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CIPFA, the Chartered Institute of Public Finance and Accountancy, is the professional body for people in public finance. Our 14,000 members work throughout the public services, in national audit agencies, in major accountancy firms, and in other bodies where public money needs to be effectively and efficiently managed.

As the world’s only professional accountancy body to specialise in public services, CIPFA’s portfolio of qualifications are the foundation for a career in public finance. They include the benchmark professional qualification for public sector accountants as well as a postgraduate diploma for people already working in leadership positions. They are taught by our in-house CIPFA Education and Training Centre as well as other places of learning around the world.

We also champion high performance in public services, translating our experience and insight into clear advice and practical services. They include information and guidance, courses and conferences, property and asset management solutions, consultancy and interim people for a range of public sector clients.

Globally, CIPFA shows the way in public finance by standing up for sound public financial management and good governance. We work with donors, partner governments, accountancy bodies and the public sector around the world to advance public finance and support better public services.
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General
CIPFA very much welcomes the Government’s proposals to dismantle the existing Housing Finance system and to replace it with a new system based on self-financing. CIPFA sees this as a major opportunity to reshape the whole sector of local authority housing and is strongly supportive of the proposed moves to enable far greater local decision-making and flexibility with resources. We welcome too the recognition – both in the consultation and subsequently by the new Housing Minister - of the inadequacies of the existing system and that it is neither sustainable nor able to deliver the financing a modern housing service.
CIPFA also welcomes the recognition in the proposals that the current allowances are insufficient to maintain the housing stock and the uplifts proposed. 

However, there are still some areas of uncertainty in the proposals contained in the prospectus paper “Council Housing: A Real Future” especially around the treatment of debt and the potential impact upon local authorities’ General Funds. CIPFA welcomes and accepts the Government’s invitation to work, together with other relevant organisations, on the these areas of uncertainty, particularly around separating housing debt from general fund debt and putting in place a framework to resolve the technical issues around debt repayment and depreciation. 

Detailed Response to the Consultation Questions

1. What are your views on the proposed methodology for assessing income and spending needs under self-financing and for valuing each council’s business?

As implied above in our general comments, CIPFA supports the proposed increased provision under self-financing for management, maintenance and major repairs. We are aware of the extensive research which lies behind these proposed uplifts and which clearly indicates the necessity for increased provision if council housing is to be maintained at habitable standards.   In CIPFA’s view the proposed uplifts should more accurately reflect real spending needs.
However, there is no allowance for the costs of aids and adaptations of council dwellings (estimated on the Government’s own figures at some £5bn) nor for those of fire safety work or energy efficiency and it is not at all clear how these will be funded. 
Similarly, CIPFA notes that the model does not provide any funding for the work required to clear the existing substantial backlog of repairs or to make any substantial improvements to stock quality.

The exclusion of backlog repairs from the offer valuation will have considerable impact on some local authorities, possibly to the extent that their business plans may not be sustainable. The funding proposal in the paper is that capital grants would be made available. However in line with the spirit of a self financing HRA and the "full and final settlement" sentiments in the consultation paper a resolution of these and the other issues would be preferable within the offer. 

CIPFA notes the assumptions in Council Housing: A Real Future on rent policy. Authorities will be basing their modelling for decision-making on the proposals and on their business plans on these assumptions and any subsequent revisions of the overall rent policy could cause significant difficulties. CIPFA believes that local authorities are best placed to make local decisions and therefore suggests that rent setting should ideally be a matter for local agreement between councils and their tenants.
CIPFA notes that the proposals on valuing a local authority’s business will be predicated on data (eg property numbers) as at 1 April 2009. If the proposed implementation date is to slip, clearly actual data may be different. It will be important to update and rebase such assumptions to avoid the risk that an authority’s Housing Revenue Account may in fact be unable properly to support its proposed debt levels.

CIPFA is aware that the proposals around PFI schemes cause distortions and will create difficulties for some authorities. On the one hand, those local authorities which have not received additional funding through ALMO or PFI arrangements to deliver Decent Homes may be financially disadvantaged by the proposals. And on the other hand, the methodology for calculating the commuted sums for PFI credits appears to disadvantage authorities which have used PFI schemes where the government pays the award out over the life of the project on a 6% annuity basis. CIPFA therefore recommends that PFI schemes should be dealt with separately from the self financing offer.

