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Foreword

Scope of the manual

1. This manual describes the statutory rules governing both the keeping of the Housing
Revenue Account (HRA) and the payment of subsidy to support it. It applies to English
housing authorities. It also briefly describes the policy behind these rules and explains
their practical application. Finally, it places the HRA and HRA subsidy arrangements
in the wider context of public expenditure and the local government capital finance
system.

Arrangement of the manual

2. The manual is arranged in three parts:

(i) Part I: Introduction — covering the recent histo d development of housing
finance, and the local government capital finance

(ii) Part II: The Housing Revenue Account ounting and budgeting

procedures generally (for both the HRA an sing Repairs Account) and
each HRA debit and credit Item in more

(iii) Part III: HRA Subsidy — COVCI‘I al principles, the overall formula

and each separate componen 1s and claims procedures; worked
examples are provided.

3. Information on extant direc
onwards, and on contac
Appendices. There is al§,a ¢

terminations for years from 1996-1997
ther with a glossary of terms are included in the
ensive index.

Use of the ma

4. The manual is primasily intended as a practitioner’s guide for local housing authorities
keeping a HRA and claiming HRA subsidy. It is hoped that it will also be useful to
housing managers in both the private and social sectors, District Auditors, academics
and others with an interest in this area.

5. The manual refers to various accounting issues and practices in general terms,
where these are relevant to the statutory requirements on the keeping of a HRA.
It is not, however, intended to provide detailed technical guidance on accounting
practices. This can be found in the various Chartered Institute of Public Finance and
Accountancy (CIPFA) publications referred to in Chapter 4.2.

6. This manual is intended as an informative and explanatory commentary and guide
to the rules governing the keeping of the HRA and the HRA subsidy system. It is not
intended as an authoritative or comprehensive statement of the law, nor a substitute
for the source legislative material. It should be read in conjunction with the statutory
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provisions and any determinations, directions and regulations to which it refers. It is
based on established policy and does not introduce any new issues of principle.

Effective date

Although the manual describes some of the history and development of the current
system, it is effective for subsidy claim purposes from the financial year 2006-2007.

The manual is being published in electronic format only. Printed copies and CDs have
not been produced.

Comments and suggestions from local housing authorities and others on the manual
would be welcome and should be sent to the address below.

Decent Homes, Housing Finance and Mixed Communities Division

Department for Communities and Local Government
Eland House

Bressenden Place

London SW1E 5DU

E-mail: housing.subsidy(@communities.gsi.gov.u

‘N
\
™
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Statutory Background

The basis of the present system was introduced in the Local Government and Housing
Act 1989, (‘the 1989 Act’). This prescribed the statutory framework for a new financial
regime for local authority housing, provided for the ring-fencing of the Housing
Revenue Account, and introduced a new subsidy system and new controls on local
authority borrowing to meet capital expenditure. This structure remains in place,
although some aspects have been substantially altered by the Local Government Act
2003, (‘the 2003 Act’), discussed further below.

The main objectives of introducing the system under the 1989 Act were that it should:
(i)  be simpler, so that subsidy provides authorities with consistent objectives;

(ii)  be fairer towards tenants and local taxpayers alike, and fairer between tenants in

different areas;

(iii) allow rents to be set at levels within the reach of pe
and with regard to what people can pay and

(iv) direct subsidy to areas with the most ne rgvide an incentive for good
management. ¢

HRA subsidy payable in accordance
authorities’ entitlement is calc

ith 1989 Act is a deficit subsidy. Local

f ce to a model of each authority’s HRA
(the notional HRA). Rent guideli nagement and maintenance allowances
are calculated for each auth ,re ing variations in local circumstances such as
property values and stockscharactetistics.

The 1989 Act haggbeen a ded twice prior to the 2003 Act. The Leasehold Reform,
Housing and U ent Act 1993, enabled local housing authorities to
account for welfa ices in the HRA in accordance with proper accounting

practices. Essential €are services, however, are excluded from the HRA by the Housing
(Welfare Services) er 1994 (S.I. 1994/42).

The Housing Act 1996 introduced the system of final decisions as to the amount of
HRA subsidy payable to an authority (section 80A). It also provided for directions to be
made as to the accounting treatment of service charges where parts of a building have
been disposed of and parts remain in the HRA, and as to the treatment of surpluses
arising from competitive tendering of work on HRA property (no such directions have
been made).

At the conclusion of the Comprehensive Spending Review in July 1998, Ministers
made clear that they wanted to encourage local authorities to take a more businesslike
approach to managing their housing stock by moving to an accounting system based
on a form of resource accounting. In a statement on housing and regeneration policy,
the Deputy Prime Minister said:
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“The current system of local authority housing accounting does not encourage
efficient investment. Introducing resource accounts will put local authority
housing on a more business-like footing. This will enable authorities to make
better decisions about the use and maintenance of their housing assets, by making
transparent the costs of capital tied up in the assets and providing resources to
maintain them.”

The Government subsequently issued a consultation paper, A New Financial
Framework for Local Authority Housing: Resource Accounting in the Housing
Revenue Account, in December 1998. In the light of responses to that paper, Ministers
confirmed in the following June that they intended to go ahead with the introduction
of resource accounting in the HRA and in the calculation of HRA subsidy.

The Local Government and Housing Act 1989 (Electronic Communications) (England)
Order 2000 (S.I. 2000/3056) amended sections 80A and 87 of the 1989 Act to allow
local authorities to receive determinations and final subsidy decisions electronically,
rather than through the post. Determinations and final HRA subsidy decisions may
also be posted on a website.

The 2003 Act gives effect to the remaining proposals_inclad the December 1998
consultation paper. The underlying HRA and sub@ emains largely intact,
r

but the requirement to account for rent rebat ent rebate subsidy in the HRA
is removed. From 1 April 2004 these will be Gi items. Section 80(2) of the
S

1989 Act has been repealed. This end®th uitement to transfer amounts to the
general fund where the subsidy calculati@g re in an overall negative amount.
Instead, authorities with a negativ id titlement will, from 1 April 2004, be
required to pay these amounts tojthe S tary of State, under section 80ZA of the
1989 Act.

The purpose of this ch , etmes referred to as ‘pooling’ of HRA surpluses, is

to ensure that there continues e a2 mechanism to ensure that authorities which
are able to gen lusigental income, even though incurring management and
maintenance etc e comparable with other authorities, make a contribution
towards meeting costs of authorities which cannot generate sufficient rent income
to meet such costs{The change also introduces greater transparency to the account:
surpluses are no longer offset against housing benefit costs, but are available to help
meet housing need.

11
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The Prudential Capital Finance System

The broad framework of the capital finance system applicable to local authorities is
laid down in the Local Government Act 2003 (‘the 2003 Act’). Any reference in this
chapter to a section means a section of the 2003 Act, unless otherwise stated.

The technical details are in regulations made under various powers in the 2003 Act.
The major regulations are the Local Authorities (Capital Finance and Accounting)
(England) Regulations 2003 (S.1. 2003/3146) amended by the Local Authorities
(Capital Finance and Accounting) (Amendment) (England) Regulations 2004 (S.1.
2004/534) (‘the 2003 Regulations’). Any reference to a regulation is to the 2003
Regulations, as amended, unless otherwise stated.

Also referred to is the CIPFA Code, which is a reference to the Prudential Code for
Capital Finance in Local Authorities, published by the Chartered Institute of Public
Finance and Accountancy (CIPFA) (2003).

~

Section 2.1 sets out the policy and principles underl % Wstem

Section 2.2 describes the borrowing and credir@menls
Section 2.3 explains the capital recg’pz‘s ule

Section 2.4 deals with capital expe
Section 2.5 deals with accounti ractiees and investment

Annex A deals with Mini Revenue Provision
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Policy and principles
Introduction

The prudential capital finance system for local authorities is implemented by Part 1 of
the Local Government Act 2003 which came into force on 1 April 2004.

