COUNCIL
22 JULY 2004

ITEMNO. 10

HOUSING OPTIONS APPRAISAL

Responsible Cabinet Member (s) - Councillor Bill Dixon, Housing Portfolio

Responsible Director (s) - Cliff Brown, Director of Community Services

I ntroduction

1

To advise Courxil of the Housing Option Appraisal Process and the propased
recommendation to be made to Courrcil in resped of the future management of the housing
stock following afull options appraisal.

Information and Analysis

2.

The process of option appraisal has been driven by the foll owing statutory requirements:.-
(& Dent Homes Standard

(b) Option Appraisal Sign Off by ODPM

(c) BestVaue

Within these broad statutory requirements there ae further individua requirements in terms
of processes, timescdes and tenant involvement.

It istheinteradion ketween the Decent Homes Standard, the requirements of the

Option Appraisal process, in particular the aoility/inability of local authorities to meet the
Decent Homes Standard by 2010and guality of housing management and repair services,
that in many cases influences tenant choice, an essential and statutory requirement in the
process. This ultimately helps determine the dhoice between options available for future
management of the housing stock.

Background

4,

The Communities Plan, Sustainable Communities, Building for the Future, was launched by
the Deputy Prime Minister in February 2003 It covered arange of issues in respect of
sustainability and included areview of the padlicy framework and delivery mechanismsin
placefor meding the Decent Homes Standard, requiring compliance with the standard by
2010
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5. The Decent Home Standard is a Government initiative to ensure dl social housing reaches
the required standard by 2010invalving the following criteria:

*  The statutory minimum fitness gandard for housing
» Hasreasonably modern facilities and services.
* It has areasonable degreeof thermal comfort.

The type of works to meet the standard include, kitchen and bathroom renewal, roof
improvements, externa structures, window and doa renewals, internal finishes, eledrical
rewiring, communal living areas and aff ordable warmth.

6. Resporsibility for delivering the Decent Homes target rests with individual locd authorities
or housing associations and this must be an integral part of any Housing Business Plan.
These plans must set out:-

(@ The arrent positionincluding the wndtion d the stock, costs of renovation work
and the services provided to tenants.

(b) The priorities for investment and the service improvements agreed with tenants.
(c) Ananalysis of likely resources avail able.
(d) Anaction dan for deliveringthe identified properties.

7. Anessential element of businessplanning is an option appraisal of possible dternative ways
of meeting the identified ojectives. For courcil housing the Government requires us to
consider the aternative management arrangements. Members, tenants, leasehalders, and
staff must play amajor part in the option appraisal. In particular it is seen as essential that
tenants and leaseholders are engaged at the outset in defining objectives and priorities for
the future improvement of the stock, delivery of service. Whilst the work of the Courcil’s
staff in consulting, training and capacity building of tenantsis recognised as crucia thereis
also arequirement for an Independent Tenant Advisor (ITA) to be gppanted by tenantsto
provide good quality independent adviceto tenants. Thisisin additionto the consultants
appanted by the Courril to asdst in the financial and technica aspeds of the Housing
Option Appraisal as well as the consultation and communi cation aspeds of the process

8. All stock hdding local housing authorities are required to look at the costs and kenefits of
these options and those who canna med the cost of delivering the Decent Homes Standard
withou additional resources need to consider, with their tenants, the costs and kenefits of
the options considered before deciding which of them to pursue. In managing this process a
Steering Group comprising elected members, tenants and staff representativesin line with
Government guidance neals to be establi shed to oversee the review.

9. Every authority still with stock must complete an option appraisal for sign df by the
Government Officeby July 2005 Guidance onthe aiteriaincludes the need to:

(@ Develop proposalsto meet the Government’s key objectives.

(b) Appraise dl options equally, consistently and impartially.
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10.

11

(c) Maximisethe meaningful participation d tenants in the decision making process and
arriving at the preferred ogtion.

(d) Consider the prospeds for service delivery and improvement under the diff erent
options.

() Consider the varying approaches to tenant involvement and influence in any future
housing organisation.

Throughou the process, the Government Office North East (GONE) and the ODPM’s
Community Housing Task Force (CHTF) are actively engaged in developing and agreeing
appropriate mechanisms to ensure that courcils engage with stakeholders and dace tenants
at the heart of the process

In Darlington, the options appraisal was commenced in September 2003and kecause of the
complexities of the process consultants, Housing Quality Network (HOQN), were engaged to
asgst in thetechnical andfinancia aspects of the processandto generally assist in the
management of the Option Appraisal. A Steering Group comprising 3 Courcil Officers, the
Cabinet Member with resporsibility for Housing, the Chair for Social Affairs and Hedth
Scrutiny Committee and three representatives from the Residents Panel was established to
manage the process.

Options

12,

13.

14.

There ae four options prescribed by the Government which are available to courcilsin
considering how their housing stock shoud be managed:-

» Private Finance Initiative (PFI)

» Stock Retention by the Courril

* Arms Length Management Organisation (ALMO)
» Large Scae Voluntary Transfer (LSVT)

The only optionin which a Courcil transfers ownership of the housing stock isLSVT and
for thisoptionit is mandatory that there is atenant ball ot before proceeding. In the ballot a
simple mgjority of voting tenantsis sufficient to enable LSVT to proceed. Despitethis, it
has beame custom for loca authoritiesto ballot their tenants for other options and to
decide nat to procesd with a particular option where a negative vote is given by tenants.

Before considering each option, to set the Option Appraisal in context, the aurrent position
in respect of the Housing Stock in Darlingtonis that:-

»  The Decent Homes Standard can be delivered through current Housing Business Plan
investment of nearly £35m to 2010

¢ Investment over 30 yeas amounsto £124n.
e Current programmes for major refurbishment comprise new kitchens and bathrooms on

a30yea renewal cycle, including rewiring and seaurity. Central heding isrenewable
ona?20year cycle.
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15.

16.