CIPFA believes there are likely to be issues for authorities where their Housing CFR is higher than their Subsidy CFR and welcomes the intention in the prospectus document (paragraph 3.31) for individual arrangements for such authorities.

Overall, CIPFA urges that the scale of the various additional risks being transferred to local authorities in the proposals should not be underestimated, including exposure to all business risks such as the level of income from rents, management and maintenance costs, and borrowing costs, to the extent that variations in these costs are currently borne by the subsidy system. This has a definite and significant impact on the value of the deal. So authorities need to be adequately compensated for these risks through the discount factor at which the business is valued, as in standard commercial business valuation models. CIPFA has not done any independent work to review the appropriate discount factor, but recognises that business risk margins are generally several percentage points higher than the equivalent risk-free (gilt) rate. We believe that this should be taken into account in arriving at the appropriate rate.

2. What are your views on the proposals for the financial, regulatory and accounting framework for self-financing?

CIPFA supports the proposals for a memorandum housing balance sheet. We believe this will promote transparency and provide a valuable tool for business planning and investment decisions and asset management. In our view, such a memorandum balance sheet should not be complicated or overly prescriptive. We suggest that instead the format should be a matter of good practice. We believe that those working on it will need to work with local authorities to understand properly what tenants want by way of information. CIPFA would like to develop and set out good practice guidance on a memorandum housing balance sheet – we are currently working on the future of stakeholder reporting in local government aimed at reflecting local government’s roles and accountability, and going wider than financial reporting, Telling the Whole Story and we would see a memorandum housing balance sheet as fitting well within this work. CIPFA is therefore well placed to work with the government on this. 

CIPFA continues to support continuing adherence to the Prudential Code in preference to the introduction of any borrowing cap. Over the years since its introduction way back in 2004, the Prudential Code has consistently proved that local authorities can and do manage their borrowing prudently. CIPFA does not believe the proposed cap on borrowing is in line with the spirit of the Prudential Code and is opposed to its introduction. If however the government still intends to introduce a cap, it would be vital for CIPFA to be involved in the work of drafting around whatever control is to be used. And it would be important that any control should not be set in stone forever. 
The proposals on un-pooling housing debt have very complex implications. CIPFA’s overall approach is to urge greater local flexibility and less prescription as the best way forward for resolving the problems that may occur. In our (current) view, the case for having two debt pools is probably the better solution but it would definitely be preferable not to drive every local authority down that route, but rather allow local flexibility for differing circumstances, including the flexibility to join up their portfolios at a later stage. However, we feel that the proposals are not yet sufficiently worked up to enable firmer views. CIPFA is pleased to accept the Government’s invitation to work with them and with other relevant organisations on the detail.

The following comments reflect our initial views of some of the likely problems and areas where further detailed work is required.

CIPFA supports the principle of no detriment to the General Fund. However, the Consultation does not at this stage provide sufficient details to demonstrate that this will in fact be the case. CIPFA looks forward to working with the CLG and others to ensure that the detailed design of the system produces a no detriment result. Particular care will for example be needed in the treatment of debt.

Further work is needed to understand the implications of moving to a two or three pool approach or retaining a one pool apportionment. CIPFA is happy to work with CLG to find the best way ahead on this. CIPFA asks the Government to recognise that there will be increased administrative costs for some local authorities (at a time when the Government is requiring substantial savings from local authorities and expecting a “leaner” back office). For example, the actual number of individual PWLB loans to administer will double on a two pool system, requiring separate recording, separate payment checking and separate accounting for interest and principal transactions. Strategic treasury management decisions will no longer be integrated, and treasury managers will in effect have to run two separate debt portfolios which are likely to have different risk attitudes, different borrowing needs and different borrowing strategies. 

The detailed design of a two or three loans pool system will need to reflect limitations in the extent that General Fund and HRA loans can be separated. This might be practicable for long term loans (ie of 1 year or more, like PWLB loans); but local authorities enter into a much higher turnover of short term transactions, ie borrowing or lending over any period from overnight to 364 days. A practical design solution is therefore needed to deal with short term debt. It can also be envisaged that the HRA will on occasion for good risk management reasons wish to borrow in advance of need to secure a good interest rate on its borrowing. This will result in temporarily surplus cash to be invested. There is therefore also a need for a practical solution to deal with HRA temporary investments. The same solution will be needed for the calculation of the memorandum housing balance sheet.