It completely replaced the system under Part 4 of the Local Government and Housing
Act 1989 (‘the 1989 Act’) (which had operated since 1990). The new capital finance

system (like the former one) sets the legal framework within which local government
may undertake capital expenditure and central Government may regulate that activity.

The key feature of the new system, however, is that local authorities are free to raise
cash or credit for capital expenditure — without Government consent — where they can
afford to meet their liabilities without extra Government support. There are reserve
powers for Government to set limits on borrowing and credit, but Ministers made
clear during the passage of the legislation that these powers would be used only in
exceptional circumstances.

Application

The system applies to the authorities in England
Act. The bodies covered by the new system ar:
system, including, in particular, counf{ c
and the Greater London Authority, as weélhas p

insection 23(1) of the 2003

e same as under the former
istrict councils, London Boroughs
and fire authorities. As before,

there is also power to bring levgin o) recepting bodies into the system by
regulations (section 23(2)) and lati uses this power to include specified
levying bodies.

Borrowing and cre

Borrowing po

The long-establis power of an authority to borrow for purposes relevant to its
functions is prese . But the 2003 Act goes further and clarifies that there is power
to borrow for normal treasury management purposes (e.g. to refinance existing debt).

Affordable borrowing limit (section 3)

This provision forms the heart of the new prudential borrowing system. It first
imposes a broad duty for authorities to determine and keep under review the amount
they can afford to borrow. The section then empowers the Secretary of State to define
that duty in more detail in regulations, which may in turn require authorities to have
regard to specified codes of practice, laying down the practical rules for deciding
whether borrowing is affordable.

Relying on this power, regulation 2 specifies the Prudential Code for Capital Finance

in Local Authorities (‘the CIPFA Code), issued by CIPFA (the Chartered Institute of
Public Finance and Accountancy) as the code of practice to which local authorities are

13
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2.2.5

2.2.6

2.2.7

2.2.8

2.2.9

14

to have regard when setting and reviewing their affordable borrowing limit (sections
3(1) and 3(5) of the Act). The duty automatically applies to any subsequent editions of
the Code.

The limit is to be set and reviewed by the full council (section 3(8) of the Act), except
in the case of the Greater London Authority and its functional bodies, where the duty
falls upon the Mayor of London (section 3(2)), who is also required by regulation 2 to
have regard to the CIPFA Code.

It will be for each authority to set its own prudential limit in accordance with these
rules, subject only to the scrutiny of its external auditor. In doing so, authorities must
look at the long-term cost of servicing their debts (taking account of both the interest
charges and the provision needed to repay the principal). They will also have to look
at the revenue resources (including Government grant) they expect to have available
to meet these liabilities, having allowed for their obligations to meet other spending
commitments, both existing and anticipated. The CIPFA Code does not lay down
prescriptive rules for this affordability assessment, but identifies broad indicators to

guide and inform the process.
% 1t Government

uring the year, if there is
cil. Breach of the limit is

The authority will then be free to borrow up to that li
consent. The authority will also be free to vary th
good reason, again subject to the approval of
prohibited by section 2(1)(a) (see pa‘agmpb

Requirements in existing legislation for oritiés to balance their revenue budgets
prevent the long-term financi ucexpenditure by borrowing. However, the
new system, like the present on r limited capacity to borrow short-term for
revenue needs in the interes -flow management (see paragraph 2.2.17).

Government borrow limits (section 4)

The Government a reserve power to impose longstop limits for national economic
reasons on all auth@sities’ borrowing and these would override authorities’ self-
determined prudential limits (set under section 3). Such limits (implemented by
regulations) would only be imposed if authorities’ total borrowing, albeit locally
prudent, was increasing to a level which threatened the country’s overall economic
interests. No such limit was set for the first year of the new system, 2004-2005.

Transfer of beadroom under national limit

If there were ever a national limit in force and an individual authority did not wish

to undertake the full amount of borrowing permitted to it under that limit, it would
have power to transfer the spare “headroom” to any other authority, which would
thereby have its borrowing capacity increased (subject to still complying with its own
prudential limit).
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Local limit

There is also power to impose a borrowing limit (by direction in this case) on an
individual authority, to prevent it borrowing more than it could afford. In practice,

this power would only be likely to be used if an authority ignored or blatantly
breached the CIPFA Code or was clearly incapable of setting its own prudential limit in
accordance with the CIPFA Code.

Control of borrowing (section 2)

Section 2(1) makes it a duty not to breach the borrowing limits under sections 3 and
4. Section 8(1) makes clear that those limits apply not just to borrowing but to other
forms of credit as well (see paragraph 2.2.19).

Sources of loans

Authorities are free to seek loans from any source, but re
2(3)) from borrowing in foreign currencies without the
adverse exchange rate movements could leave them ow
borrowed).

ain prohibited (by section
onsent of Treasury (since
@ than they had

The Public Works Loan Board (PWLB), now in d with the Debt Management
Office (an agency of the Treasury) WiWO inu make long-term loans available
to local authorities, at favourable intereggra e introduction of the prudential
system therefore does not oblige a N borrow from the private sector,
though they remain free if they Wi e‘@ommercial bank loans and raise cash
through the issue of money marké@instruments.

Protection of lenders)(sec

The long-estab
preserved by se
out that the auth
need to make deta

oteetion for lenders known informally as the ‘safe harbour’ is
. ensures that debts can still be enforced even if it turns
y borrowed unlawfully and means that potential lenders do not
enquiries about authorities’ borrowing powers.

Security for loans (section 13)
Section 13(3) maintains the vital principle that all of a local authority’s revenues serve

as security for its borrowing.

The mortgaging of property will continue to be prohibited — section 13(1). It will also
remain unlawful to ‘securitize’, that is, to sell future revenue streams such as housing
rents for immediate lump sums (this is implicit in section 13(1)).

Temporary borrowing (section 5)

The system allows authorities to borrow temporarily to meet their revenue costs,
pending the receipt of sums due to them (for example, while waiting for council

15
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tax payments). Foreseeable requirements for temporary revenue borrowing will be
allowed for when borrowing limits are set by the authority under section 3 (or by the
Government under section 4). Section 5 then allows extra flexibility in the event of
unforeseen needs, by providing for the borrowing limits to increase by the amounts
of any payments which are due to the authority in the year but have not yet been
received.

Credit background

2.2.18 A main aim of the former capital finance system introduced in 1990 was to regulate
the innovative property leasing and hire purchase deals which some authorities used
before that date to evade the controls on borrowing then in force. Such transactions,
known collectively as credit arrangements, have the same crucial effects as
borrowing — they both increase public expenditure and create significant long-term
revenue commitments at the local level.

Treatment of credit arrangements (section 7)

2.2.19 Credit arrangements (as defined in section 7) continue
under the new system. Section 8 ensures that th

cated like borrowing
y assessment under

section 3 must take account not only of borrowi t al§o of credit arrangements.

In addition, any national limit imposed under powers in section 4 would
apply to both borrowing and credit. Qe h 2.2.21 below on the cost of credit
arrangements).

Definition

2.2.20 The definition of credit asgangemeits relies on the accounting concept of liabilities.
Section 7 identifies th ali iabilities which are to give rise to credit
arrangements e are'teant to be long-term liabilities arising from the acquisition
of capital assets. ower to refine that definition by regulations, to target it
more precisely, a e following regulations have been made:

(a) Non-capital Babilities — regulation 3 excludes from the definition all liabilities
other than those arising from transactions involving the recognition of a fixed
asset on the balance sheet. The aim is to exempt long-term liabilities recognised
in authorities’ accounts which have nothing to do with capital expenditure (e.g.
liabilities to return deposits paid by building contractors as performance bonds;
and contingent liabilities to make payments following court proceedings).

(b) Retirement benefits — regulation 4 has a similar aim and its effect is that
liabilities in respect of pensions are not to be treated as credit arrangements.
Though pension liabilities are, for accounting purposes, long-term liabilities,
they have nothing to do with the acquisition of capital assets and therefore
should not be affected by the capital finance system. However, it is arguable that
some pension liabilities might be linked with capital expenditure, since major
works projects will include in their rolled up costs some attributable to pension
provision. Regulation 3 may be insufficient to deal with the problem, hence the
need for this separate regulation.

