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CANNOCK CHASE COUNCIL 

CABINET 

15 DECEMBER 2011 

JOINT REPORT OF THE HEAD OF HOUSING AND THE HEAD OF FINANCIAL MANAGEMENT 

RESPONSIBLE PORTFOLIO LEADER:  HOUSING 

SELF-FINANCING - DRAFT DETERMINATIONS 

KEY DECISION – YES 

1. Purpose of Report 

1.1 To consider the Council’s draft self-financing determinations which have been issued by the 
Government for consultation. 

2. Recommendations 

2.1 That the Council’s following draft self-financing determinations are noted- 

(a) Settlement payment - £59.762 million. 

(b) Limit on Indebtedness (borrowing cap) - £85.546 million   

2.2 That if required the Head of Financial Management be authorised to request the External 
Auditor to submit proposed amendments in respect of the draft settlement payment and 
borrowing cap to the Department for Communities and Local Government. 

2.3 That the Head of Financial Management, following consultation with the Housing Portfolio 
Leader be authorised to submit the Council’s response to the Department for Communities and 
Local Government in relation to the following draft determinations:- 

 (a) 2011-12 HRA Subsidy Amendment. 

 (b) The 2011-12 Item 8 Credit and Debt Amendment. 

 (c) The Item 8 Credit and Debt Amendment for April 2012 onwards. 

2.4 That Cabinet receive further reports on:- 

 (a) The Government’s revised Housing Strategy for England. 

 (b) The forthcoming Government consultation paper on changes to the Right to Buy. 

2.5 That a draft Housing Revenue Account Business Plan is formulated for consideration by 
Cabinet on 19 January 2012. 
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3. Summary (inc. brief overview of relevant background history) 

3.1 The Government are to reform Council housing finance by replacing the current Housing 
Revenue Account (HRA) subsidy system with a devolved system of “self-financing”.  In 
accordance with the Localism Act 2011, self-financing will become operational on 1 April 2011. 

3.2 Under self-financing the Council will retain all of its rent income and no longer pay negative 
subsidy to the Government.  However, “in return”, the Council will be required to “take-on” a 
share of the national housing debt by making a settlement payment to the Government.  This 
payment is calculated by the Government comparing the amount of debt supported by the 
current subsidy system with a valuation of the Council’s housing stock. 

3.3 In order not “to jeopardise the Government’s priority of reducing the national deficit”, the 
Government will also limit the amount of finance which the Council can borrow.  The amount of 
HRA borrowing will therefore be subject to a Government “cap”.  

3.4 Further details of the self-financing system were reported to Cabinet on 21 July 2011. 

3.5 In order to implement self-financing the Council will need to substantially increase HRA 
borrowing in order to make the required settlement payment to the Government.  The cost of 
this additional (and existing) borrowing, together with the cost of managing and maintaining the 
Council’s housing stock will have to be met entirely from HRA resources which will increase the 
amount of risk associated with the financial management of the HRA. 

3.6 In order that these risks can be managed, Cabinet on 21 July 2011 approved for consultation, 
an initial 30 year Business Plan formulated in accordance with a number of key assumptions, 
including:- 

 (a) An initial self-financing settlement payment of £62.2 million, adjusted to £59 million to 
take into account the anticipated settlement payment reduction which would result from 
the decision to demolish the 167 Reema flats on the Moss Road Estate. 

 (b) A continuation of the Government’s current Right to buy (RTB) policy resulting in 810 
RTB sales throughout the Business Plan period, with 90 sales during years 1-6. 

 (c) An interest rate of 6% per annum for new and existing borrowing. 

3.7 The Government have now issued the consultation five draft determinations which are required 
to implement self-financing.  Two of the draft determinations relate to the Council’s draft 
settlement payment and its draft HRA borrowing cap, whilst the other three determinations 
relate to proposed amendments to the 2011-12 HRA subsidy system and the Item 8 Credit and 
Debt determinations for both 2011-2012 and future years. 

3.8 The Government delayed the issue of these draft determinations in order that they could be 
accompanied by a revised Housing Strategy for England entitled “Laying the Foundations”.  
This document presents a number of additional “housing reforms” to enhance the “radical 
programme of reforms” which have already been introduced through the Localism Act 2011. 

