Finance and Communications.  

1.7 This report considers the Council’s preparations for self financing and presents options for 
members to consider on the critical aspects of the new system.  Detailed appendices are 
attached to this report which members are asked to consider.   The main issues are 
however summarised and the concomitant recommendations and assumptions 

consolidated within this report.  For ease of reference, all recommendations arising from 
this report are contained within section 4.   

2.0 ISSUES

Key aspects of the Self Financing system

Housing Valuation

2.1 Implementing Self Financing means that in future South Holland District Council will be able 
to keep the money raised locally from rents in return for a one off reallocation of housing 
debt based on the value of the housing business.  The value of the housing business is 
arrived at by Government making assumptions about the income and costs of running the 
housing stock over a 30 year period.  Where the value of the business is higher than the 
Council’s current debt, the Council will pay the difference to government, but if it is less, 
Government pays the difference to the Council. 

2.2 Communities and Local Government (CLG) published their final determinations on 1st
February 2012. This final valuation figure supersedes that previously provided to the 
Council as a draft determination in November 2011.   The final determination has seen a
reduction in the valuation of £0.4m in favour of South Holland District Council.         

2.3 In terms of the impact on South Holland District Council of those final determinations, our 
position is as follows:

a) The self financing valuation (i.e. the value of our housing business) for South Holland 
Council is £74.700m, which compares with the amount of housing subsidy debt of 
£7.245m.  In order to buy out of the subsidy system therefore this will require a 
provisional one-off payment to Government of £67.456m from South Holland 
Council.  

b) This reallocation means that in future, no negative subsidy payments will be made to 
CLG and all rental income can be retained locally to invest in the Councils housing 
stock/new build housing. Currently the Council has budgeted to pay £4.568m to CLG 
as part of the existing housing subsidy arrangements
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Limit on Housing Debt

2.4 The Government will limit the amount of debt that can be supported from the HRA in each 
Local Authority.  This figure will be based on the self financing valuation (paragraph (a) 
above) and adjusted for any capital financing on new build schemes contracted with the 
Homes and Communities Agency (HCA).  As South Holland does not have any capital 
financing of that nature, our borrowing cap is therefore £74.701m.  It is important to note 
that the Council will be restricted to this borrowing cap throughout the life of its 30 year 
business plan.  

Borrowing Headroom 

2.5 The debt cap for South Holland is £74.701m, compared with a HRA capital financing 
requirement of £70.253m. Based on those figures, there is therefore provisional borrowing 
headroom of £4.448m.  

2.6 The table below lists the details of the settlement payment due from South Holland District 
Council on or before 28th March 2012.

Table 1:   Summary of HRA Settlement Payments to the Secretary of State reflecting final 
determination figures  

Draft 
Settlement

£

Final 
Settlement

£

Changes

£
Subsidy Capital Financing Requirement 7,244,785 7,244,785 -
Self-Financing Valuation A 75,073,451 74,700,326 (373,125)
Payment to be made to the Secretary of State B 67,828,666 67,455,541 (373,125)
Forecast end-year Housing Capital Financing 
Requirement (Excluding settlement)

C 2,797,376 2,797,376 -

Total Debt B+C 70,626,042 70,252,917 (373,125)
Forecast Borrowing Cap 75,073,451 74,701,326 (372,125)

Forecast borrowing headroom 4,447,409 4,448,409 1,000

Borrowing arrangements

2.7 The Council will need to borrow to pay the Department for Communities and Local 
Government for the HRA debt that it is required to take on. Appendix 3 sets out the 
background to the financial market conditions and the options available to the authority.  

2.8 Essentially the Council has two main options:-

a)    Borrowing from the Public Works Loans Board (PWLB)
b)    Borrowing from the capital markets

2.9 PWLB borrowing costs have fallen significantly in recent months, due in part to the Euro 
zone debt crisis, general economic situation and current perception within the financial 
markets that the UK is regarded as a “safe haven” for investors, relative to other financial 
markets and sovereign countries. Additionally the government has agreed to cut the 0.85% 
premium for HRA borrowing from PWLB that it introduced in the comprehensive spending 
review in 2010, provided we apply to PWLB on 26th March 2012. This means that, based 
on current market values, we can expect to borrow at an interest rate of around 3.21% (at 
current rates) over 30 or 50 years. This reduced rate will only be available for borrowing 
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taken up to cover the debt settlement payment to the CLG (£67.456m) and not for any 
additional borrowing the Council may take on to finance additional capital expenditure up to 
the HRA debt cap (£74.701m).

2.10 In addition to sourcing borrowing from the PWLB, local authorities have traditionally been 
able to access capital funding and borrowing requirements from capital markets including 
market loans and bond issuance. However since the tightening of the credit markets in the 
latter part of 2011 and growing volatility within financial markets around the Euro zone debt 
crisis, it has become increasingly difficult for banks and financial institutions to gain access 
to funding in order to finance bond issuance packages as banks and financial institutions 
have become increasingly reluctant to lend to each other in the current market crisis. There 
do not appear to be any institutions willing to lend for the 30 year period of the business 
plan. The Council may be able to borrow from the capital market for 15 years at around 
2.93% (compared to the PWLB rate of 2. 77% for the same period), but there is a risk that 
interest rates would rise significantly by the time the loan matures. There is also the risk 
that the loan could be called back by the lender after 5 or 10 years, which is likely if the 
interest rate increases during that period.