Work with Courcil tenants during the cnsultation stages has, however, led to the
development of adraft Darlington Standard, incorporating aspirations for investment above
the Decent Homes Standard invalving investment of upto £149n over 30 yeas. The
development of this standard hes tended to broadly equalise investment between ogtions and
the medium term impact uponthis option appraisal after considerable tenant consultation, is
summarised as follows:

(8 Stock Retentionwith additional borrowing : £49.5m over 6 yearsto 2010

(b) Arms Length Management : up to £54m over 6 yeasto 201Q but including an e ement
of environmental and regeneration investment which, though able to be part of abid,
would be subject to Government suppart.

(c) Stock transfer : £525m over 6 yeasto 2010

Each optionwill be described, current issues and the financia implicationsidentified in the
remainder of this section.

Private Finance I nitiative

17.

18.

19.

PFI for Courcil housing istypically based ona 30 year contrad between the @urcil anda
consortium, usualy a Housing Association, Construction firm and afunder. The
Consortium usually forms a cmpany specificdly for the purpose of operating the cntract,
borrows money up front on the private markets and recvers the investment and orgoing
revenue in the form of annualised contrad payments over 30 years paid by the Courcil. As
the aost of additional investment and refurbishment isincluded in the mntract, the cntract
payments are greater than the level of expenditure aurrently within the HRA and the
Government pays ubsidy to make the contract aff ordable.

Thefirst round @thfinders have been developing their schemesfor along time. After
nearly four and a half years from first application, Manchester City Courcil became the first
courcil to sign aHRA PFI contrad in February 2003 The LondonBorough of Islington
became the secondto sign in March 2003 After agap of two and a half yeas, Round 3
Expressions of Interest were recived by ODPM on 18December 2003 A small number of
large urban courrils have expressed interest including Birmingham, Salford and
Manchester.

The following are the aurrent key issues for PFI schemes:-

* PFlisnat sef-financing and may require alditional HRA fundng at the expense of
others areas outside the PFl area. To makeit stadk upfinancialy, in redly bad areas,
the agument is that you are probably already spending higher that average levels of
maintenance @sts D it can bejustified. This olution canna therefore, be used for the
whole stock and hes tended to emerge as afavoured option for areas or stock types,
which need significantly higher than average levels of investment to reach amodern
standard. Inthetwo roundsto date, only around 25000 poperties are involved.
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20.

* Theinvoavement of so many partiesin anegotiation processis extremely complex and
the outcome is a performance @ntract, aff ecting partnersin a consortium over a 30-
year period. Interested courcils generally need to be convinced of the unavailability of
aternative private finance or regeneration funded ogtions before ammmencing.

»  Schemesizetendsto be upwards of 1,000 bu lessthan 3,000 popertiesin very poar
condtionand/ or comprising unpopuiar stock usualy in areas requiring wider
investment in regeneration.

In view of the good condtion d the mgjority of stock in Darlington it was very quickly
established by the Steeing Groupthat thisis not, therefore, an appropriate option for the
investment in regeneration.

Stock Retention

21

22.

23.

24,

25.

Broadly, this comprises continuation d direct ownership by the courcil with howsing
management provided by staff employed by the wurcil. However bath GONE and CHTF
have made it very clea that if courcils deddesto og for stock retention, this must involve
change. Inthis case, therefore, proposals must show that real and significant change will be
achieved.

In considering stock retention, to continue on the basis of existing business planning is not
an option. In Darlington, tenants have therefore been keen to explore how change can be
realisticadly achieved in order to fulfil their investment aspirations.

Currently, the Housing Business Plan profil e shows investment at £34.6m (unadjusted for
asumed stock loss) over 6 years from 20042010and £124n over 30years. In resporseto
tenant aspirations arising from consultation duing January 2004 officers developed a draft
Darlington Standard investment profile which increased investment to £525m over the 6
year periodto 2010

This developing standard has been the subject of detailed consultation and investigation
with tenants and comparative programmes, reflecting their priorities have been devel oped.
While these are fully outlined in Appendix 1, the latest rounds of consultation dd produce
some reduction in the Standard, particularly aroundthe frequency of replacement of
kitchens and bathrooms from every 15 yeasto 20years. This means that the 30-year
investment profile of £1488m shoud be treated orly as the maximum financial implication
and tenants are aurrently happy to move to paentially lower levels of investment in some
areas of work.

Resource projedions for cagpital include the Courcil’s current forward plans for the use of
Right to Buy capital recapts at the level of 25% of the total. Suppated Capital Expenditure
has been assumed to be utilised onother Housing Strategy priorities. The receipts allocaed
to the HRA are around £22m over 6 yearsto 2010
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Financial Implications of Stock Retention

26.

27.

28.

29,

30.

3L

The aurrent Housing BusinessPlan shows that it is possible to med the Government’s
Decent Homes Standard for all properties within the 2010 aealline.

Notwithstanding this, in the context of delivering an acoeptabl e stock retention ogion, the
investment shortfall of the expenditure profile of the current Business Plan against the draft
Darlington Standard is£17.9m to 2010and around £25n over 30 years. A scenario hes,
therefore, been modelled invalving the Courcil utilising some of the surpluses available
within the HRA, which are currently used to fundworks within the Housing Business Plan,
to fund ursuppated prudential borrowing undy the provisions of the new Local
Government Act 2004in order to achieve the draft Darlington Standard.

While the ODPM do nd specificdly identify this option bah GONE and CHTF have
confirmed that it is an appropriate goproach to the Stock Retention ogion. It isnot an
option open to many locd authorities due to the investment required in most locd
authorities to meet the Decent Homes Standard and reflects the investment in improving and
repairing the housing stock over along period d time and hedthy position d our HRA with
revenue ontributions to capital outlay (RCCO) levels at around £22m per annum.