We feel that (subject to further review work) the option in paragraph 3.13 to permanently fix the interest rate charged to the HRA on pooled debt is not appropriate, as it leaves the interest rate risk on HRA pooled debt entirely with the General Fund; this is likely to result in financial detriment. In particular, the Consolidated Rate of Interest in the next year or two is likely to be significantly depressed due to the unusually low level of short term interest rates (including the 3 month LIBID element). As the cost of the pooled debt rises, the General Fund will be left meeting a potentially very large increase on the HRA’s share.

Consideration will need to be given to those authorities which have insufficient PWLB loans to repay from the lump sum settlement proceeds. Such authorities are likely to face a considerably altered debt portfolio for their remaining General Fund debt, which may not be appropriate to its treasury risk policies. 

With regard to depreciation, CIPFA welcomes the opportunity to work with CLG to review the best approach in the new HRA finance system support some scope for locally determined aspects of depreciation policy. We believe depreciation should be based on accounting and financial principles. We are concerned, though, that moving to a depreciation based approach may make the revenue charges to the HRA both higher, and significantly more volatile due to the effect of revaluation and impairment charges.  This would be difficult for authorities to afford initially without detriment to tenants. 

CIPFA supports retaining the ring-fence and an early publication of the revised Circular 8/95 which defines the ring-fence, as it is currently very out of date. We would support a less prescriptive approach which enables some flexibility for local circumstances while setting out clear principles for the basis of decision-making. 
The changes to the capital receipts regulations will help authorities to deliver on the long term planning for social housing in their area through the retention of all receipts generated in the sale of council housing and the requirement for 75% to be subsequently reused within housing.  CIPFA would support an early change in the capital regulations to enable authorities to keep 100% of the (now few) Right To Buy receipts being generated.

CIPFA supports taking local authority housing out of the definition for public sector borrowing. This would bring the UK definition into line with European definitions. The current UK fiscal rules have had a fundamental impact on UK housing policy over the last 20 years. They have supported the move to focus all provision of new social housing in the housing association sector – because the associations’ borrowing for social housing, based on rent streams, did not count against the public spending-based fiscal rules. A switch to general government-based fiscal rules would remove this dividing line in UK housing policy. Borrowing and housing policies could be considered on their merits rather than being driven by sectoral classifications. Council Housing is a trading activity and the Council ‘Housing Revenue Accounts’ are ring-fenced (and the ring-fence will be strengthened in these proposals) and are therefore regarded as ‘quasi-corporation’.  They therefore belong with the public corporate sector, excluded from the definition of public sector borrowing.  CIPFA would be happy to work with the Government to effect such a move.

3. How much new supply could this settlement enable you to deliver, if combined with social housing grant?

Not applicable to CIPFA.

4. Do you favour a self-financing system for council housing or the continuation of a nationally redistributive subsidy system? 

Yes, as indicated above, CIPFA very much welcomes the Government’s proposals to dismantle the existing Housing Finance system and to replace it with a new system based on self-financing. CIPFA sees this as a major opportunity to reshape the whole sector of local authority housing and is strongly supportive of the proposed moves to enable far greater local decision-making and flexibility with resources. 

5. Would you wish to proceed to early voluntary implementation of self-financing on the basis of the methodology and principles proposed in this document? Would you be ready to implement self-financing in 2011-12? If not, how much time do you think is required to prepare for implementation?

CIPFA welcomes the opportunity for those authorities which wish to accept voluntary implementation to be able to do so in 2011/12. 

However, as noted above, there is still a great deal of detail to be worked on. CIPFA is more than happy to assist with this work. 

The outcome of Autumn Spending Review may influence some authorities’ preparedness for implementation.  

In CIPFA’s view, the timing for 2011/12 implementation is likely to be “tight” – the draft Subsidy Determination would normally be expected November 2010, with a final Determination due in December 2010. If a final offer is not ready by then, rent consultations and budget decision for 2011/12 will not be properly informed.

6. If you favour self-financing but do not wish to proceed on the basis of the proposals in this document, what are the reasons?

Not applicable to CIPFA.
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