2.11 The Council is receiving professional treasury management advice and is being supported 
in understanding and managing its debt options ahead of the debt settlement date on 28th 
March 2012.   Appendix 3 provides detail on the options available. 

2.12 The base business plan is based on the assumption that the authority would borrow at a 
fixed rate for the thirty-year period with interest being paid but no principal repayment 
factored in. An interest rate of 3.21% has been used, this being the available rate on the 1st

February 2012. This covers the debt that the authority would need to pay on 28th March 
2012 as well as funding the HRA capital programme over the course of the 30 year plan, 
but not the borrowing headroom.  

2.13 There are a number of key decisions that the Council will need to make in the knowledge 
that the basic business plan provides an affordable solution. These involve the term of the 
borrowing and the amount to be borrowed.

2.14 A fixed term loan could be taken out for 30 or 50 years with PWLB at a fixed interest rate. 
This would have the following attributes:

 Certainty on interest rate for 30 or 50 years
 PWLB premium (0.85%) would be excluded for whole period
 The authority would take advantage of a historically low rate
 The authority would also have some flexibility in the future should it wish to vary the terms 

of its loan agreement and should be able to generate a cash premium if it wanted to 
refinance at a point in the future before maturity when interest rates had increased

 The authority would have surplus cash to invest (at a lower return to the loan rate in the 
short term) until such time as the surplus is used for its capital expenditure requirements

 Principal is not repaid, and another loan would need to be taken out to finance the 
repayment of the loan

 PWLB is the only available institution offering this length of loan and the authority would be 
open to market demand influencing the interest rate on 26th March if we are to take 
advantage of the lower HRA borrowing rate.

2.15 An alternative to borrowing on a long fixed term period would be to diversify the borrowing 
strategy by taking short and medium-dated loans on settlement date, so that the debt taken 
would mature at relevant periods which coincide with surpluses projected from the business 
plan. This would have the following attributes:
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 Potentially cheaper than a long dated loan as principal is repaid from surpluses and interest 
payments are reduced 

 Reduced risk to the effects of a bank failure as investment of unused cash is greatly 
reduced

 Flexibility on refinancing once loans mature (not just PWLB)
 Interest rates are likely to increase in the course of the business plan
 The capital programme and new build programme will be exposed to the market rates when 

the finance is needed

2.16 The authority can borrow up to its debt cap; however any borrowing above the debt 
settlement will be at the normal PWLB rate and would not attract the 0.85% reduction. 
There is no financial need to borrow this amount until such time as the authority requires it 
for building new stock, as the business plan remains in surplus based on its cash 
requirements over the course of the 30 year plan. The HRA debt cap will not be finally 
determined until the 2011-12 accounts are audited in September 2012, as any changes in 
the HRA capital financing requirement will affect the calculation of the headroom. The 
authority is not permitted to borrow for HRA purposes above the debt cap, so any loans 
arranged before the amount is finally confirmed will put the Council at risk.

2.17 Following consideration of the ways to finance the housing debt, and the advantages and 
disadvantages of each, Executive Members have indicated a preference for a fixed rate 50 
year loan with PWLB with no repayment of principal over that period. This is a similar 
scenario to an individual taking out an interest only mortgage to finance a house purchase.  

2.18 The HRA borrowing strategy has been reflected in the Council’s Treasury Management 
strategy, which determines the Council’s borrowing limits amongst other prudential 
indicators. By setting the borrowing limit to reflect the debt cap (and amending it following 
final determination of the HRA capital financing requirement by Audit) the Council will give 
itself maximum flexibility in the future for taking further loans for investment in the housing 
stock. The Treasury Management Strategy and Policy are the subject of a separate report 
on this agenda for Council consideration and approval in advance of any loan 
arrangements being confirmed. This also reflects the overall position of the Council 
including the General Fund.

Key dates

2.19 The following table provides a summary of the official CLG timetable for the transition to
self financing:  

Table 2: CLG timetable 

Date Activity 
End January 
2012 

 Government publishes its final determinations

February 
2012

 Local Authorities set budget/adopt business plans and 
approve borrowing plans 

26th March 
2012

 Council’s making settlement payments to Government 
apply for PWLB loans (at discount rate) on 26th March

28th March 
2012

 Settlement payments made. Series of transactions 
between DCLG, local authorities and PWLB to enable 
start of self financing 

1 April 2012  Self Financing goes live
March 2013  Cut off for final payments under the existing subsidy 

system.
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The HRA Business Plan 2012

2.20 A key feature of the system of self financing is the ability to strategically and financially plan 
over the longer term.   This is demonstrated through the preparation of a new HRA 
Business Plan covering the next thirty years.    The draft Housing Revenue Account 
Business Plan 2012 can be seen at Appendix 1

2.21 There are three main areas of importance within the plan;
 a summary of the base 30 year financial model on which the Council’s borrowing 

assumptions will be based, 
 consideration of appropriate future governance options for the business plan and
 a new Asset Management Strategy which can be seen at Appendix 2.    