Based oncurrent properties, the draft Darlington Standard has an investment profile of
£52m reducing to £507m with stock lossin the period 2004to 2010 On anillustrative
basis, consultants HQN have @ culated that borrowing of upto £20n might be prudent to
financethis additional investment. This represents the maximum level of borrowing and as
indicated ealier, the latest consultation shows a reduction in expectations for kitchen and
bathroom replacement from 15 yearsto 20yeas. The Courcil could, therefore, reduceit’s
borrowing requirement accordingly or alternatively look to invest the savingsin ather tenant
priority expenditure aeas. The borrowing would be phased over the 6 year period, with
interest rates assumed to rise to 5.5% (consoli dated) towards the end of the decade with a
prudent all owance of 7% of ongoing debt level set aside per year to cover principal
repayments. Asthe new borrowing would be @nsolidated with existing HRA debt, there
may be asmall impact onthe General Fundamourting to £3150(200506), £1,395
(200607) and £649200708)

This senario suggests that the HRA can continue to be managed in surplus over the very
long term although there would be aneed for service expenditure reductionsin the midde
period, particularly after 201011 Thisis because there would till be shortfalls against the
capital expenditure needs from 2011-2034and these would need fundng. One option
would beto commit additional revenue contributions to fundthe programme & the
appropriate level to seaure a30 year investment total of £133n asrequired. Reductionsin
service expenditure of upto 20% might be required over the longer term to off set this,
equivalent to £1Im pa based onthe arrent budget. However, with the introduction o
recommendations from the Access to Services BV review invalving the introduction o a
Cdll/Contaa Centre and the options for efficienciesin respect of NeighbouhoodHouses, as
well asthe reductions in repair and maintenance spending from aforecast 30% plus
reduction in housing stock over the same period, thisis anticipated to be adievable.

For instance, based onarevenue budget of £5m after deducting RCCO’s of £2.2m the
propaosed savings are shown in the following table:-
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Table 1: Proposed Savings

32

33.

34.

35.

36.

37.

Budget Item Annual Budget Proposed Savings

£000s £000s

Repairs 1,500 300

Cyclical Maintenance 500 100

Suppat Service Recharges (1) 855 125

Staffing costs 1,250 175

Other Management Costs (2) 895 300

Totas 5,000 1,000

Note: (1) Includes £227120Community Services Client Suppat Charges.
(2)  Includes Warden Services, Building Cleaning and Grounds Maintenance.

It is proposed that rather than waiting until 2011to make the savings that these savings are
achieved ower the next 10 years.

The repair and maintenance costs can redlisticdly be cut by 20% to reflect the reductions in
stock through time, although it shoud be noted that some types of cyclicd maintenance
relates to work predominately undertaken in sheltered howsing schemes where no Right to
Buy applies or blocks of flats with alow take up d sales. This sioud however be off- set by
improvementsin procurement arrangements.

The Suppat Service recharges are mainly based onusage so areductionin property
numbers and housing staff numbers, couded with ather efficiency savings initiatives sich
as Housing Officers taking standard rent arrears cases to Court shoud resultsin savings of
14%. Thisisonly achievable however if ecmnamies of scde are made in the departments
providing the suppat services whil st also reagnising that some recharges are fixed.

Theintroduction d a Call/Contact Centre and the options for efficienciesin resped of
NeighbouhoodHouses together with stock osses suggests that simil ar savings of 14%
could be achieved in dred staffing costs.

The dharges for Grounds Maintenance, Building Cleaning and the Warden Service were dl
reviewed as part of the Revenue Budget for 200405 when Cabinet agreed to meet the
shortfall between income and expenditure by directly charging service users the true st
and phesing theseincreases in over afive-year period. This equatesto paential additional
income of around £300k

This option could therefore result in an investment programme totalling £495m to 2010and
providing the long term profile can be funded by managing revenue expenditure
accordingly, afully funded profile of £133n over 30yeasis achievable.
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Arms Length Management Organisations (ALMO)

38.

30.

40.

41.

42.

Under thisoption, the courcil establishes a new arms length organisationto take over the
landlord services for a specified period. The ALMO isanat for profit company, limited by
guarantee and owvned by the courcil. The ALMO operates under aframework agreement
with delegated powers from the wurril, delivering all |andord services, either utilising
directly employed staff, contradors or continued courcil servicesin the short term. The
principal benefit is that the programme of works within the ALMO isfunded by the
Government through howsing subsidy as oppased to, for instance, stock retention, whereby
the courcil would need to barow the alditional resources required.

Some features are mmon with stock transfer, for example the board of management, it's
membership and the need to establish a separate legal entity. Staff delivering landord
serviceswould move arossto the ALMO under TUPE. Inall other respects, the ALMO is
distinct from stock transfer which is described later. In summary:-

(& Theownership of the assets stays with the auncil which remains and land ord.
(b) Tenancies and rights remain urchanged.
(c) The areament with the ALMO isfinite andreversible.

(d) No ather option could develop withou the expressconsent of the courcil andits
tenants.

The Government has provided additional resources for courcils which wish to establish an
ALMO, subject to the achievement of a minimum 2* best value rating arising from an
inspection d al landord services. The Housing Inspection star rating appliesto the
ALMO, once established and nd the courcil prior to the establishment of the ALMO. In
the first two rounds, the maximum additional resources provided for housing investment
represented the equivaent of £5,000 per dwelling athough this ceiling has snce been

dropped.

The pubic sector financial regime stays in place under thisoption. The HRA would
continue and dstribution d the additional resources, as well as existing Mgor Repairs
Allowance, would continue to be undertaken by asmall sedion d staff continuing to be
directly employed by the courcil. Asthe HRA staysin plage, any changesto the local
authority housing finance system will affect the ALMO.

To receive additional resources, authorities must not only satisfy the appropriate aiteria and
have established an ALMO, but also demonstrate that the resources are required and will be
put to good se. Given the demandfor ALMO’s nationdlly, it is likely that the priority
criterion affeding the level of allocation will be the extent to which additional resources are
required to enable an authority to fully meet the Decent Homes Standard. Thisisthe

chall enging issue for Darlington shoud it chose to apply for an ALMO as the current
BusinessPlan does meet the Decent Homes Standard.
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43,

44,

45,

46.

47.

48,

49,

50.

In 2001 formal appli cations were submitted by 14 local authorities for additional ALMO
resources of which 8 were successul. In Round 2in 2002 13 authorities applied, including
the six unsuccessul first round bdders and all 13 were given condtional all ocations of a
propation d their bids, making the total allocated to the 21 successful bidders £655n
against the nationa allocation d £460m from the 2000 Spending Review.