3.9 Whilst these additional “housing reforms” will be the subject of a further report (to the Housing 
Policy Development Committee and Cabinet), they include a proposed increase in the amount 
of discount in respect of properties sold under the Right to Buy.  The Government intend to 
increase the average discount received by buyers up to half of the value of their homes which 
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would be approximately double the current average discount.  Detailed proposals to achieve 
this are, however, to be the subject of a separate consultation paper. 

4. Key Issues and Implications 

4.1 The Government’s draft self-financing determinations set:- 

 (a) The Council’s draft settlement payment at £59.762 million.  This takes into account the 
future reduction in the Council’s housing stock as a result of the demolition of the 167 
Reema flats on the Moss Road Estate. 

 (b) The Council’s draft limit on Indebtedness (its borrowing “cap”) at £85.546 million. 

4.2 The draft settlement payment and borrowing cap are both higher than the estimated settlement 
payment of £59 million and the estimated borrowing cap of £85 million which were used within 
the initial HRA Business Plan.  These increases result from a revised Government valuation 
model which:- 

 (a) Utilises updated data in respect of a shadow 2012-13 subsidy determination (N.B the 
adjusted £59 million initial settlement payment (used in the initial HRA Business Plan) 
was based on the 2011-12 subsidy determination. 

 (b) Includes a national forecast of future Right To Buy sales (in accordance with current 
policy), which has been disaggregated between regions in accordance with the national 
proportion of sales and then distributed to individual authorities in accordance with their 
stock levels. 

4.3 Other components of the Government’s valuation model remain the same and include:- 

 (a) Future annual rent increases in accordance with the National Social rent policy i.e 
council house rents will converge with those charged by housing associations by 2015-
16, followed by rent increases of RPI plus 0.5% per annum. 

  Note: The Government have stated that the 2011-12 rent increase will be in 
accordance with RPI inflation at September 2011 (5.6% plus 0.5%). 

 (b) An average increase in assumed management and maintenance costs of 14.5% above 
those included within the current HRA subsidy system. 

4.4 As the Government’s valuation model has been the subject of previous consultation exercises, 
consultation in respect of the draft settlement and draft borrowing cap is restricted to the 
accuracy of the calculations and the data used in them.  Any proposed amendments must also 
be submitted through the Council’s External Auditor by 6 January 2012. 

4.5 An initial verification exercise suggests that the calculations and data assumptions are correct.  
However, further work is being undertaken and it is proposed if any amendments are required 
that the Head of Financial Management be authorised to request the External Auditor to submit 
these for consideration by the Department for Communities and Local Government (DCLG). 

4.6 Three further draft determinations have been issued in respect of:- 
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 (a) The 2011-12 HRA subsidy Amendment (to enable the Council’s (negative) subsidy 
determination to be amended to take account of borrowing costs arising from the 
Council’s settlement payment). 

 (b) The 2011-12 Item 8 Credit and Debt Amendment (to enable appropriate changes to be 
made between the HRA and General Fund to reflect the borrowing costs arising from 
the Council’s settlement payment including an amended calculation of the consolidated 
Rate of Interest). 

 (c) The Item 8 Credit and Debt Determination for April 2012 onwards (to provide a 
framework for the HRA ring-fence to continue to operate under self-financing). 

4.7 There are no specific implications for the Council in relation to these draft determinations at this 
stage and local authorities are asked to comment on the proposals again by 6 January 2012. 

4.8 The three determinations are “technical in nature” and primarily relate to accounting practice.  It 
is therefore suggested that the Head of Financial Management following consultation with the 
Housing Portfolio Leader is authorised to submit a response to the DCLG. 

4.9 Cabinet on 21 July 2011 agreed to receive a further report on a “draft” HRA Business Plan 
following the Government’s announcement of the Council’s draft settlement plan.  It was further 
agreed that this “draft” plan should incorporate the views of the Housing Policy Development 
Committee, the results of the tenant consultation exercise and charges arising from the Cabinet 
review of HRA capital scheme service standards (subsequently considered on 17 November 
2011). 