16
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(c) Varied transactions — regulation 5 ensures that if existing contracts are varied
to become credit arrangements, they have to be treated as such under the new
system and must come within the authority’s affordable borrowing limit.

Cost of credit arrangements (section 8)

Regulation 6 relies on the power in section 8(3) to provide how credit arrangements
are to be treated for the purposes of applying the prudential limit (section 3(1))

and any limits that the Government might impose (section 4). The emphasis is on
accounting practices. The amount of the liability shown in the accounts — the cost

of the credit arrangement — is to be treated as a sum borrowed by the authority.
The authority may only enter into the liability if incurring this additional cost does not
breach the section 3 or section 4 limits.

Operating leases (as defined in CIPFA's Statement of Recommended Practice — see
regulation 31), which create no liability in this sense, willnot themselves score against
the limits under sections 3 and 4, but will need to be takéminto account, along with
other revenue commitments, in the assessment of afforg when the authority is
setting its borrowing limits. There is no longer any need pecial rules in the
1989 Act system relating to certain kinds of leases e for ten years or less)
and there is nothing comparable in the new syst

L 4

Capital receipts rules

Background

Capital receipts are basically t eeds Of property sales by authorities. The 1989

Act rules requiring part of h@using gapital receipts to be set aside for debt redemption
are replaced by arrangem@nts,for the pooling of a proportion of housing receipts
g power can be redistributed to those authorities in

Definition (section 9)

There is power to vary this definition by regulations, either to extend it or restrict it,
(section 9(3)) and the following regulations rely on that power:

(a) Repayment of loans — regulation 7 extends the definition to cover repayments
to the authority of loans and grants which they have made to other bodies for
capital expenditure by those bodies (e.g. loans to housing associations to build
dwellings). The making of those loans and grants will have counted as capital
expenditure for the authority (see paragraph 2.4.2) and could well have been
funded by long-term loans taken out by the authority. Therefore, when the
money is repaid to the authority, it is important that it counts as a capital receipt
and thus cannot be used for revenue purposes (see paragraph 2.3.5). If that
were allowed, the authority would, in effect, be paying its running costs with
borrowed money, contrary to the ‘golden rule’.

17
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(b) Disposal of mortgage portfolios — regulation 8 ensures that where an
authority sells its council housing mortgage portfolio, for example, to a bank
or building society, the sale proceeds count as a housing capital receipt for the
purposes of the pooling provisions (see paragraph 2.3.6 below).

(c) Payment to redeem landlord’s share — regulation 9 relates to payments
made to an authority by a tenant under a shared ownership arrangement to buy
more of the equity in the dwelling. The regulation removes any possible doubt
that such sums are to count as housing capital receipts for the authority for the
purposes of the pooling provisions (regulation 12).

(d) Social HomeBuy receipts — regulation 9A relates to premiums received by a
local authority in respect of a Social Homebuy disposal. The regulation removes
any possible doubt that such sums are to count as housing capital receipts for
the purposes of the pooling provisions (regulation 12).

ation 10 says that sums
e so treated if they do

(e) Capital receipts not exceeding £10,000 — reg
which would otherwise be capital receipts are not t@
not exceed £10,000. It should be noted that if a si
number of receipts at different times, they m
more than £10,000, the regulation does no
the concession under the 1989 Act syste
from £6,000. It also applies to capital rec
receiving by virtue of regulation@] ,

cgulation continues
reshold is increased

(f) Operating and financ
grants a lease on any prop
accordance with curre
requires to be taken tda reveau

ing practice. Amounts that accounting practice
ccount will not count as capital receipts.

9(4))

Capital receipts a ated as received when they become payable to the authority;,
rather than, as bef@te, when actually paid. This change is simply part of the general
approach of bringing’definitions in line with accounting practice (see paragraph 2.5.2)
and should have no practical implications.

Use of capital receipts (section 11)

Regulation 23 relies on the power in section 11(2)(a) and mainly carries forward the
1989 Act rules on applying usable capital receipts. The regulation covers the use of all
non-housing receipts and any housing receipts not pooled under regulation 12.

The effect is that such receipts may be used to pay for any kind of capital
expenditure, or, if the authority prefers, as provision to repay debt. Receipts may
also be used to meet premiums on early debt repayment. In addition, they may be
used to meet liabilities under credit arrangements, provided that these do not
have to be charged to a revenue account in accordance with proper practices — for
example, liabilities equivalent to interest charges. Finally, receipts may be used to
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make the pooling payments due under regulation 12 and any interest due under
regulation 13.

Pooling of housing receipts (section 11)

Regulations 12 to 22 rely upon the power in sections 11(2)(b) and 11(3) to require all
or part of a capital receipt from council housing sales to be paid to the Secretary of
State. This pooling of housing receipts replaces the requirement under the 1989 Act
for a proportion of such receipts to be set aside as provision for credit liabilities. The
aim is to preserve and strengthen the principle of redistributing the spending power
generated by sales of housing assets. Pooling can apply not only to cash receipts, but
also to those obtained in non-money form (regulation 22, made under section 10).
Interest is payable on late payments (regulation 13). (See Chapter 3 for more details
of the pooling arrangements).

Amounts set aside under the 1989 Act

The repeal of the former set-aside regime did not in itsg
additional resources for authorities. However, the set-a

relaxed for authorities becoming debt-free, alloy
purposes) any remaining sums set aside for debt

To protect authorities which were & -free, with such sums still in hand,
when the 1989 Act system ended on 31 ch 2004, regulation 33 has been made
(under section 21). The regulagion authorities to treat the accumulated
sums as if they were spendable tal re€eipts, up to the amount by which their 1989
Act credit ceiling was negativ, arch 2004.

Capital expenditur

Definition (se

Section 16 deals the definition of capital expenditure. This is normally to be
based upon proper@dccounting practices, but there is power to amend it, for individual
authorities (by direction) or more generally (by regulations).

Regulations

The power to vary the definition by regulations has been used as follows:

(a) Regulation 25 extends the definition of capital expenditure. The main effect
is to allow authorities to finance additional kinds of costs either out of capital
receipts or (subject to affordability) by borrowing. The costs brought within the
definition are: expenditure on computer software; the making of loans or
grants for capital expenditure by another body (see also paragraph 2.3.2
above); the repayment of a capital grant (for example, to the Government);
and expenditure on the improvement of land which the authority does not
own (for example, improving contaminated land).

19
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(b) Regulation 26 provides that certain expenditure which under accounting
practice would be of a capital nature, is not to be treated as capital
expenditure. It specifies that loans to local authority officers are not capital
expenditure. So authorities cannot borrow to fund loans to staff (e.g. for car
purchase) — expenditure on such loans must be charged to revenue. It follows
that when the repayments of such loans are made to authorities, they do not
score as capital receipts, thus simplifying the accounting process.

Capitalisation directions

Capitalisation directions may be issued to individual authorities under section
16(2)(b), in the form of a letter. The effect is that specified revenue expenditure
may be treated as capital expenditure. Directions will continue to be given only
in exceptional circumstances. There is power (section 20) to attach conditions to
directions, and directions may be varied or revoked as required by a subsequent
direction.

Accounting practices and investment

Local authority companies (section 18)

The former system ensured that borrowing byo is owned or influenced by
local authorities was brought within the capital €ontrols. That broad principle is
preserved under the new system. Sectiéf,18 rs the powers necessary to achieve

that end and relies upon definition d
Government and Housing Act
limit were ever imposed und

had to treat borrowing and ¢redit t

he former system in Part 5 of the Local
mains in force). If a national borrowing

4, regulations would ensure that an authority

ctions by its companies as its own and keep

such transactions within 4 re of the limit. Under the normal prudential regime,
an authority also needs%o, tak unt of any transactions by its companies which
potentially imp the amthority’s revenue resources, since they will affect the

authority’s capa able borrowing.