For Round 3during April 2003 15 expressed interest and 14applied to join the programme
with 13accepted orto the programme.

Round 4applications total some £1.8 hilli on and the outcomes of these gplications are
scheduled to be aanourced in May 2004 In September 2003 19 local authorities expressed
interest and 4withdrew, either as aresult of poa mock/interim inspection ratings or to
pursue an alternative option (ie stock transfer).

For Round 3and 4the available dlocaion d £700m between 2004and 2006is
considerably over subscribed with total bids of over £3.6 hillion. Allocations are now being
based more spedfically aroundli abili ties towards the Decent Homes Standard compared to
the first two rounds when a more comprehensive bid was the norm.

Successful Round 4ALMO’s would begin spending additional resourcesin 200306 ona
4 year programme of spendto 2009 A passible Round 5(which would be goplicableto
Darlington, if this option was chosen) would therefore be spending additional resourcesto
meet the Decent Homes Standard between 2006and 2010 Reaent comments by the
Housing Minister have indicated that the actual pre-allocation o additional resources
indicaing the likely treatment of Round 5and future rounds will be delayed urtil after the
July 2004 Comprehensive Spending review and, therefore, at thistime, Round 6looks
extremely unlikely given these circumstances.

The availability and timing of ALMO resources is therefore potentially critical to a courcil
in Darlington’s position shoud an ALMO option ke dhaosen.

Also significant in the context of the ALMO programme is the first no vae by tenants
during December 2003and January 2004 in the LondonBorough of Camden. It is probably
too early at this stage to assess the long-term consequences of this outcome dthough a dear
message is aroundthe importance of accurate and timely information to tenants. Of more
short term importance for option appraisal projeds, isthat the result prompted early
comment from ministers that the Decent Homes Standard would na be imposed ontenants
if they did na wish to suppat the only options which are able to deliver it.

The following are the key current issues:
(@ Whether ODPM continues to suppat applications at the level of the full bid.

(b) Whether and to what extent there is fundng for aRound 5SALMO programme.
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Financial Implicationsof ALMO

5L

52

53.

54

The main problem for the Courcil in respect of thisoptionisthe very low level of Courcil
dwellings which are non-Decent Homes in accordance with the Decent Homes criteria and
the relatively low cost of £11m to kring al the housing stock to the minimum standard by
31% December 2010and the full Decent Homes related investment of £38m.

Nevertheless, HQN advised that a aedible bid could be mourted onthe foll owing basis:

(@ A significant andrising level of the aurrent Housing Business Plan investment
programme has been committed to regeneration : 33% in 200001, 38% in 200102,
risingto 43 in 200203 and 4®6 in 200304. Thisreagn sesthe need for investment
in the wider environment and regeneration in the Borough.

(b) Based onan average of 40% of capital resources committed to regeneration and wider
investment over the next 6 to 7 years, the dlocation for regeneration type investment is
projected to be £138m in line with the aurrent and previous investment palicies of the
courcil .

(o) Theimpact of thisisthat the shortfal against the Decent Homes el ement of the profile
will therefore increase to £18n, comprising the basis for an ALMO Decent Homes
application. Under current guidance, asmall amourt may also be added for
environmental issues of upto 10%, in line with ather ALMOs in the North East,
making atotal bid of £19.8m.

Onthisbasis, it was identified that atotal investment programme to 2010could therefore
approach £544m subject to Government approval of the application. Thisformed the basis
of consultation with tenants.

It was only after the consultation with tenants had been concluded that a letter was receved
from the ODPM (Appendix 2) advising the Courcil that ALMO fundng would nd be
avail able due to the solution identified in the previous option invalving the Courrxil
retaining the housing stock and securing the necessary investment through Prudential
Borrowing.

Large Scale Voluntary Stock Transfer

55.

56.

The Large Scde Voluntary Transfer (LSVT) programme has now been running for well

over 14yeas. Early LSVT proposals established the base for the condLct of the programme
which has now covered over 100 courcils and well over 750000 poperties. Despite some
reversals particularly in the early part of this decade, LSVT remains the main basis for
levering in private finance to sustain additional investment in the housing stock and
improved services.

The erliest transfers were to traditional style housing associations. In 1996 the model of
the Locd Housing Company was formed which allowed Boards of Management of new
landlords to consist of threeway membership between the murril, tenants and independent
board members. This has remained the predominant form for whole stock transfers. During
1999 the Government agreed to write off so-called overhanging housing debt thereby
opening up the transfer option to many urban courcils with low value stock.
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57. Financialy, the transfer processworks on the basis that current HRA expenditure on debt
charges and regative subsidy become available to anew Asciation to fund loans to
purchase the stock and finance investment, withou the expenditure courting against the
Public Sector Borrowing Requirement. EXisting debt is written off and there may be some
money |eft over for investment in other services, especially for meeting aff ordable housing
need.

58. Any transfer of over 500 popertiesis deemed to be aLSVT subjed to spedfic guidance,
which includes a ball ot of tenants, in which amajority must suppat the transfer propasal in
order for it to go ahead. Transfers abowve this gock number must also be to a Registered
Socia Landord (RSL) or Housing Association, registered with the Housing Corporation.

59. Thekey features which dstinguish LSVT from an ALMO are asfollows:
(@ LSVT istheonly optionwhere ownership of the stock changes.
(b) TheHousing Corporation acts as regulator rather than ODPM directly.

(©) AnRSL isnat subject to public expenditure restrictions athough rent restructuring
does apply asfor loca authorities.

(d) Tenants have an Asaured Tenancy where the main rights aff ected are the Right to Buy,
Management and Repair. The Right to Buy can be preserved for tenants who were
previoudy Courcil tenants. The Rights to Manage and Repair can be included within
the commitments of the new organisation at transfer. It shoud however, also be noted
that the Government is due to advance proposalsto develop asingle socia housing
tenancy.

(e) A RSL isableto reaive grant fundngfor new build from the Housing Corporation and
Regional Housing Boards.