The Base Business Plan Model

2.22 A base business plan model has been used to project costs over a thirty year period, based 
on figures from the Council’s HRA estimates for 2012/2013, including proposed rent 
increases.  The draft HRA estimates were approved by Cabinet on 10th January 2012, but 
have subsequently been updated to reflect charges brought about by confirmation of the 
debt repayment and further modelling of the business plan. Appendix 4 explains the 
changes in detail. This base plan models the estimated expenditure and income associated 
with the HRA over this period and shows what funds are available longer term to support 
the delivery of the Asset Management Strategy. 

2.23 The base business plan for the Council has been developed on the following headline 
assumptions:

 Borrowing is to the level required, rather than the full amount up to the debt cap
 No principal is repaid
 Stock condition costs are based on current SHDC standards   
 Opening balances for 2012-13 are based on estimates and may change once outturn 

figures are agreed
2.24 The full 30 year financial model is a document of significant size and detail and therefore a 

summary of the key aspects of the model is contained in the following tables for ease of 
reference.  

2.25 The following key assumptions in developing the base business plan should be noted:  

 Rent projections have been prepared based on a detailed rent model using the latest 
guidance for rent restructuring. Subject to constraints on rent increases this guidance 
specifies that actual rents should converge with formula rents by 2015/16. We have 
used the projected 2012/13 rents provided by South Holland with future rents based 
on the government guidance.

 We also assume that re-let property actual rents move directly to 2015-16 target rents, 
from April 2012, increasing income in 2012-13 by £40k.

 The average rent of £67.67 per week on a 52 week basis for 2012/13 is expected to 
increase in line with rent restructuring guidance, giving an average real increase of 
approximately 1.87% per annum until the target year for convergence of 2015/16. Rent 
increases thereafter are assumed to be 0.5% above inflation for properties which have
achieved convergence.

 Other income totalling £1.6m is included within the business plan (service charges, 
garage rents etc). For future projections all other income increases are at RPI.

 Service expenditure of £1.2m is included, which is 100% fixed, and increases at 
RPI+0.5% throughout the plan.
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 5 RTB Sales per annum are assumed within the plan, with a RTB value of £90k in 
2012/13 and discount of £24k. We have assumed that the RTB receipts are used for 
HRA capital expenditure, in line with current practice at South Holland.

 The Council’s actual management and maintenance costs have been projected based 
on the 2012/13 provisional HRA estimates. 

 The following assumptions have been applied to the management and maintenance 
elements respectively: Average management cost of £680 per unit (excluding 
services), Average revenue maintenance cost of £809 per unit in 2012-13

2.26 The consolidated rate of interest included within this financial analysis is 3.21% based on 
the latest rates available from PWLB for 50 year loans.

2.27 As a ring-fenced account the HRA maintains its own reserves. It aims to hold a level of 
working capital balances. This has previously been based on an allowance of £173 per 
property, £673,000 in 2011/12. In addition, the HRA holds an amount of £200,000 
earmarked for insurance payments. 

Capital Programme

2.28 Capital expenditure has been included with costs based on information provided by the 
Codeman system. The capital costs are shown below:

Table 3: Summary of Capital programme costs over 30 year term

Year
Future 
Major 

Repairs

Asbestos 
Works

Disabled 
Grants

Total 
Expenditur

e

Years 1 to 5 £20.92m £2.12m £1.88m £24.92m

Years 6 to 10 £23.20m £2.25m £1.88m £27.33m

Years 11 to 15 £19.97m £2.25m £1.88m £24.10m

Years 16 to 20 £19.97m £2.25m £1.88m £24.10m

Years 21 to 25 £21.14m - £1.88m £23.02m

Years 26 to 30 £16.83m - £1.88m £18.71m

Total £122.03m £8.87m £11.28m £142.18m

2.29 In addition to the costs shown above we have included on-going additional capital costs of 
£426k in 2012-13 to reflect other capital works such as sewage treatment plant works and 
ICT investment. This reduces to £250k per annum for future years.  

Annual & Cumulative Surpluses

2.30 The table below details the annual surpluses generated from the base business plan and 
also shows the cumulative build-up of revenue balances for the thirty years of the plan. This 
assumes no debt repayment.
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Table 4 Summary of Annual and Cumulative surpluses 

Year Year
Surplus 

(Deficit) for 
the Year

Surplus 
(Deficit) 
b/fwd

Intere
st

Surplus 
(Deficit) c/fwd

£,000 £,000 £,000 £,000

1
2012.1

3
1,815 1,594 18 3,426

2
2013.1

4
1,195 3,426 40 4,662

3
2014.1

5
784 4,662 101 5,547

4
2015.1

6
994 5,547 121 6,662

5
2016.1

7
1,163 6,662 145 7,969

6
2017.1

8
1,485 7,969 174 9,629

7
2018.1

9
1,635 9,629 209 11,473

8
2019.2

0
1,787 11,473 247 13,507

9
2020.2

1
1,943 13,507 290 15,739

10
2021.2

2
2,105 15,739 336 18,180

11
2022.2

3
3,094 18,180 395 21,669

12
2023.2

4
3,286 21,669 466 25,421

13
2024.2

5
3,483 25,421 543 29,447

14
2025.2

6
3,688 29,447 626 33,761

15
2026.2

7
3,899 33,761 714 38,374

16
2027.2

8
4,116 38,374 809 43,298

17
2028.2

9
4,340 43,298 909 48,548

18
2029.3

0
4,573 48,548 1,017 54,137

19
2030.3

1
4,811 54,137 1,131 60,079

20
2031.3

2
5,058 60,079 1,252 66,389

21
2032.3

3
5,662 66,389 1,384 73,435

22
2033.3

4
5,933 73,435 1,528 80,896

23
2034.3

5
6,212 80,896 1,680 88,788
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24
2035.3