Accounting practices (section 21)

The new system as far as possible takes standard local authority accounting practices
and concepts as its starting point, thereby avoiding the need for special definitions in
the legislation. Section 21 provides a framework for identifying the accounting codes
which are to constitute ‘proper practices’. The codes so identified will have that status
for the purposes of the capital finance system and other existing legislation.

Proper practices are relevant to key provisions in Part 1 of the Act (sections 7 and

16 — see paragraphs 2.2.19 and 2.4.1). In addition, they are referred to in other
legislation. Regulations made under the Audit Commission Act 1998 require local
authorities’ annual statements of accounts to be prepared in accordance with proper
practices. Various specific accounts or financial calculations also have to be prepared
in accordance with proper practices. Examples are the Housing Revenue Account and
the calculation of the net proceeds of road user charges.
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Regulation 31 has therefore been made to identify the documents that rank as ‘proper
practices’ under section 21(2)(b). The Statement of Recommended Practice (‘the
SORP’) is the comprehensive statement of accounting practices to be followed in
preparing a local authority’s annual statement of accounts. The Best Value Accounting
Code of Practice contains provisions on the classification of local authority
expenditure and costing practices that supplement the SORP.

Some special accounting treatments are also needed for the purposes of the capital
system and there is power for the Secretary of State to specify accounting practices
by regulation (section 21(1)). Regulation 30 is made under this power. It allows local
authorities to apply best accounting practice for pensions while ensuring that the
ultimate charge in respect of retirement benefits is based solely on the requirements
of the statutory pension schemes. (Under the 1989 Act system, the same result is
achieved by regulation 12B (made under section 42 of the 1989 Act and inserted in
the Capital Finance Regulations 1997 by SI 2003/515).)

Regulations 27 to 29 on Minimum Revenue Provision (s nnex A) also rely on the
power in section 21(1).

External funds (section 17)

The main effect here is to ensure that transactien lo¢al government pension funds
will continue to be outside the CapitB&IO ols.\8eparate regulatory systems apply.

Information (section 14) \
This requirement to provide 4 ion in practice mainly means that authorities
have to complete regular stdtisticalgetdrns to the Secretary of State.

12)

Investment p ec

Section 12 confir at authorities have power to invest their surplus funds, not only
for any purpose rel@vant to their functions, but also for the purpose of the prudential
management of thelif financial affairs.

Investments guidance (section 15)

Authorities are required to have regard to guidance on investments issued or
identified in accordance with section 15 (guidance can given be on any capital finance
matter under that power, but it has so far been used only in relation to investments).
The aim is to encourage authorities to invest prudently, thus preserving the safeguards
of the former system but allowing greater flexibility and more local discretion.

Regulation 24 relies on the power (in section 15(b)) to specify existing guidance and
accordingly names CIPFA's Tireasury Management Code, which is already widely used
by authorities. This is quite separate from the CIPFA Code, mentioned in paragraph
2.2.3 above. However, the Treasury Management Code helpfully complements
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the guidance in that code, covering good practice on the administration of debt,
investments and related aspects of financial management.

In addition, the Secretary of State has issued his own guidance on investments (under
the power in section 15(a)). This asks authorities to prepare an Annual Investment
Strategy, to be approved by the full Council, setting out their investment policies and
their procedures for assessing and managing risk. Subject to that, they have wide
discretion as to how and where they invest their funds. The full text of the guidance is
on The Communities And Local Government Website

Applicable regulations

Regulation 25(1) (d) provides that acquiring share or loan capital in a company

is capital expenditure. The intention is to discourage authorities from undertaking
speculative investments in shares and corporate bonds. Because these investments are
defined as capital expenditure, they would have to be fupded out of capital resources,
just as if the money had been spent; and when the investment was cashed in a capital
receipt would be generated. This acts as a disincentive.

However, regulation 25(1)(d) has been amended d 4) to exclude two

forms of investment which would otherwise be ¢ 1@ b this definition — investments

in money market funds and in multilater: - 4& ent banks. In both cases,

it is possible to reduce the risks to at‘fpt le l&wels, subject to proper assessments of
e

creditworthiness in accordance with t of State’s guidance.

™
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Annex A: Minimum Revenue Provision

Introduction

Under the 1989 Act capital finance system authorities had to set aside a minimum
amount from revenue each year as provision to meet credit liabilities — known as
Minimum Revenue Provision (MRP).

A broadly similar duty to make MRP continues in relation to general fund transactions,
though, following the introduction of the Major Repairs Allowance for housing, there
is no longer a similar requirement in relation to the HRA.

The new MRP calculation depends as far as possible on concepts derived from
standard accounting practice. The basis of the calculation will not be the credit
ceiling, which ceases to exist following the repeal of Part 4 of the 1989 Act, but the
Capital Financing Requirement (CFR) introduced afigl defined in the CIPFA Code.
This operates in much the same way as the credit ceilin can be derived directly
from the balance sheet.

The new rules are in regulations 27 to 29, which on the power in section 21(1)
to modify accounting practice.

L 2
Duty to make revenue provision (gegulation 27)

Regulation 27(1)(a) contains th uirement. Regulation 27(1)(b) enables
authorities, as before, to make a h rge to revenue than required by the MRP
rules, without upper limit. The sa ulation allows authorities the discretion to

finance capital expendit m revenue in the year it is incurred.

Parish councils @hg.chart
obligations to ¢ @

by paragraph 3 ofiSéhedu
authorities the pov
incurred.

ustees are not liable to charge MRP. Instead their
account for the repayment of borrowing are governed
1 to the 2003 Act. But Regulation 27(2) gives these
er to finance capital expenditure from revenue in the year it is

Calculation of MRP (regulation 28)

The main MRP formula is set out in regulation 28(1). The formula is designed to
produce as far as possible a revenue effect similar to non-housing MRP under 1989
Act rules. The percentage rate remains at 4% and this is applied to the CFR (subject to
certain adjustments outlined below), which, as noted above, approximates roughly to
the credit ceiling under the 1989 Act.

However, to achieve that neutrality, the CFR needs to be abated to reflect any
difference between it and the credit ceiling at the start of the system. This is the
purpose of factor A in the formula. The adjustment will be carried forward each year
(but the value of A will always remain exactly as calculated for the first year of the
system). An explanation of A is given below (see paragraph 10 below).
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Each year also, a further deduction will need to be made from the CFR to eliminate
elements relating to housing — this is factor HC in the formula (see paragraph 14
below), which will need to be calculated afresh each year.

Calculation of adjustment A

The starting point for calculating A is the CFR on 31 March 2004 (CFRM). From this

is deducted the sum of the Housing and Non-Housing Amounts (HA + NHA) as
defined under 1989 Act rules (and in particular regulations 132 and 142 of the Capital
Finance Regulations 1997). These amounts are the basis for the calculation of housing
and non-housing MRP at the rates, respectively, of 2% and 4%. Together, HA and

NHA represent the elements in the overall credit ceiling which are relevant for the
determination of MRP.

However, the CFRM must then be increased by half of (HA — HB). HA has the same
meaning as above, the Housing Amount. HB is the Opening HRA Capital Financing

Requirement for 2004-2005, as defined in regulation 28 ut where the Opening
HRA CFR is a negative amount, HB is nil). This element j alculation allows
for the fact that the Housing Amount and the Opening an be different

rather than 4%. This element reproduces the latt y ensuring that only half

of the excess of the Housing Amountg@vegithe RA CFR is charged at 4%
(half of 4% of a figure equalling 2% of t Similarly, this part of the calculation
deals with cases where the Openin R'&xceeds the Housing Amount.

amounts. If the Housing Amount is greater than t RA CFR, under 1989
Act rules part of the MRP falling in the General F owld have been charged at 2%
fe
ening H

The overall result of these calcula
CFRM exceeds the credit ceiling for
the value of A.

identify an equated amount by which
purposes at the start of the system. This is

When, thereforgiia, the formula, the CFR is reduced by A, it provides a basis for
deriving MRP w ivera result no higher than under the 1989 Act.