60. Transfer can beto arange of organisations or types of organisations. Theseinclude existing
RSLs, newly created stand alone RSLs or newly creged RSLs belongng to agroup
structure with an established RSL. The key diff erences between these options rel ate to:

(@ Thesense of locd belonging associated with whether transfer isto an existing or a
newly created body.

(b) Theoppatunitiesto seaure econamies in management by transferring into an existing
infrastructure.

(o) Additional skillswill berequired including financial and treasury management and
potentiall y development and construction skills.

61 Incetain circumstances, if the stock to be transferred is of low value or deemed risky, an
existing RSL may also be able to useits existing assets to ensure atransfer could proceed.
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62. The gpetite from the private and fundng sector for stock transfers continues to be
sufficient to provide fundng for all thaose transfers currently reaching conclusion. There ae
however concerns that rent restructuring. The limiting of RSL rent increases to half a
percent abowve inflation hes limited the ability of some transfersto proceed by depressing
valuations and/ or providing too much pressure on the future business plan for the RSL.
Certainly the Government shows every sign of suppating stock transfers at the rate & which
courcilswish to pusue them. In contrast to the ALMO programme, the acceptance or
otherwise onto the transfer programme is dependent uponfinancia feasibility and the
propaosal s within the scheme, rather than in competition with ather appli cants.

63. High profile rgections of stock transfers by tenants during 2001and early 2002 at Dudley
and Birmingham in particular, have, whilst certainly nat leading to a genera trend d no
votes, placed the achievement of the Government’ s original Green Paper objective of
200000 poperties per yea to transfer under presaure. Since 2002 transfers have not been
proceeding at this rate and the ODPM has been forced to reconsider its overall approach to
the financing of housing capital investment in the wntext of the overall achievement of the
Decent Homes Standard for all stock by 201Q Thisled to the PSA Plus Review of Decent
Homes Delivery and the key elements arising from this which can be seen as an attempt to
re-invigorate the transfer option, are & follows:

(& Clearance of redemption premiums on (PWLB loans only) as well as overhanging debt
onlow value transfers.

(b) Exploration o waysto fund regatively valued transfers, although PSA Plus appeasto
rule out central grant fundng; concentration is therefore expeded onusing other local
resources or the security of existing housing asociations financial strength.

(c) Partia debt clearance for partia transfer in order to ensure the capital recapt from any
subsequent whole stock transfer is as far as possible available for the authority.

(d) Some aiticisms acknowledged of value for money on set up costs and the use of the
capital recaipt following transfer, with acommitment to find ways to, measure value
for money at thelocd aswell as nationa level.

(e) Consultation onalternative fundng mechanisms: National Joint Venture, Structured
Fundng and Capital Market Aggregation Vehicle. These offer alternative gproaches
to the traditional fundng method

(N Reaxation d the upper limit of 12,000 poperties for individual RSLs.

64. Thelatest programme received less than 10full stock applications in December 2003
largely as aresult of theintroduction o the Option Appraisal Guidance and perceived
increased needs for consultation grior to Option Appraisal sign off. The majority of
applications were for partial transfersin large urban aress.
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Financial Implications of L arge Scale Voluntary Stock Transfer

65. A complex prescribed formulais used to determine the valuation d the housing stock for
LSVT. Insimpleterms, the formulareflects the level of revenue and capital expenditure
with higher costs lowering valuations. The vauation for Darlington' s housing stock, based
on 5926 poperties at 200405 prices and expenditure levels at the Draft Darlington
Standard investment requirement of £1488m over 30years, iIS£17.26m or £2913 per
property. Thislevel of valuationis able to meet set up costs, estimated at £3.5m and a
propation d debt redemption premiums arising from debt clearance with the remainder of
housing debt cleared by Overhanging Debt Grant from the Government. Thislevel of
valuationis abowve the paint of financia feasibility and thereis therefore, some leeway on
the spending assumption.

66. This meansthat the scope for additional capital investment beyondthe Darlington Standard
profileis limited athoughit shoud be possible to develop further additional investment
resources of around £%n over the period to 2010depending uponstock loss and cost
presauresin the short term. A key fador remains that stock reduction through orgoing use
of the preserved Right to Buy by tenants following transfer would in all likelihoodreduce
values further.

67. Thisoptionalso has sme wrporate implications in terms of internally provided services
which may nolonger be required. Thiswould probably require a @mbination d:-

o Transfer of staff to the Registered Socia Land ord.

* Reductionin staff numbers through turnover or redundancy.

¢ Re-dlocation d accommodation, with the aim of reducing accommodation costs
elsewhere.

68. In arder to achieve asuccessul tenant ball ot and to set up the transfer, abudyet of some
£50 is anticipated.

69. A Stock Transfer approach can be dharaderised as one which:-

(& Reiesuponthe aility of the cmurcil and funders to minimise future risksin the
delivery of investment programmes.

(b) Providesfor adlightly lower level of upfront investment compared to ALMO by
201011 bu still above aurrent programmes.

(c) Istheonly optionwhich provides any prospect of fundng capital investment past
projected levelsinto the longer term.

(d) Allowsrevenue fundng to be proteded at current levels for the long term, with fewer
chall enges from stock reductions but with reduced flexibility for serviceinvestment.
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70. The key advantage of stock transfer isthat the long-term fundability of revenue services and

capital programmes can be secured from day one. In effect, the valuation would provide
for:

(@ A 30year investment programme of £1488m in line with the Draft Darlington
Standard.

(b) Revenue services protected at today’ s level of expenditure for 30 years.

Consultation

71. The Government have been explicit within the guidancethat tenants and leasehadlders must
play a entral role in the processof option appraisal and shoud be engaged in al stages and
not just consultation onthe outcome.

72. At the onset of the process the Housing Division hed to submit a project plan for the Option
Appraisal Process which was originally planned to take place between September2003to
March 2004

73. The Project Plan outlined a number of key stages which included:
(i) Establishment of a Steering Group
(i) Development of a Communicaions Strategy
(iii) Development of a Tenant Empowerment Strategy

(iv) Public Engagement Exercises- to be undertaken over a 3 month period Oct 2003
Dec2003

74. A Steering Group comprising 3 Courcil Officers, the Cabinet Member with resporsibility
for Housing, the Chair for Social Affairs and Health Scrutiny Committee and three
representatives from the Residents Panel was established to manage the process. The 3
tenant representatives were nominated by the Residents Pandl.