6
6,501 88,788 1,841 97,130

25
2036.3

7
6,799 97,130 2,011 105,940

26
2037.3

8
8,666 105,940 2,205 116,811

27
2038.3

9
9,020 116,811 2,426 128,258

28
2039.4

0
9,385 128,258 2,659 140,302

29
2040.4

1
9,761 140,302 2,904 152,967

30
2041.4

2
10,149 152,967 3,161 166,277
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Summary of the HRA Business Plan 

2.31 Using the information provided in the settlement the base business plan model indicates 
that the financial plan is viable, meeting and maintaining identified capital 
investment in accordance with stock condition surveys and the asset management strategy 
and maintaining a viable revenue account throughout the life of the business plan, with
surpluses accruing.    

Sensitivities

2.32 There are a number of key sensitivities that can be run to test the business plan. All the 
sensitivities have the same assumptions as the base model except where indicated. The 
sensitivities we have undertaken are as follows:

1. Sector’s forecast interest rates for 50 year loans for March 2012 is currently 4.3%, and 
with discount this would equate to a revised rate of 3.45%. This higher rate has been 
included as a sensitivity.

2. We have included a more pessimistic view of interest rates to test the impact on the 
business plan. We have used 4%.

3. We have assumed new build with the following assumptions:

a. 5 new build units per annum for 5 years with unit cost of £85k with rents set at 
average 80% market rent for South Holland

b. 15 new build units per annum for 5 years with unit cost of £85k with rents set at 
average 80% market rent for South Holland

c.    20 new build units per annum for 5 years with unit cost of £85k with rents set at 
average 80% market rent for South Holland

d. 25 new build units per annum for 5 years with unit cost of £85k with rents set at 
average 80% market rent for South Holland

4. Amending the capital works to reflect asbestos costs over 30 years, and increase 
disabled grants to £425k per annum from the current £375k. Additionally we have 
assumed a bathroom lifecycle of 20 years rather than the current 25 years

5. Void rates increasing from 1% to 4%pa (to reflect potential increase in voids arising from 
change in housing benefit rules)

Table 5 Sensitivity modelling against base business plan model over 30 years

HRA Revenue Account 
Working Balance

HRA Capital Account 
Cumulative Shortfall

Year 5

£m

10

£m

20

£m

30

£m

5

£m

10

£m

20

£m

30

£m

Base HRA BP model 7.97 18.18 66.39
166.2

8
0.00 0.00 0.00 0.00

1. Interest rate at 
3.45%

7.09 16.32 62.26 159.38 0.00 0.00 0.00 0.00

2. Interest rate at 4% 5.07 12.06 52.79 143.56 0.00 0.00 0.00 0.00



11

HRA Revenue Account 
Working Balance

HRA Capital Account 
Cumulative Shortfall

3a. 5 new build units 
pa for 5 years

6.02 16.65 66.05 167.92 0.00 0.00 0.00 0.00

3b.15 new build units 
pa for 5 years

2.83 14.17 65.79 171.44 0.00 0.00 0.00 0.00

3c.20 new build units 
pa for 5 years

2.19 13.76 66.20 173.41 0.00 0.00 0.00 0.00

3d.25 new build units 
pa for 5 years

1.77 13.56 66.80 175.51 0.00 0.00 0.00 0.00

4. Revised capital 
costs

7.70
17.5

6
64.86

152.3
8

0.00 0.00 0.00 0.00

5.  Void rates 
increasing to 4% pa 
from 1% pa

5.01
12.1

5
51.85

139.0
1

0.00 0.00 0.00 0.00

Result of sensitivity/options modelling 

2.33 Change in Interest Rates:

 An increase in interest rates will reduce revenue balances but not to a significant degree, 
whilst the capital programme is still affordable.

 Sector has looked at a mix of loans for South Holland where the whole portfolio is spread 
over 12-50 years, with a large degree of longer-dated loans to provide an average rate of 
around 3.1%, based on today’s rates. The difference between that and South Holland’s 50-
year example today of 3.21%, would provide an opportunity to reduce interest costs by 
£67,000 per annum, whilst providing some longer-term funding, and the option of 
rescheduling/refinancing at any point in the business plan, if interest rates provided a 
credible opportunity.

2.34 New build options:

 A range of new build options were undertaken to test their affordability. The sensitivities 
ranged from 5 new units per annum to 25 units per annum for a 5 year period. The 5 new 
build units per annum is affordable from available resources.

 For the other options, these are affordable if additional borrowing is undertaken to the level 
shown below:

 15 new units pa equates to £1.14m additional borrowing
 20 new units pa equates to £2.56m additional borrowing
 25 new units pa equates to £4.20m additional borrowing

 However, the new build options shown are only indicative of affordability and any decision 
to progress a new build programme would require careful consideration of land availability, 
unit costs, demand, and a more detailed financial feasibility of new build options.
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2.35 Amended capital programme:

 The amended capital programme includes additional asbestos costs and disabled grants, 
and the rephasing of costs to reflect the reduction in the lifetime of bathrooms from 25 to 20 
years. 