4.10 Whilst the preparation of this draft HRA Business Plan was originally programmed for 
consideration by Cabinet on 15 December 2011, this work has been delayed by the 
Governments late issue of the draft determinations and uncertainty regarding two key Business 
Plan Assumptions. 

4.11 The Initial Business Plan was based on a continuation of the Government’s current RTB policy 
resulting in an estimated 810 RTB sales throughout the Business Plan period with 60 sales 
forecast during years 1-5.  It is however, evident that the Government’s intention to increase 
the amount of discount (to double the current average) will increase the number of RTB sales 
particularly during initial years, and the magnitude of this will have a significant impact on 
Business Plan income and expenditure forecasts. 

4.12 The Government’s proposals regarding the use of the additional capital receipts which would 
be realised from the proposed increase in RTB sales are also unclear.  Whilst the Government 
proposes that the first call on the net receipts will be the repayment of housing debt associated 
with these properties, no details are as yet available and this will only be clarified when the RTB 
consultation paper is issued later this year. 

4.13  There is also uncertainty regarding the interest rate in respect of the new borrowing which the 
Council will need to undertake to meet the draft £59.762 million payment.  Whilst an interest 
rate of 6% was assumed within the initial HRA Business Plan the Government have reduced 
the rate which will be applied by the Public Works Loans Board in respect of settlement 
payment borrowing.  The Government has decided that, for the specific purpose of new 
borrowings in relation to Self Financing (SF), it will be reducing the margin used to calculate 
interest rates charged by the Public Works Loan Board (PWLB) for loans from an average of 
100 basis points above Gilts to the margins used before the Spending Review (SR) (October 
2010). Rates calculated before the SR were typically at gilts plus a margin of 11-15 bps, or an 
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average of about 13 bps depending on the place on the curve.  This reduced rate will “mirror” 
changes in the standard Public Works Loan Board variable interest rate. 

 
4.14 Public Works Loan board interest rates are currently at a low level with the National Loans 

Fund Interest Rates (the equivalent pre CSR rate) currently standing at 3.25%.  The Council 
cannot however take advantage of these (by borrowing now to meet the settlement payment) 
as the self-financing regime only allows settlement payment borrowing to take place on the 
specified date of 28 March 2012. 

4.15 As a result, the interest rate in respect of the Council’s settlement payment borrowing will be 
that which applies on 26 March 2012.  There is considerable uncertainty regarding future 
interest rates due to the current “Euro Crisis” and it will be necessary to prepare the draft HRA 
Business Plan in accordance with a range of interest rate scenarios.  Nevertheless, interest 
rate forecasts may become clearer in the New Year. 

4.16 For the above reasons, it has been necessary to re-programme consideration of a draft HRA 
Business Plan to Cabinet on 19 January 2012. 

5. Conclusion(s) and Reason(s) for the Recommendation(s) 

5.1 The Government have issued for consultation five draft determinations which are required to 
implement self-financing. 

5.2 These draft determinations include the Council’s draft settlement payment (£59.762 million and 
draft HRA borrowing cap (£85.546 million)) consultation on these is restricted to the accuracy of 
the calculations, and an initial verification exercise suggests these are correct. 

5.3 However, further work is being undertaken and it is proposed that the Head of Financial 
Management be authorised to request the External Auditor to submit any proposed 
amendments to the DCLG. 

5.4 The remaining three draft determinations are “technical in nature” and primarily relate to 
accounting practice.  It is therefore proposed that the Head of Financial Management following 
consultation with the Housing Portfolio leader be authorised to submit any comments to the 
DCLG. 

5.5 It was originally programmed to submit a draft HRA Business Plan to Cabinet on 15 December 
2011.  This work has however, been delayed by the Government’s delay in issuing the draft 
determinations in order that they could be accompanied by a revised Housing Strategy for 
England. 

5.6 This revised Housing Strategy will be the subject of a future report to the housing Policy 
Development Committee and Cabinet, and states the Government’s intention to “double” the 
current average discount for RTB sales.  This action would increase the number of RTB sales 
and have a fundamental impact on HRA Business Plan projections. 