Calculation of

HC is the other factor which must be deducted from the CFR before MRP is calculated.
This is to ensure that the amount of MRP charged to the general fund relates only

to non-housing capital expenditure. HC is the opening HRA Capital Financing
Requirement for the year in which MRP is being calculated, as defined in regulation
28(6) (except that, where the opening HRA CFR is a negative amount, HC is nil). The
effect of the deduction is to strip out of the CFR the elements associated with housing.

Additional amount of MRP relating to amortisation periods

Section 54(5) of the 1989 Act related to supplementary credit approvals issued in
respect of expenditure treated as capital expenditure by virtue only of capitalisation
directions under section 40(6) of the 1989 Act. It provided for the specification of an
amortisation period. Where such an amortisation period was specified, the amount
of the credit approval was not taken into account for the purposes of the normal MRP
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formula. Instead, regulation 136 in the Capital Finance Regulations 1997 applied. This
required the authority to make revenue provision for the credit approval in equal
annual instalments over the amortisation period.

Following the end of the 1989 Act system, there will be some unexpired amortisation
periods (mainly relating to supplementary credit approvals issued for reorganisation
costs). Regulation 28(2) requires authorities to continue to make revenue provision
in equal annual instalments, as if regulation 136 were still in force, throughout the
amortisation period originally specified.

Commutation (regulation 29)

The MRP formula continues to take account of the effects attributable to the 1992
commutation exercise. Authorities are able to reduce their MRP liability to mitigate
the year’s loss and the regulations provide a formula (a simplified version of the one
under the 1989 Act) enabling this adjustment to be calculated.

The commutation adjustment formula is: G (total grant uted in 1992) less
savings on interest (I) and savings on MRP (M).

Unlike the 1997 Regulations, the 2003 Regulatio specify how savings on
interest and MRP are to be calculated. That ledyes'itto atithorities to adopt any
reasonable approach — which could include continuing to use the formula in the 1997
Regulations or adopting a method relying le otional factors.

By contrast with the 1989 Act s Xmutation adjustment is discretionary.
Though the adjustment can on B authorities do not have to calculate and
apply that reduction, if they to do so.

For those authorities o obtain full mitigation of their commutation loss,
but whose MRPRdiability isless than the loss, capitalisation directions (under section
16(2)(b)) will b& ermit unsupported borrowing to meet the outstanding

revenue losses d ‘i )
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Housing Capital Finance

This chapter describes the way in which the housing capital finance system operates,
the sources of finance and its links with the Housing Revenue Account and the local

authority finance regime.
Section 3.1 covers the housing capital expenditure programme.

Section 3.2 explains how local authorities’ expenditure programmes are
Jfinanced.

Section 3.3 describes the links between the Housing Revenue Account and the
capital finance system.

Section 3.4 deals with authorities’ obligations to pay a_proportion of their
housing capital receipts to the Secretary of State, comm referred to as

“pooling”.

Annex A deals with Arms Length Management O
0\\ s
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Housing capital expenditure programmes

Local authorities” housing capital expenditure programmes cover:

(i) renovation and improvement of council housing where authorities own the
housing;

(i) support for work on private sector housing — mainly demolition or improvement
of private sector stock as part of wider area regeneration, renovation and
Disabled Facilities Grants for households on low incomes;

(iii) provision of additional social housing through new build (generally through
Registered Social Landlords — RSLs) or acquisition.

Under section 16 of the Local Government Act 2003, capital expenditure refers to
expenditure of the authority which falls to be capitalised in accordance with proper
practices.

Most authorities’ housing capital expenditure program
renovation of their own stock, e.g. to meet the decent
composition of the programme should reflect theg
the area. These will be set out in the housing strateggwhich each housing authority
is required to produce for their area, in consulgati i
related services, tenants and residentsy

alfhousing, local authorities’ role is principally
iders. Government policy is that housing
draw on private finance to help meet
providers. This also increases choice and

Where there is a need for addition
an enabling one, rather than as'di
associations and other RSLs,

development costs, should ¢ the

competition amongst sogial fandlords.

The size of an afitherity’s ieusing capital expenditure programme is a matter for it to
determine in th a‘%‘y i sessment of the resources available to finance capital
expenditure for the@uthority as a whole and the proportion of that which is to be
spent on housing (See section 3.2).

Housing capital resources

Authorities’ housing capital expenditure programmes are financed partly from their
own resources and partly through central government support. The main
sources of finance under those two headings are as follows. Unlike revenue, there is
no overall ‘ring-fence’ on HRA capital expenditure.

Authorities’ own resources

Usable capital receipts — this includes all receipts from the sale of non-HRA assets
and the proportion from the sale of HRA assets which is not subject to pooling under
regulation 12 of the Local Authorities (Capital Finance and Accounting) (England)
Regulations 2003 as amended (‘the 2003 Regulations’) (see section 3.4).
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Contributions from revenue — where authorities’ revenue expenditure is less

than their income they can, if they choose, use the excess income to finance capital
expenditure directly. Revenue contributions from the General Fund cannot, in the
absence of a direction under Item 9 of Part I of Schedule 4 to the 1989 Act (see
section 5.9), be used to finance HRA capital expenditure, although they can be used
for other non-HRA housing capital expenditure. Revenue resources from the HRA can
only be used to finance HRA capital expenditure (under Item 2 of Part II of

Schedule 4) (see section 0.2).

Unsupported borrowing — where authorities’ revenue expenditure is less than

their income they can, from 1 April 2004, use the excess income to meet the costs of
borrowing to finance capital expenditure. Authorities are required to determine an
affordable borrowing limit (section 3 of the Local Government Act 2003), having regard
to the Code of Practice', which requires authorities to take into account certain factors,
including, and in particular, the level of revenue resources available to support long-
term borrowing, over and above that provided through central government support.

Central government support

Major Repairs Allowance (MRA) - this is an el subsidy which
provides resources to meet the ongoing capital aintaining the current
condition of the local authorities’ housing sto allowance is based on the annual
cost, averaged over 30 years, of replaging jndividual building components as they
reach the end of their useful life. From &Ap , the resources may only be used to
meet capital expenditure on propertygwi the HRA or to repay debt (see

Chapter 17).

Supported borrowing — sgme mainstream funding for housing investment by

local authorities is provi the form of revenue support to cover borrowing

costs (e.g. interest pay: ts): e years up to 2003—-2004 the allocations made
(credit approv: so acted as limits on the amount of borrowing authorities

could undertak ations for 2004-2005 (Supported Capital Expenditure
(revenue)) onwa the level of borrowing for which central government will
meet the costs; it i$inow open to authorities to borrow more than this where they
have the revenue fufids to cover the costs (see paragraph 3.2.4, on unsupported
borrowing, above). The revenue funding for local authority stock is provided through
HRA subsidy, for the period 2004-2008 this was done on the recommendations

of Government Office-chaired Regional Housing Boards. From 2008-2009 the
recommendations will be made by the Regional Assemblies and in London, the Mayor.
Funding for non-HRA housing investment is, subject to Treasury approval, provided
via capital grant.

Capital grants — which are provided to:

(i) cover 60% of the cost of mandatory Disabled Facilities Grants (DFGs) paid by
local authorities for adaptations to private sector households with a disabled
household member;

1 The Prudential Code for Capital Finance in Local Authorities published by CIPFA (Chartered Institute of Public Finance and Accountancy)
ISBN 0 85299 989 5
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(i) meet part of the cost of private sector grant commitments entered into before
April 1999

(iii) support improvement work in the private sector to help meet the Decent
Homes target,

(iv) support wider regeneration activity.

Regeneration grants (e.g. from the Single Regeneration Budget or the New Deal
for Communities) and Market Renewal Fund resources are also available, where
improvements or additions to the housing stock form part of the wider regeneration
programme.

Further sources of grants are the European Community and contributions from
developers.

Allocation of central government resources

ifferent ways, all of
allocation arrangements

The resources provided by central government are alloga
which involve a significant needs-based element.
are as follows.