75. Throughou the process this group met fortnightly and were resporsible for ensuring the
project timetable was met and for the production o the Communication and Tenant
Empowerment Strategies. They were dso resporsible for reviewing progress and evaluating
consultation exercises and results. The group had clear objective for the processwhich
were:

*  To establish tenants preferences for the future ownership and management of courcil
housing

*  To determine tenants and leasehd ders priorities for future investment and
improvements in services

» To effectively engage tenants and leaseholders in the process to ensure sign off by the
CHTA
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76.

77.

78.

79.

In the latter part of December 2003the Steering Group eval uated the consultation that had
taken place. Concernswere raised abou the low level of understanding amongst tenants
and the low numbers that had been engaged in the process It was agreed to extend the
consultation period by afurther 3 months and that further work was required to increase the
level of engagement, to engage yourg people, including families with children and ethnic
minorities. The second plase of the mnsultation was to concentrate onraising the
awareness of the stock options, personalising the engagement techniques used, the inclusion
of pre paid reply envelopes for the return questionnaires and the use of incentives. At a
recent seminar on Option Appraisals, Darlington was used by GONE as the good practice
example on hav to consult tenants and they were particularly pleased with ou commitment
to ensuring that tenants were adively engaged even when this meant our original timetable
had to be extended.

In considering the second ptase of consultationit is clear that a higher number of tenants
had been engaged in the stock options process with 2033tenants completing questionreire
and increase in numbers attending the seand plase of locdity meetings and 90tenants
attending the Shaping the Propcosals event. The analysis of results also showed that the level
of understanding of the whole processwas much increased from 59% (first phase of
consultation) to over 77%. Throughou the process a representative of CHTF, appanted by
the ODPM provided advice and suppat to ensure the process meets the Governments
requirements. Feedbad given by the CHTF on the process has been pasitive.

The remainder of this sction cetails the extensive cmnsultationwork undertaken between
October 2003and April 2004in terms of work arising from these strategies. Consultation
with stakeholders has included:

* Appantment of the Independent Tenant Advisor (PEP) by the Residents Panel.
» Seven consultative briefings for staff.

» Two consultative briefings with the Residents Panel.

» Three mnsultative briefings for eleded members.

* Newdetters delivered to al courcil owned hames and applicants.

* Two rounds of locd meetingsin Autumn 2003and February 2004

» Focusgroups and hane visitsto concentrate on herd to reach groups.
e Questionraires for tenants.

* Radio Advert/AwarenessRaising.

* Focus Groups.

* Work carried ou by PEP.

* Anend d consultations conference— ‘ Shaping the Propacsals .

A newsletter, a special edition d the Courcil’s Hot News from Housing was distributed to
al tenants and howsing applicants in early November. The Options process was introduced,
the options outlined and a series of 8 locd medings were advertised in November. On the
back areply panel invited people unable to attend the local meetings to return their
comments to the courcil. Thirty comments were received, many of them ‘oneliners
indicating peoples stisfaction with the auncil or expressing their desire to remain courcil
tenants.
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80. A total of 90 people dtended the local meetings and all meetings lasted around two hous.
Each sessionincluded a slide presentation, giving the badkgroundto the option appraisal,
information abou Decent Homes and each of the 4 options. People were invited to ask
questions throughout, and specifically were asked for views on service standards, how they
wanted to seehomes managed, what were the important issues for residents, the standard
whichever landlord is chosen shoud be providing for both howses and the environmental
aspects of housing estates in the future. The common messages are shown below:-

* Desirefor ahigher standard than Decent Homes.

» Desirefor strict tenancy management, particularly on reighbou nuisance and anti
social behaviour.

e Concern abou theright to buy because with LSVT, existing tenants have their right to
buy protected bu new tenants can nolonger buy their house. This was therefore seen
as an advantage over the other options where heavy stock losses would still apply.

*  Concern abou security.

»  Concern abou rent.

* Lack of information, poar impressons and mistrust of Housing Associations.

»  Thegenera view that Darlington Borough Courxil isagoodand efficient land ord.

* Elderly people wanted additional services to enable them to live independently for as
long as possble.

» A concern that only aternative options to retention kring extra resources.

81 A first questionraire, designed as an interviewer completion survey resulted in only 87
guestionraires being filled in, despite real effortsto boast numbers and it was dedded to
redesign a survey which could be self- completed. These were distributed in the second
week of January 2004together with areply paid envelope. Thisincluded questions abou a
draft Darlington Standard for investment, which had been influenced by both the Residents
Panel and tenant feedback during the first roundconsultation meetings. The resporse was
good with 2033 returning completed forms.

82. PEP, the independent tenant adviser, attended most of the initial meetings with tenants, to
listen to the questions and concerns of attendees and also to promote their service and
encourage itsuse. The PEP 0800advice line number was advertised prominently onthe
courcil’s newdletter, and in a series of radio adverts that ran in the ealy weeks of
December. In the period upto the end o January only 14 cdlswerereceived. In addition
they attended residents groups and held surgeries, focus groups and meetings at sheltered
schemes. There were mncerns that some sections of the cwmmunity were under
represented in the initial consultations and PEP included further work to engage yourg
people, and ethnic minority people, and dans were made to encourage greater and wider
involvement, including more families with children. Messages were ansistent aaossthe
surveys and meeings with a strong desire for additiona servicesfor older and dsabled
people and for better tenancy management, particularly in respect of tadling anti-social
behaviour. Tenants want to go beyondthe Government’ s Decent Homes Standard and
identified the foll owing improvements as being important.

(& New kitchens and bethrooms every 15to 20years.
(b) Increesed security
(c) Douldeglazng
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83.

84.

85.