 The revised capital programme can be afforded within the business plan and revenue 
surpluses are not materially reduced. 

2.36 Increase in void rates from 1% to 4%:

 A change in void rates still produces a viable capital programme but future revenue 
surpluses are reduced due to the loss of income.

2.37 Rent Options:

 An option for consideration is to move the rent the Council charges on re lets of its existing 
stock to 2015/2016 target/convergence rent levels as of April 2012.   This would generate 
an additional 20p per unit per week which would provide an additional £40k per year within 
the business plan.  The rent levels would remain within Housing Benefit caps.  This has 
been modelled in the base business plan and amended estimates.

 A further option, should the Council determine that it will develop new build affordable
housing from any surpluses accrued is to set the rents on any new build properties to 80% 
of market rents as allowed for under the National Affordable Housing Programme (NAHP): 
Paragraphs 2.47 to 2.51 consider this issue in more detail.  . 

Proposed changes to policy relating to Right to Buy (RTB) 

2.38 On 22nd December the CLG issued a consultation paper on right to buy which proposed a 
new maximum discount of £50k per property. There was recognition that this may have a 
detrimental impact on the self financing business plans of local authorities. The proposal 
indicates that the net receipts from RTB sales should be used to replace the additional 
homes sold due to the increased discount. This is for the period of the current spending 
review (until 2014-15) and there is no indication of policy post-spending review.

2.39 The net receipt is proposed to be adjusted for allowable costs, and repayment of debt. 
There will also be a government model issued to calculate attributable debt at a local 
authority level. 

2.40 It is also not clear how additional income from RTB sales will be allocated, whether it will go 
direct to local authorities to use for new build, or whether there will be an extension of the 
pooling arrangements to benefit high-need local authorities.

2.41 For South Holland, the current average RTB valuation is £90k, with an average discount of 
£24k. Under the new arrangements this discount could rise to £50k. Current business plan 
projections are that there will be 5 sales a year. Below are sown some worked examples 
with the caveat that assumptions have been made on the attributable debt per unit for 
South Holland.
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Worked Examples

1. If the RTB sales in 2012-13 to 2014-15 rise from the projected 5 to 10 sales with an 
average receipt of £40k (£90k - £50k) then we forecast that there will be no additional 
receipts available for new build.

2. If the RTB sales in 2012-13 to 2014-15 rise from the projected 5 to 15 sales with an 
average receipt of £40k (£90k - £50k) then we forecast that there will be no additional 
receipts available for new build in 2012-13, but there would be £80k in total available during 
the following 2 years.

South Holland Council Asset Management Strategy 2012/15  

2.42 Active asset management will be less of an option and more of a necessity for the Council 
moving forward.  Strategic business planning and active asset management will be central 
to the performance of the HRA business plan over the longer term.  

2.43 A new Asset Management Strategy for the Council has been developed to ensure asset 
management information is as up to date as possible and options are fully detailed for 
member consideration.   The strategy can be seen at Appendix 2.

2.44 The Strategy sets out the profile of the Council’s stock and its current condition.  The 
strategy also considers how the housing stock is maintained and improved and how the 
introduction of self financing brings with it a number of opportunities and options to be 
considered in respect of future investment, stock rationalisation and increasing numbers of 
properties through new build. 

2.45 South Holland Tenant’s Group were consulted as part of the development of the Strategy 
and specific tenant priorities were identified to put forward for member consideration.  

2.46 In summary, the strategy identifies the following main issues for the Council 

 Maintaining compliance with the Decent Homes standard 
 A baseline investment requirement over the 30 year life of the business plan of 

£134,825,440 (based on Just in Time cost reporting).  
 An opportunity for all building component lifecycles to be reviewed, saving costs by 

extending some lifecycles and reducing others to address maintenance backlogs 
against desired lifecycles.  

 Options to address instances of asbestos within the Council’s Housing Stock
 Ongoing need for Aids and Adaptations 
 Tenant aspirations for the future maintenance of their homes
 Opportunities to utilise HRA land holdings and surplus property for redevelopment 

purposes
 Establishing a more commercial basis on which housing services are delivered  

2.47 A number of detailed options have been developed to respond to these issues and are 
detailed in Appendix 2 pages 61 to 72, alongside any related assumptions and risks.  

2.48 In summary the options proposed are: 

 Reduction in the lifecycle for certain building elements ( bathrooms in particular)
 Extending lifecycles for certain building elements 
 Introducing planned/cyclical maintenance for some building elements (e.g. flat roof 

replacements, electric or solid fuel heating systems, door replacement programme)
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 Provision of new fencing to dwellings 
 Decoration of all void properties
 Energy efficiency improvements (solar PV and/or ground/air source heat pumps)
 Estate wide improvements (potential rolling programme including measures such as 

landscaping, lighting and seating)
 Construction of new affordable housing 
 Installation of solar PV panels to the housing stock 
 Car parking to housing sites 
 Options on the future of garage provision to address the shortfall of car parking on 

some sites 
 A review of Sewage charges
 Pro-active removal of asbestos containing materials from dwellings  

HRA funded development of new affordable homes 

2.49 In a context of significantly reduced funding for new social housing, HRA reforms present an 
opportunity for Councils with borrowing headroom to use that to fund the development of new 
Council homes.  While total funds are limited by the borrowing cap, if the Council has the 
ambition to develop new social housing it could potentially achieve this through the use of its 
borrowing capacity and surpluses generated within the HRA over the life of the business 
plan.