MRA - allocated on a wholly formula" basis acgording to the numbers of dwellings
within a selection of different archetype§o each authority, and to regional
cost variations (see Chapter 17). \

Supported borrowing — fro 4-2005 these resources form part of the new

de funding for the provision of additional
affordable housing by registésed sogial landlords and other housing providers. Up to
and including 2007-20@8 deci on the allocations for individual local authorities
were taken in thigglicht of @@vice from Regional Housing Boards about how the
resources could w ed’to address strategic regional and national housing
priorities. From 20082009 this advice will be provided by the Regional Assemblies and
in London, the Mayer. The priorities are set out in Regional Housing Strategies drawn
after wide consultation within the region. These arrangements were introduced,

as part of the Sustainable Communities action programme, to ensure housing
investment was better integrated with other regional plans/strategies (particularly,
planning, transport and economic development) and to allow programmes to be
tailored to the region's specific needs.

Disabled facilities grants (DFG) — these allocations are based partly on an index of
relative need and partly on authorities’ performance on planning and delivering DFGs.
Additional allocations can be made if resources are freed up by authorities spending
less than their full allocation. The maximum allocation for any authority is 60% of the
eligible DFG expenditure which they incur.
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Links between capital expenditure and receipts and the HRA

The local government capital finance system introduced in Part 1 of the Local
Government Act 2003, together with the various regulations made under that

Part and outlined in Chapter 2 of this manual, applies to all local authority capital
expenditure with no specific reference to housing. The rules governing the way in
which the revenue consequences of capital expenditure and capital receipts relating
to HRA property are recorded in the HRA build on these rules, but are set out in a
separate determination made under Item 8 of Part I and Item 8 of Part I of Schedule
4 to the Local Government and Housing Act 1989. This is known as the ‘General
Determination of the Item 8 Credit and Item 8 Debit’, normally referred to as the
Item 8 determination (see section 5.8 and Chapter 7).

Capital/revenue links

There are five main links between an authority’s capital programme and their HRA:

(i)  where the amount debited to the HRA in respect Q
the amount received by an authority as its MRA o
by the authority on some other basis in accordance
transferred from the HRA to the Major Rep

preciation (which may be

% ent amount calculated
v droper practices) is

¢ for expenditure for

capital purposes on property within the repayment of debt;
(i) where expenditure for capital pﬁr 9 RA property is financed from
revenue under debit Item 2 of th section 0.2);

(iii) where expenditure which
capitalised (by a dire
funded by borrowin fro
(see paragraph 3.211);

r sections 16(2)(b) and 20 of the 2003 Act) and
apital receipts, or from the Major Repairs Reserve

(iv) where ce nts (e.g. of capital receipts) or mortgages granted by
the authorti to interest payments. These are recorded as revenue
ith proper accounting practices) and are credited to the HRA

®);

(see section

(v) where the use of borrowing or credit arrangements to finance HRA capital
expenditure gives rise to loan charges. These are recorded as revenue items in
line with proper accounting practices and are debited to the HRA (see
section 6.8 and Chapter 7). Authorities are required to debit their HRA with
sums representing interest charges on assessed HRA debt (as measured by the
HRA mid-year Capital Financing Requirement (CFR)). This is done through the
Item 8 determination.

The remainder of this section is concerned with Item (v): the HRA consequences of
borrowing to finance capital expenditure and capital receipts.
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HRA consequences of borrowing and credit arrangements

It is important to recognise that the concept of HRA debt is an entirely notional

one. In practice, most authorities pool all the loans they take out, regardless of
function. These will be at different interest rates. It is not practicable therefore (nor
indeed a statutory requirement) for authorities to identify separately at any time the
outstanding loans which relate specifically to HRA property, or the charges payable on
them. Instead, an assessment is made of outstanding HRA debt, using the mechanism
of the HRA Capital Financing Requirement (see section 7.1). This, in turn, is used as
the basis for calculating the appropriate share of an authority’s total loan interest
charges, by applying the average actual interest rate paid by the authority on all
outstanding borrowing to the notional HRA debt as measured by the HRA mid-year
CFR, where positive (see section 7.4). This is taken into account in the capital asset
charges accounting adjustment (J — R in the item 8 determination).

For accounting purposes, actual loan charges on all borrowing are debited to the
General Fund. A sum representing the HRA share of these, calculated as above, is
debited to the HRA. In order to avoid double counting in‘@uthorities’ accounts, a
contra-credit (or debit) matching these amounts is the to the General Fund.

The calculation of both assessed HRA debt and log
with the Item 8 determination. This also requires
debt management expenses and depreciation)ane
payments on mortgages) to be debit@ orgredited to

Full details of the Item 8 determina anghthe calculation of the credit and debit
items are given in section 5.8 a, yrespectively. The extent to which capital
charges and income are reckonabl@for subsidy purposes is explained in

Chapter 16. G

Capital recei

Capital receipts ce HRA capital expenditure have no impact on the HRA,
or on HRA CFRs at the point when they are received, irrespective of whether they are
generated from thegale of HRA property or whether non-HRA receipts are used for

HRA purposes. However:

(i)  if such receipts are invested, any interest will be credited to the General Fund
and not to the HRA — it may not be used to finance HRA capital or revenue
expenditure;

(ii)  if such receipts are used to repay HRA-attributable debt or meet HRA-
attributable credit liabilities — which is entirely at the discretion of the authority
— the authority will reduce their HRA CFR accordingly. This has no impact on the
authority’s entitlement to HRA subsidy.
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Housing capital receipts pooling

Introduction

In 2004-2005, a system of pooling for housing capital receipts was introduced. This
ensured that the principle of redistribution of the spending power generated by
such receipts, as delivered previously by the set-aside regime, continued and was
strengthened by the inclusion of debt-free authorities. This money is used to support
housing capital expenditure in line with the policies outlined in the Sustainable
Communities Plan.

Capital receipts from the sale of housing land and dwellings are subject to pooling,

as provided for in the 2003 Regulations. 75% of receipts from Right to Buy Sales

are pooled, including proceeds from sales to existing tenants or occupiers. Receipts
from large-scale and small-scale voluntary transfers (which are termed
“qualifying disposals”™) — including preserved rights to buy arising as part of the
transfer agreement — are excluded, although they are taken into account in calculating
authorities’ entitlement to HRA subsidy (see Chapter 16)@nd HRA CFR (see Chapter
7). Communities And Local Government assumes that 759
to repay debt, or — if higher — such proportion of the r
reduce the SCFR to zero or lower.

For all other housing receipts (i.e. not fro ale§ or transfers), the pooling
rate is 75% from dwelling sales and 50% from tRe sa other HRA property (e.g.
bare land, shops, garages, surplus vac ings). The amounts to be pooled may;,
however, be reduced where some or M receipt is used for capital expenditure
on affordable housing, regenefasi eparing the property for disposal (e.g.
obtaining planning permission oriifting rictive covenants) — see regulation 16 of
the 2003 Regulations. The e st able authorities to recycle receipts that have
arisen through the active agement of their property portfolio into affordable
housing and regenerati@n pr: his does not apply to receipts from RTB sales.

Certain other ¢ e deducted before the amount to be pooled is calculated.

capital receipt. These are:

(ii)  the costs of improving the property sold that were incurred in the previous
three years ending on the date of disposal (See regulation 15 of the 2003
Regulations); and

(iii) the cost of buying back dwellings previously sold under the right-to-buy
provisions (See regulation 19 of the 2003 Regulations).

Authorities must calculate the amount due at the end of each quarter. Payments

must be made within one calendar month of the end of that quarter. If an authority is
unable to calculate the exact amount due (the “specified amount”), they must notify
the Secretary of State accordingly, and pay their best estimate of the specified amount.
The balance (if it is positive) must be paid over by the next payment due date. If the
balance is negative, i.e. if the authority has over-estimated the specified amount, the
authority may net off any overpayment in the next payment.