5.7 There is further uncertainty regarding the use of the additional capital receipts from these 
additional RTB sales and matters will not be clarified until the Government issue the RTB 
consultation paper later this year. 

5.8 The interest rate which will be applied to the new borrowing to meet the Council’s settlement 
payments is also uncertain but will be lower than the standard Public Works Loan Board 
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variable interest rate.  Whilst it will be necessary to prepare the draft HRA Business Plan in 
accordance with a range of interest rate scenarios, it is nevertheless considered that interest 
rate forecasts may become clearer in the New Year. 

5.9 Consideration of a draft HRA Business Plan has therefore been reprogrammed for 
consideration by Cabinet on 19 January 2012. 

6. Other Options Considered 

6.1 There are no other options for consideration. 

7. Report Author Details 

 Ian Tennant – Head of Housing (Ex 4210)
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SCHEDULE OF ADDITIONAL INFORMATION 

INDEX 

Contribution to Council Priorities (i.e. CHASE, Corporate Priorities) Section 1 

Contribution to Promoting Community Engagement Section 2 

Financial Implications Section 3 

Legal Implications Section 4 

Human Resource Implications Section 5 

Section 17 (Crime Prevention) Section 6 

Human Rights Act Implications Section 7 

Data Protection Act Implications  Section 8 

Risk Management Implications  Section 9 

Equality and Diversity Implications Section 10 

List of Background Papers Section 11 

Report History Section 12 

Annexes to the Report i.e. copies of correspondence, plans etc. Annex 1, 2, 3 etc. 
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Section 1 

Contribution to Council Priorities (i.e. CHASE, Corporate Priorities) 

The formulation of an HRA Business Plan has been identified as a key action to support the service aim 
of “maintaining to the Council’s housing stock to the Decent homes Standard, as set out in the agreed 
2011-12 “Place” Priority Plan”. 

Section 2 

Contribution to Promoting Community Engagement 

There are no community engagement implications associated with this report. 

The “initial” HRA Business Plan has been subject to a tenant consultation exercise and the results of 
this will be considered as part of the report in respect of the draft Business Plan. 

Section 3 

Financial Implications 

The financial implications have been referred to throughout the report. 

Section 4 

Legal Implications 

The legal implications have been referred throughout this report. 

Section 5 

Human Resource Implications 

There are no human resource arising with this report. 

The human resource implications were addressed in the initial HRA Business Plan and will be reviewed 
as part of the preparation of the draft HRA Business Plan. 

Section 6 

Section 17 (Crime Prevention) 

A number of housing services which are to be funded through the HRA have crime prevention 
implications.  These were addressed in the initial HRA Business Plan and will be further considered as 
part of the preparation the draft HRA Business Plan. 

Section 7 

Human Rights Act Implications 

There are no identified implications in respect of the Human Rights 1998 from this report. 
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Section 8 

Data Protection Act Implications  

There are no identified implications in respect of the Data Protection Act arising from this report. 

Section 9 

Risk Management Implications  

The failure to formulate a sustainable 30 year HRA Business Plan in accordance with the Government’s 
HRA debt settlement proposals has been identified as a medium risk within the Council’s Strategic Risk 
Register. 

Subject to a sustainable Plan being formulated the target of low risk will be achieved. 

The Council’s draft settlement payment and borrowing cap determinations are the subject of a 
verification exercise to ensure that the calculations and data assumptions are correct. 

Section 10 

Equality and Diversity Implications 

The self-financing regime has been subject to an Equality Impact Assessment by the Department for 
Communities and Local Government. 

Section 11 

List of Background Papers 

(a) Department of Communities and Local Government - “Implementing Self-Financing for Council 
Housing”. 

(b) Department of Communities and Local Government - “Self-Financing – Planning the 
Transition”. 

(c) HM Government “Laying the Foundations:  A Housing Strategy for England”. 

(d) Department of Communities and Local Government - “Consultation on the draft determinations 
to implement self-financing for Council housing”. 

Section 12 

Report History 

Housing Revenue Account Business Plan Cabinet 21 July 2011 
   
Housing Revenue Account Capital Schemes 
– Review of Service Standards 

Cabinet 17 November 2011 

 