(d) Externa doars
() Rewiring
() Fencing and car parking

To ensure dl residents knew abou the option appraisal, and to try to ensure everyone
interested had a dhanceto attend the next round d meetings, personal letters, and an
invitation card were sent to every tenant. Seven medings took dace during the afternoors
and evenings of the week commencing 23 February. The meetings followed the same
format to the first round with a slide presentation cetaili ng the options, the findings of the
first round d consultations, including tenants priorities and the draft Darli ngton standard,
andin detail, how stock transfer, retention and ALMO might work if chosen as the option.

In addition, participants were asked to fill in an initial reactions survey before they left.
Questions including cheding how important people thought elements of the draft
Darlington Standard were and, their understanding and suppat for each o the options.
150people atended the meetings and 122people mmpleted a survey asummary of the
feedbadk from tenants from the secondround d consultationis shown in Table 1 owerled.

Table 2: Tenant’ s Fealback from Consultation

Option Questionnaire L ocality Meetings
Stock Retention 94% of respondents preferred | 74% felt this offered a
thisoption pasitive future
Arms Length Management 17% would consider this 21% felt this offered a
option positive future
Transfer 28% would consider this 8% felt this offered a
option positive future

There ae anumber of clear messages which have @mme out of the medings and surveys:-

» Broad endarsement of the Draft Darlington Standard. Debate suggested a need for
further detailed discussions abou issues raised severa timesin the medings e.g. the
addition o doule glazing, and the quality/replacement cycle for kitchens, the optionto
have walk in showers. The highest level of suppat wasfor ‘extrasuppat for elderly
and dsabled people’.

* Participants did na like alternative options, but stock transfer is, by a long way, the
most unpopuar.

« ALMO isviewed by some as offering patential to improve homes and maintain courcil
ownership, withou the risks and urcertainties of relying on extra borrowing.

* Retention with extra borrowing. Favoured by some, but other people had real concerns
abou the impact of re-payment would have onthe service in years to come.
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86.

87.

88.

89.

90.

All tenants recdved an invitation to * Shaping the Proposals', afinal event to round df the
consultations. Thistook dace on 5April and was a method d both feeding back and
inviting final views and refinements. It was attended by 17 staff, 8 Elected Members and 90
tenants and the key messages were as follows:-

(& The Draft Darlington Investment Standard was ‘abou right’, but the details need
further refinement. Asthroughou the consultations, suppat and provisionfor elderly
or disabled tenants was a priority.

(b) Inresped of Housing Services sme felt things $houd continue & they are, as they
work well and people ae satisfied. Others, that improvements shoud be made to
resporses to anti social behaviour, litter and the enforcement of tenancy condtions.
Some felt there was a need to tackle the root causes, and adknowledged that some
issues and problems were wider than just housing, with a need for the involvement of
other agencies including the Police Social Service. There was adesire to seegreater
tenant involvement and influence, in bah the service and investment plans.

(c) People sviews abou the pros and cons of each ogtion were explored and the findings
again unaerlined broad suppat andtrust for the wurcil. There were negative feelings
ranging from active dislike, fear and urcertainty, abou the other options especialy
stock transfer, whilst many people expressed mixed fedings and were unable to come
to any comfortable conclusions.

At the end d the discussions, retention, with and withou additional investment, clearly
emerged as the preferred option d most participants, with ALMO being viewed as a
potentiall y attractive but risky alternative.

Taking al of the consultationinto accourt it is clear that transfer to aregistered landord
would na be suppated and that people would prefer the wurcil to retain its homes.
ALMO isthe least unpopuar alternative option whilst retention with additional borrowing
is the more popuar option, but there are mncerns abou both repayment and certainty.

An Option Appraisal Steering Groupcomprising of Members, tenants and Officers has met
regularly throughou the @nsultation rocessto oversee the review and at its final meeting
on 27April 2004reached agreament that a recommendation be made to the courcil that it
explains the delivery of the Darlington Standard through the retention d the stock.

The option appraisal process developed hy the Steaing Group has included significant
involvement from tenants and stakeholders. The processhas produced afavoured ogtionin
so far as tenants themselves are mncerned, invalving Stock Retention with additional
investment. At an early stage, the option o PFI was ruled ou as being unachievable and
following extensive consultation there islittle tenant interest in LSVT.

Evaluation of Options

oL

In order to assist with an evaluation, Table 2 overled includes acomparison d the major
elements to asgst in decision making, with resped to the threeoptions that are available to
the Courril .
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Table 3: Evaluation of the Options

Retention —existing Retention — Stock Transfer
resources additional
borrowing
Consultation Priorities
Internal planned maintenanceto | No — 30 yea cycle as Yes—to 2010; Yes—for 30 yeas
Deceant Homeslife cycles current review required for
long term

Investment in sheltered stock As now Doubled Doubled
Investment in the environment | Asnow Improved Improved
and security
Investment in regeneration: Asnow Quadrupled Quadrupled

flats

Service devel opment, dealing
with anti social behaviour and
estate maintenance

Flexibility for investment
from the HRA

Least flexibility for
investment

Marginal increase of
budgets poss

Service development : elderly
services

Option noimpact

Option noimpact

Option noimpact

Tenant participationin dedsion | Requires development of | Requires Tenants on Board with
making tenant participation development of development of tenant
structures tenant participation participation
structures
The Option Appraisal
Government support for sign Unlikely — consultation Posdble given Likely to need more

off

commitsto delivery of
enhanced programmes

consultation and
confirmation from
council that can be
financed

work to show potential
support for Transfer

Risks

Policy and support

Government may not
support

Currently has tenant
support

Government Office
likely to support at
some level —low
current tenant support

Longterm maintenance

Increasing difficulty in
delivering onging

Review required asto
how long term

Covered in valuation

meai ntenance maintenanceto be
funded
Government / other assessnent | Adverse Will need persuading | Warranted survey
of fundability. required.

Thisinvestment
forecast will be
sensitive to changes
in Government palicy
towards houwsing
subsidy.