3.4.6

3.4.7

Housing Revenue Account Manual

Late payment attracts interest. This is calculated as 1% above base rate on a day-to-day
basis, and compounded with three-monthly rests.

There are transitional arrangements for authorities with housing stock that were
debt-free on 31 March 2004. For a period of three years (2004-05, 2005-06 and
2006-07), these authorities may reduce their pooling liability by a reducing proportion
(75%, 50%, and 25% in successive years), provided they use the receipts that are not
pooled for housing purposes. This is in addition to any other resources they may be
allocated on the recommendation of the Regional Housing Boards.

‘N
\
™
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Annex A: Arms Length Management Organisations

Background

The Government announced as part of the outcome of the 2000 Spending Review that
it wanted to encourage innovation in housing management and greater separation
between authorities’ strategic housing role and their role in housing management.
£460m was allocated for additional capital investment where authorities set up

arms length management organisations (ALMOs) and demonstrate high standards.
The 2002 and 2004 Spending Reviews increased the amount of funding available

for ALMOs to almost £3.7bn to 2007-2008. This will also help to achieve the
Government’s target of ensuring that all social housing reaches a decent standard.

ALMO guidance can be found in Supplement to the Guidance on Arms Length
Management — Communities and Local Government and Guidance on Arms Length
Management of Local Authority Housing — 2004 Editiorie Communities and Local
Government. Arms length management does not involvegfiy change in the ownership
of the stock, and tenants remain tenants of the local auth ALMO is normally

a company limited by guarantee wholly owned by the lo¢a \ority. It may manage
all or part of an authority’s stock, but where the
stock, it should consider setting up separate S Or a group-type structure.

Successful bidders are given conditioffa iQns for capital spending (i.e.
Communities and Local Government hasiagreed;4f required, to issue the authority
with supported borrowing ap to ecified amount and to provide
additional HRA subsidy to suppo penditure). This is subject to the authority
obtaining the Secretary of St ment to delegating housing management
functions to an ALMO and t@ demafastrating high standards in an inspection by the
Housing Inspectorate. rd@g to access the resources, an ALMO will need to obtain
at least a 2* (good) rati

Bids were invite ber 2001 for the first round of funding in 2002-2003,

and eight authoritiés were given conditional allocations. Details can be found on

the Department’s site. A second round of bids was invited for February 2002 for
spending to start in 2003-2004. Thirteen local authorities were given conditional
allocations — Details can be found on the Department’s website. A third ALMO

bidding round, for expenditure starting in 2004—2005 was announced in “Sustainable
Communities: building for the future”, published in February 2003. Thirteen local
authorities were given conditional allocations under Round 3 in July 2003 — Details can
be found on the Department’s website

Twelve local authorities bid successfully under Round 4 of the programme, for
expenditure starting in 2005-2006 — Details can be found on the Department’s
website and ten under Round 5, for expenditure starting in 2006-07. Announcement
Details can be found on the Department’s website. Bids received under Round 6 in
July 2006 are currently under consideration.

Subject to obtaining the necessary agreement from the Secretary of State to delegate
housing management functions, it is open to any authority to set up arms length
management arrangements without seeking additional resources.
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Financial aspects of ALMOs

Since setting up an ALMO does not involve any change in the ownership of the
housing stock, the property managed by the ALMO will remain in the HRA and the
authority will continue to receive HRA subsidy and capital resources available to
authorities managing their own housing. Where an ALMO manages the whole stock,
these resources will normally be passed to the ALMO.

The additional resources for high performing ALMOs will be paid as HRA subsidy.

The additional subsidy will continue to be paid each year at the agreed rate, but it
will not be inflation linked. The amount of subsidy has been calculated, for Round 1
and 2 authorities, at a rate of 8% of the assumed borrowing (based on the proposed
capital programme). From Round 3 onwards, the subsidy will simply cover the cost of
borrowing; no separate ALMO allowance will be paid.

Where the ALMO proposes that there should be additional borrowing in reliance on
these additional resources, the Department will commit to supported borrowing, on
demand, up to the level of the authority’s conditional allogati

Prior to 1 April 2004, ALMO authorities were required tc
independently of their debt portfolio, as ALMO s credit approvals
(‘SCAs’) were not taken account of in the HRA ¢ iling or CRI arrangements.
Starting in financial year 2004—2005, ALMO sufjpo rowing approvals are
included in the CRI calculation and tl@ HRA CFR calculation. The result is that ALMO
authorities no longer have to calculate @xo ures or track ALMO borrowing
independently of their debt portfoli \

More detailed guidance on fin issuesthas been made available to authorities
interested in setting up AL
Task Force are available t
and any authority consi@lérin
possible.

tep should make contact with them as early as

HRA subsidy implications

ALMO allowance forms part of HRA subsidy and will be paid as part of the regular HRA
subsidy payments. Payments will be triggered by special HRA subsidy determinations.
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Overview

This chapter is made up of separate sections providing an overview of the operation
of the Housing Revenue Account.

Section 4.1 is an introductory section, outlining the history and development of the
HRA, its main characteristics, and the current statutory framework. The concept of
the notional HRA is introduced.

Section 4.2 describes the accounting procedures to be followed in keeping the HRA,
including the statutory and non-statutory proper practices. It also explains the links

between the HRA and other local authority accounts.

Section 4.3 describes the budgeting procedures which an authority will follow in
respect of the HRA.

Annex A summarises the main statutory requirement

Annex B reproduces the Housing Revenue Acco ng Practices)
Directions 2000, which set out the proper practi ollowed for the valuation
of HRA stock and the information to be discl, thelpublished HRA up to and

including the financial year 2005—2@6,

Annex C reproduces the Housing Reyern ccount (Accounting Practices)
Directions 2007, which sets ou ctices to be followed for the valuation
of HRA stock and the informatio losed in the published HRA. These
directions take effect from 1 1l until amended.
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Introduction

This section gives a brief overview of the Housing Revenue Account (HRA), covering

its history and development, the current statutory framework in which it operates
and its main characteristics. It also introduces the concept of the notional HRA,
which forms the basis for calculating authorities’ entitlement to HRA subsidly.

Background

The requirement for local authorities to keep a Housing Revenue Account dates back
to the Housing Act 1935. This consolidated the separate accounts local authorities had

been required to keep for housing under previous Acts of Parliament.

The HRA is a record of revenue expenditure and income relating to an authority’s own

housing stock. Local authority income and expenditure on other housing services
(e.g. support for RSLs or private sector schemes) are not charged to the HRA but to
the General Fund.

The items to be credited and debited to the HRA are p
ring-fenced account within the authority’s Genera
authorities have no general discretion to transfer;
ring-fence was introduced by the Local Gover
Act’), to ensure that rents paid by local authori
reflected the cost of providing the hcés'
subsidised by increases in the council t
rents in order to keep council

by statute. It is a
means that local
to or out of the HRA. The

te accurately and realistically

local authorities may not increase

The Local Government Act
the statutory credits and deBits to
The most significant c e removal of the requirement to account for rent
rebates within the Housifig Revenue Account. The changes introduced by the 2003
Act affecting th coyered in detail in Chapters 5 and 6.

Statutory frameweork

The 1989 Act, as amended by the 2003 Act, and earlier legislation (particularly the
Leasehold Reform, Housing and Urban Development Act 1993, ‘the 1993 Act’),
provides the statutory framework for the Housing Revenue Account. A summary of
the main statutory powers and duties applicable to the HRA, is at Annex A.

(i) In general terms the Local Government and Housing Act 1989:

(@) places a duty on all local housing authorities to keep an HRA, in
accordance with proper accounting practices (see section 4.2), to budget
to avoid an end of year deficit and to review the account throughout
the year (sections 74 and 76); defines the properties to be included in
the account (section 74 and relevant directions — see Appendix B of this
manual);

e HRA prescribed in Schedule 4 to the 1989 Act.

nd Housing Act 1989 (‘the 1989

. Rent levels could therefore not be
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(iD)

In addition, the following directions made under the 1989

(iD)

(iii)

(iv)

(b) prescribes the categories of income and expenditure to be included
(section 75 and Schedule 4). Schedule 4 was amended by the 1993 Act so
as to enable local housing authorities to account for welfare services in the
HRA in accordance with proper accounting practices (Part IlI, paragraph
3A). However, the Housing (Welfare Services) Order 1994 (S.1. 1994/42)
made on 12 January 1994 excludes essential care services from the HRA
(see paragraph 6.1.2).