2.50 As detailed in the Asset Management Strategy, in order that a new build programme is both 
achievable and sustainable, land to develop and the necessary skills and capacity to deliver 
are required alongside funding.  

2.51 The Council does not have a substantial land bank to support an ongoing new build 
programme.  It is considered that capacity exists for development of approximately 52 units 
on HRA owned land.    An indicative 5 year new build programme has been developed which
seeks to demonstrate to members the level of new homes that could be built in the medium 
term with the level of provisional reserves on Council land.  This indicative programme can 
be seen in Appendix 2 page 28.

2.52 The indicative programme has been drafted on the following basis:

 SHDC owned land used for development
 No external grant funding available, programme is funded from surpluses arising over 

the 30 year life of the business plan 

2.53 Should members wish to pursue a more ambitious longer term development programme 
however, involving land purchases and utilising reserves and borrowing headroom (as 
modelled in Table 4 and paragraph 2.30) the recommendation would be to reach 
agreement in principle to implement a programme of construction of affordable homes 
within the district, the volume of which would be determined by the surpluses available each 
year.  Once the final determinations have been received from CLG and the business plan 
remodelled according to any changes, a development programme can be drafted for 
member consideration.    

  
2.54 CLG wrote to all Local Authorities in July of 2011 with reference to building new council 

housing using the new affordable rent (i.e. 80% of market rents), but without other financial 
support from central government.  The CLG set out that any local authority intending to 
charge an affordable rent to fund new supply should set out their proposals to their HCA 
lead office.   It follows therefore that once/if an indicative programme of development is in 
place a dialogue will need to take place with the HCA.    
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Future Governance Arrangements 

2.55 Post April 2012, the HRA Business Plan should be regarded as a dynamic working document
and a critical financial and risk management tool.   The Business Plan will be subject to 
constant change, consequently, it is essential that it is reviewed and updated on a regular 
basis and able to respond flexibly and timely to variations in income, expenditure, inflation, 
local priorities etc.  With the abolition of the subsidy system, the Council will be freed from 
the restrictions of government, but will be self responsible.  Within this environment the 
Council must plan long term.    With this change in the way the HRA needs to operate, it is 
considered that there is a consequent need to amend the governance arrangements 
applicable to the process.  

2.56 The current arrangements for controlling and managing the business plan are entirely 
appropriate for an annualised planning process, but have significant drawbacks in the 
environment that will exist post 2012 and therefore it is considered, present a risk to the 
sustainability of the plan.   

2.57 Current arrangements are as follows:  

 A five year HRA business plan is prepared covering both capital and revenue aspects of 
the business, but is essentially a strategy rather than dynamic platform for financial 
management. 

 The budget is approved annually
 The budget is monitored monthly at a managerial level
 There is a quarterly performance and governance report to Cabinet which includes a 

very high level summary of the HRA highlighting any expected and/or significant in-year 
budget variances

 The outturn position is reported to Cabinet annually
 The annual financial statement is presented to Governance and Audit Committee for 

scrutiny and signed off by Full Council.  The HRA forms part of the consolidated 
accounts

2.58 Issues for the Council with this arrangement post April 2012 may be:    

 The business plan is for the short term only.  Medium and longer term planning is not a 
feature.  

 The business plan is prepared 5 yearly rather than being updated annually on a rolling 
basis.  Consequently the council is rarely looking 5 years ahead. The last plan expired in 
2011;

 The business plan is not updated for known events between its major review periods.  It 
serves as a strategy document and little else;

 The government set out the financial detail of its Self-financing reforms by using a 30 
year valuation and business plan methodology; a strong hint that the Council ought to 
be adopting a similar methodology to forward plan its housing business.  

 Because the focus is purely on one (the current) year there can be the inclination to 
“spend up to budget”, as opposed to being accrued to a following year to be spent on 
more priority areas. 

2.59 Detailed Options for future governance arrangements are contained within Appendix 1 pages 
24 to 27.
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In summary the options suggested are:  

1. To continue with current governance arrangements, using a 30 year business plan 
2. To continue with the current governance arrangements, but formalise the business 

planning process via feed in to an existing framework i.e. Governance and Audit 
Committee 

3. To establish a specific Business Plan Group/Panel to provide dedicated governance and 
strategic management to the ongoing operation of the Business Plan.     

2.60 Option 3 is considered to provide the most effective governance structures for the Business 
Plan going forward.  Representatives can be chosen to best satisfy South Holland priorities. 
The dedicated panel/group would, on a quarterly basis (in any event timed to precede 
cabinet) consider the detailed budgetary control reports, manage risks and their impact upon 
the business plan and the council’s priorities for the business plan as well as any required 
changes to strategic priorities. The panel/group would oversee and approve the quarterly 
report to Cabinet. Effectively, this ensures that the business plan is kept under close review 
and is always current.  Moreover, it places stakeholders (and Short, medium and longer term 
strategy) at the heart of that review process whilst still retaining ultimate Member control. 
Should members favour this option, then this may necessitate amendments to the South 
Holland Constitution. 