Thisinvestment
forecast will be
sensitive to changesin
Government palicy
towards houwsing
subsidy.
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Table 3: Evaluation of the Options (continued)

Retention —existing Retention — Stock Transfer
resources additional
borrowing
Financial and Funding
Investment to 2010 £34.6m £49.5m @ £52.5m
Investment 30 yeas £124m £133m £149m
Borrowing to 2010 Nil £20m Financed by Govt.
Subsidy
Additional Revenue Nil £1m pa (20%) Nil
Costs/Savings Required
Potential Maximum Impact on | Nil Nil £700K
Corporate Budgets for Support
of Repairs and Maintenance
Work from DLO Services. @
Other Isues Increasing revenue wsts | Depends upon Up front option
and disrepair if council financial development to gain
investment not enhanced | commitment to support could be £500k
borrowing and ® (pre-ballot)
meding challengefor | Corporate financia
potential reductions implicationin terms of
in service procurement of support
expenditurein long services.
term

Note(l)  Subject to council approval, assuming borrowing o £20m.
(2) LSVT organisation would need to procure support services from appropriate providers. Thisisthe
maximum impact in corporate budgetsif Finance/HR etc services are not provided by DBC.
(3)  The aditional results of setting up the RSL would be covered by the valuation

93. Stock Transfer: The outcome from the various consultation events suggest that the delivery
of Stock Transfer would represent a cnsiderable dall enge to the Courcil to secure the
necessary suppat from tenants. Redlistically, the timescdesfor delivery and
implementation could run keyond 23 yeas from today.

94. Stock Retention: At current levels of Housing Business Plan investment, it is extremely
unlikely that Government sign off for our Options Appraisal will be achieved. However, as
identified ealier, additiona borrowing under the new Local Government Act 2003 is
realistic for awell-managed and well-run courril like Darlington and this will recave
suppat. The option has few up front costs, will al ow the serviceto quickly developinline
with the forthcoming Housing Inspection findings. Suppat for retentionis strong within
the stakehalder groups, athough tenants would want to be assured that future liabilities
would na become unmanageable. Such an approach would need to be acompanied by
further detailed consultation oninvestment and an agreed programme with fundng set out
from the outset.
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Feedback from CHTF and GONE

95. At the last meeting with representatives from CHTF and GONE on 17" May 2004the
following issues were raised.

ALMO’ swere aeated as avehicle for delivering the Decent Homes Standard in local
authorities who were unable to fundthe work by any other means. As Darlington
Courril has demonstrated that it can achieve this by Prudential Borrowing there is aneed
for clarification from ODPM onwhether ALMO fundng would be available. David
Sidde from CHTF has provided guidanceonthis shown in Appendix 2.

The Option Appraisal Guidance enphasises the need for consultation with key
stakehodlders and there is an expedation that this would include the Loca Strategic
Partnership. The Darlington Partnership were advised of the outcome of the Option
Appraisa at their meeting on 14July 2004

Whilst recognising that the Residents' Panel have been adively involved throughou the
process there is a need to formally seek their views before the Courcil makes afinal
decision. Thiswas undertaken on16 June 2004

The Landord and Strategic functions need to be completely separate irrespective of the
management option chasen.  The aurrent arrangements comply with this requirement
with the exception d the Warden Service which must be moved from Housing Services
to Housing Management, under the Housing Estates Manager.

Lega Implications

98. Thisreport has been considered by the Borough Solicitor for legal implicationsin
accordance with the Courcil's approved procedures. There ae noisaues which the Borough
Soli citor considers need to be brought to the specific attention d Members, other than those
highlighted in the report.

Sedion 17 d the Crime and Disorder Act 1998

99. The mntents of thisreport have been considered in the cntext of the requirements placed
onthe Courxil by Section 17of the Crime and Disorder Act 1998 namely, the duty onthe
Courxil to exerciseits functions with due regard to the likely effed of the exercise of thase
functions on, and the need to doall that it reasonably can to prevent, crime and dsorder in
itsarea. Itisnaot considered that the contents of thisreport have any such eff ect.

Council Policy Framework

100. The issues contained within this report are required to be ansidered by Courxil.
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Conclusion

101 Depending on the option chasen there ae different time scalesinvolved in achieving a
successful outcome. The most straightforward is stock retention, which subject to sign off
by the ODPM maintains the status quoin terms of ownership and management
resporsibility, subject to the development and implementation o prudential borrowing
arrangements, planning and implementing investment proposals and achieving the required
savings in management and maintenance @sts.

102 Inthe @se of LSVT, considerable further work would be required with tenants to achieve
the necessary level of suppat for asuccessful tenant ballot. Thisislikely to take afurther
two yeas at least, require investment of around £50& in the process and would require a
majority of tenantsto vatein aballot for LSVT. Given the current low level of suppat
thereisasignificant risk in proceeding this way, in terms of getting a sign-off for the
Options Appraisal by July 2005

103 There is also arequirement to improve eisting governance arrangements and provide
greater empowerment for tenants. Whil st there is not one particular model we need to adopt
thereis an expectation that any future structures will refled the type of Housing Board
arrangements which ALMO’'sand LSV T shavein place. Thereisaso aneed to explore
the future role of the Residents Panel and the establishment of a separate structure for
tenants, which afficers are currently working on

104. In summary, Darlington's housing stock is alrealy in relatively good condtion and the
Government’ s Decent Homes Standard can be met from existing Business Plan resources.
The Option Appraisal projed will leal to further improvements in the housing stock by
committing the Courcil to achieving around £50n of capital investment in the housing
stock over the next 7 yeas. Following extensive consultationwith tenants, the only
practical aternative to stock retention, an ALMO, has been ruled ou by the ODPM.

Remmmendation
105. Courxil are recommended to approve:-

(& Adopion d the Darlington Standard for future investment in the housing stock, subject
to further consultation with tenants.

(b) Stock Retentionwith Prudential Borrowing to a maximum of £20m.

(c) A tenants body being established and revised governance arangements negotiated with
respect to future management of the Courcil’s housing stock.

2207MItem10 - Housing Stock Option Appraisal -22-
Council



Reasons
106. The recommendations are suppated by the following reasons :-
(8 to conclude the Housing Options Appraisal; and

(b) seek ‘sign-off' of the process by the ODPM.

Cliff Brown
Director of Community Services

Cliff Brown : Extension 444
SL
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