Other financial issues associated with Self Financing

2.61 In August 2011 the Chartered Institute of Public Finance and Accountancy (CIPFA) issued 
two documents relating to the accounting and regulatory frameworks which will be impacted 
by self financing and to which the Council must have due regard going forward. Final 
guidance is still awaited on these topics:

Treasury Management

2.62 CIPFA was invited to provide guidance on the treatment of interest costs under self financing.  
This had previously been specified in legislation.  The main principle is to ensure that there is 
no detriment to the General Fund, equitable charges are made to the HRA and the General 
Fund for debt and provide certainty and control over borrowing charges to aid long term 
planning for the HRA.  The Council’s Treasury Management advisors have been consulted 
and an approach maintaining two separate loans pools has been adopted. Charges for 
interest earned and incurred will be apportioned fairly between the HRA and General Fund.  

Depreciation

2.63 Under the subsidy system, Councils have been required to set aside a depreciation figure 
where the equivalent of the Major Repairs Allowance is effectively charged to the HRA. 
However, with the abolition of the subsidy system, there will not be a major repairs 
allowance.  In future Council’s will be required to develop a component based approach to 
depreciation in order to comply with accountancy standards.  It is recognised that authorities 
might need time to implement this and therefore CLG has allowed a transitional period of up 
to five years to move to full depreciation accounting.   In the interim, the Business Plan has 
assumed a contribution equivalent to the Majors Repairs Allowance calculated in the 
settlement.  This has increased significantly on previous years and is considered to be a 
prudent sum.  
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Housing Revenue Account Ring Fence

2.64 The ring fence will continue to operate after the introduction of self financing.  The ‘Item 8’ 
determination deals with the movement of money between the HRA and General Fund within 
the Council.     Item 8 specifies the capital finance items that can be debited or credited to the 
HRA.  The Council will have to ensure it continues to follow proper accountancy practice in 
this regard.  

Reopening the settlement 

2.65 The powers to implement self-financing in the Localism Bill provide for further settlement 
payments between local authorities and Government under certain circumstances. It limits 
such payments to cases where there has been a change in one of the factors taken into 
account in calculating the previous payment (i.e. expenditure, income and debt). This 
provision is necessary to protect both the Government and local authorities from being 
locked into a deal that, because of changes to policy affecting either a landlord’s income or 
costs, no longer reflects a fair valuation and could have a material impact on viability. This 
could be a major change in national rental policy or a significant increase in the 
environmental standards expected of council housing. 

2.66 In exercising the power in this clause, the Government would have to issue a further 
determination and consult on it.  The government has been clear that it only intends to use 
this power if a change is made which would have a substantial, material impact on the value 
of the landlord’s business. 

3.0 OPTIONS 

3.1 The Localism Act contains provisions which abolish the existing subsidy system and 
introduce a self financing system from April 2012.  The Council must prepare and position 
itself to do this, it is a legal requirement.  .   

3.2 Where options exist on how the Council can shape its response to self financing, they are 
contained within the main body of the report. 

4.0 RECOMMENDATIONS

4.1 It is recommended that Cabinet note the following: 

a) The implications of the Council’s HRA Self Financing Determination set out in this report 
and the debt allocation of £74.700m

b) The cap on borrowing of £74,701m which will apply throughout the life of the Council’s 
30 year business plan

c) The HRA self financing debt settlement payment to DCLG of £67,455,541 which is to be 
financed by borrowing on 28th March 2012 

d) The borrowing ‘headroom’ available of up to £4,448,409 to the debt cap
e) That the level of the Council’s assumed existing debt is estimated as of 31st March 2012 

and may change following the preparation of final 2012/11 accounts, to be finalised by
September 2012. 

f) That any underspend against forecast expenditure within the HRA in 2011/12 will have 
an impact on the opening balances of the Business Plan.     

g) That the preferential PWLB borrowing rate will not apply to funds accessed as part of 
the Council’s borrowing ‘headroom’. 
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h) Should the Council’s preferred approach be to borrow and repay the interest on the loan 
only, as per the base business plan assumption, this will not mean that the Council is 
building reserves to repay the principal.  The Council will still be required to repay the 
loan at the end of the term unless surpluses are diverted specifically for that purpose.    

i) The assumptions contained within the base business plan 
j) The outcome of the sensitivity testing against the base business plan and the impact on 

reserve balances 
k) The issues, assumptions and detailed options appraisal contained within the draft Asset 

Management Strategy
l) The need to consider the additional skills and capacity required to deliver a new build 

affordable housing programme.  
m) The issues raised with regards to the future governance of the Business Plan 

4.2 It is recommended that Cabinet agree the following:  

a) A loan of £67,455,541 to be taken out to service the settlement payment to CLG  
b) That the loan is to be taken out on a 50 year term at the lowest fixed term rate of interest 

available on 28th March through the Public Works Loan Board. 
c) The principle that further loans up to £4.448, 409 (i.e. the borrowing headroom) be taken 

out as and when required to fund the development of new housing. 
d) To approve the draft Housing Revenue Account Business Plan 2012 and related 

strategies (appendices 1 to 2)
e) To introduce target rents on relets from April 2012
f) To approve the Housing Revenue Account (HRA) – Supplementary Estimates 2012/13 

and HRA Capital Programme 2012/13 to 2016/17 (appendix 4)
g) To implement a programme of proactive removal of asbestos containing materials to 

void properties
h) To reach agreement in principle to adopt a decoration standard for the housing stock, 

this may include redecoration of void dwellings. Further work to be undertaken to 
develop the standard for consideration by October 2012. 

i) To reach agreement in principle to implement a programme of new construction of 
affordable homes within the district, the volume of which to be determined by the 
surpluses available each year.  Further work to be undertaken to develop an agreed 
programme aligned with the levels of surpluses available. 

j) To reach an agreement in principle to explore further the options available around the 
installation of Solar PV systems to the housing stock, with those options to be 
considered by October 2012.

k) To agree a full review of the current sewage charging policy and to work towards a 
system to operate on a ‘full cost recovery’ basis.  A full report to be considered 
separately on this matter specifically.

l) The preferred method of ensuring appropriate governance of the HRA Business Plan 
from April 2012

5.0 REASONS FOR RECOMMENDATIONS 

5.1 The new HRA self financing system is to be welcomed as the changes provide the Council 
access to rental income that is generated by its own housing stock.  The Council will in 
future directly benefit from all efforts to control costs and generate efficiencies, and will 
have the freedom to determine where surplus investment capacity is most appropriately 
directed.

  
5.2 Where clear officer recommendations exist, these are based on consideration of the 

information contained within the Asset Management Strategy, the base business plan and
tenant input in to the development of options for the maintenance of their homes.    



19

6.0 IMPLICATIONS

6.1 Risk

As detailed within the body of the report, with the freedoms and flexibilities offered under the 
new housing finance system comes new responsibilities to the authority.     A number of risks 
will also transfer to the Council from central government.  

Notable ongoing risks to the Business Plan include:  

 Interest rates increases
 Inflation rises on energy, repairs, management, investment
 Income recovery reducing due to the impact of benefit changes/economic climate
 Increase in voids, resulting in lost income and an increased cost of void management
 Stock changes, including reductions through Right to Buy and retention of only 25% of 

capital receipt
 Debt, the amount of debt allocated, the cap on debt and the repayment profile 

These risks will need to be actively managed by the Council and it will need to consider its 
exposure to risk and what actions it can take to control or mitigate any adverse impacts on its 
financial plans. 

As detailed in the main body of the report, a sensitivity analysis has been undertaken on the 
HRA Business Plan to examine the impact that small changes can have on its inherent 
affordability.  Analysis has revealed that small changes in assumptions could have significant 
implications for the plan and as such it is considered crucial that the Council maintain a 
prudent level of reserves within the HRA and reconsiders the appropriateness of those levels 
on an ongoing basis.

Where possible, prudent and conservative estimates have been used when preparing the 
HRA business plan

A risk assessment is contained on the options within the draft Asset Management strategy 
and recommendations are made within Appendix 1, HRA Business Plan, pages 24 to 27 to 
ensure that risk management is an integral part of future governance from April 2012 
onwards.

6.2 Financial

The financial implications of the move to self financing are identified and inherent within the 
report and risk sections.    The report and the Housing Revenue Account Business Plan are 
based on the most current financial information available and as such may be subject to 
amendments prior to final adoption.  This will be particularly relevant in respect of the 
Council’s borrowing strategy. 

All investment decisions arising from the move to refinancing should be taken in view of the 
wider impact on the Council.    The impact of the proposals on the Council’s General Fund 
activities are considered within the report. 

6.3 Legal

Under the provisions of the Local Government and Housing Act the Council is required to 
prepare a budget that will ensure that the HRA is not in deficit.  The Local Government Act 
2003 requires the Chief Finance Officer to report on the robustness of the HRA estimates 
and level of reserves.  
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The Council must ensure that the provisions contained within the Localism Act relating to self 
financing are implemented from April 2012 and that all existing legislation to which it currently 
has due regard in relation to the Housing Revenue Account continues to be adhered to.   

6.4 Equality and Diversity

There are no direct implications arising for Equality and Diversity issues arising from the 
information contained within this report or related appendices.    An Equality Impact 
Assessment has been undertaken on the Draft Asset Management Strategy and the 
Housing Revenue Account Business Plan.    

7.0 Alignment to Council Priorities

 To be a Forward Looking Council 
 To Enable our communities 
 To Develop Stronger Communities 

8.0 Wards/Communities Affected

8.1. All
______________________________________________________________________________

Background papers:-
 Final HRA subsidy determination 2011/12 issued by CLG on 10 January 2011
 Implementing Self Financing for Council Housing, CLG 1 Feb 2011
 Self financing, planning the transition issued by CLG on 28th July 2011
 Streamlining Council Housing Asset Management: disposal and use of receipts CLG 26th

August 2011
 Treasury Management Implications of HRA reform. CIPFA 25th August 2011 
 Calculation of Depreciation Charge to be applied to HRA, CIPFA 25th August 2011
 Report to Cabinet 10th January 2012 – Housing Revenue Account (HRA) Estimates 2012/13
 Impact on South Holland’s HRA of self financing proposals – February 2012 – Sector 
 Reinvigorating Right to Buy and One for One Replacement  - 22 December 2011 DCLG
 Determinations to implement self-financing for council housing – 1st February 2012 DCLG
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