The Local Government Act 2003 further amended the 1989 Act by:

(@) moving the requirement to account for rent rebates in the HRA to the
general fund, and giving responsibility for subsidising rent rebates to HRA
tenants to the DWP;

(b) abolishing the requirement for authorities in overall negative subsidy
entitlement to transfer the negative subsidy amount to the general fund.
This is replaced by a requirement to pay the 4mount of negative subsidy to
the Secretary of State where it will be used as of the subsidy pool.

pply:

the HRA (Dwellings in the Account)

74(1)(f). This brought into the IiRA:

(@) any houses and dwellings prowide he authority or its predecessor on
or before 6 Februa demprovisions corresponding with Part IT of
the 1985 Act, where be credited or debited to the authority’s
HRA for the year 1 April 1989 in respect of those houses and
dwellings; and

ior) 1990, made under section

(b) any houses and acquired by the authority for the purpose of disposing
sesisection 74(3)(0)) if they are either provided for rent or
d-ownership lease granted by the authority;

sion of Leases) Direction 1997, made under section
74(3)(d). This excludes from the HRA leases of up to ten years for dwellings
taken out by authorities for the purpose of housing homeless households. It
replaced the HRA (Exclusion of Short-Term Leases) Direction 1991, referred to in
paragraph 10 of DOE Circular 8/95, for properties acquired after 31 March 1997
(further details are given in section 6.3);

the HRA (Modification of the Item 3 Debit) Direction 1997, made under
paragraph 2 of Part IV of Schedule 4. If a leased dwelling excluded from the HRA
under the HRA (Exclusion of Leases) Direction 1997 is subsequently used by the
authority for other housing purposes, this direction provides that the leasing
costs may still not be debited to the HRA (see section 0.3);

the HRA (Accounting Practices) Directions 2000, made under section
78. These directions (reproduced at Annex B) established the proper practices
to be followed in respect of the valuation of HRA stock and information to be
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disclosed in the published HRA up to and including the financial year 2005-20006.
(see section 4.2);

the HRA (Mortgages) Direction 2000, made under section 74(1)(f) put
beyond doubt that the sums received from the sale of local authority mortgage
portfolios (to the extent that they are in respect of ex-HRA properties) should be
treated as HRA capital receipts (see sections 5.8 and 7.1);

The Housing Revenue Account (Support Services) Direction 2003, made
under item 9 of Part I of Schedule 4 to the Local Government and Housing Act
1989 ensures that where authorities, particularly unitary authorities, choose to
debit the costs of support services provided to HRA tenants to the HRA, they can
fund such costs from the Supporting People grant, which they are required to
transfer into the HRA from the General Fund,;

The Housing Revenue Account (Rent Rebate Subsidy Deductions)
Direction 2003, made under item 10 of Part 2 of@chedule 4 to the Local

limit specified in the Table of Weekly Rent cdule 4A to the Order,

the authority is required to transfer an egui ount from the HRA to the
General Fund. (See Chapter 15 for how thes ctions are calculated).

\ 4
the HRA (Accounting Practice ir ns 2007, made under section

78. These directions (repgod t ex C) establish the proper practices
to be followed in respect ofithe valdation of HRA stock and information to be
disclosed in the publis see section 4.2). These directions apply

Jrom 1 April 2000;

A full list of directions anghdeterminations that have applied since 1996-1997 is set out
in Appendix B an

Nature of the H

The main features of the HRA are:

()

(iD)

(iii)

(iv)

it is primarily a landlord account, recording expenditure and income arising
from the provision of housing accommodation by local housing authorities
(under the powers and duties conferred on them in Part II of the Housing Act
1985 and certain provisions of earlier legislation);

it is not a separate fund but a ring-fenced account of certain defined
transactions, relating to local authority housing, within the General Fund;

the main items of expenditure included in the account are loan charges,
depreciation costs, and management and maintenance (M&M) costs;

the main items of income are from tenants in the form of rents, and from the
Exchequer in the form of HRA subsidy;
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(v) inaccordance with proper practices, it should be based on accruals rather than
cash accounting, recording accrued entitlements and liabilities for the year in
question, not actual cash receipts and payments during the year.

The ring-fencing of the HRA was one of the main changes to this account introduced
by the 1989 Act. From 1 April 1990, authorities no longer have any general discretion
to transfer sums out of the HRA, or to support the HRA with contributions from the
General Fund. However, the 1989 Act does permit transfers in certain limited and
prescribed circumstances. Further details of these and of the operation of the ring-
fence are given in paragraph 4.2.31 below.

HRA subsidy (the notional HRA)

An authority’s entitlement to HRA subsidy is calculated on the basis of a notional
HRA. This is a model of each authority’s HRA, which comprises:

(i) notional entries for rental income, major repairs andimanagement and
maintenance costs;

(i) loan charges; and

(iii) certain other items of income and expendit

and differ in important respects fro esponding entries in the authority’s
actual HRA. Subsidy is payable erence between income and
expenditure on the notional HRA Bull details of each part of the subsidy calculation
are given in Chapters 14—19 as ary of the differences between the notional
and actual HRA can be f in Chapter 13.

These entries are calculated in accordax annual HRA subsidy determination
e eorr

HRA accoun res

This section describes the statutory and non-statutory proper practices relevant to the
keeping of a Housing Revenue Account. It also touches on other accounting issues
such as cash accounting and prior year adjustments and explains the links between
the HRA and other local authority accounts, particularly the rest of the General Fund.

Background

Authorities are required by section 74(1) of the 1989 Act to keep the HRA in
accordance with proper practices. Proper practices are defined in section 21(2) of the
2003 Act as those accounting practices:

(i)  which the authority is required to follow by virtue of any enactment (statutory
proper practices, see paragraphs, 4.2.3—4.2.17); or

(i)  which are contained in a code of practice or other document which is identified
for this purpose by regulations made by the Secretary of State (non-statutory
proper practices, see paragraphs 4.2.18-4.2.19).
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Section 21(3) of the 2003 Act also requires that, in the event of any conflict between
statutory and non-statutory practices, only those defined by statute are to be regarded
as proper practices. This is particularly important in the context of capital charges and
receipts, where calculation of the amounts to be credited or debited to the HRA is
determined by the Secretary of State.

Statutory proper practices

The relevant provisions of the 1989 Act, the 1993 Act (as it amends Schedule 4 to the
1989 Act) the Audit Commission Act 1998 and the 2003 Act which establish statutory
proper practices are as follows.

The 1989 Act

Sections 74—77 and 80(2) and Schedule 4 establish proper practices in respect of
the keeping of the HRA and the Housing Repairs Accourify(a discretionary account
that separately records transactions on HRA repairs and enance). These are
described in section 6.1 and Chapter 9, respectively.

The 1993 Act
Sections 126 and 127, which introducgd @ 3A of Part III to the 1989 Act (and
re

S.I. 1994/42), establish proper practice of essential care services.

The Audit Commission Act an e Accounts and Audit Regulations
2003 (S.1. 2003/533 as amende S.1. 2004/556 and S.I. 2006/564))

This Act requires all acc@unts al authority to be audited by an auditor or auditors
appointed by t udit mission. The auditor is required to examine the accounts
and satisfy him stther things, that they are prepared in accordance with

the regulations, all the applicable statutory requirements (e.g. Schedule 4
to the 1989 Act) and that proper practices have been observed in their compilation.

The Accounts and Audit Regulations 2003 (as amended) provide for the maintenance
of proper accounting systems and records, internal audit by the authority and the
preparation, approval and publication of a statement of accounts, which includes the
Major Repairs Reserve.

The 2003 Act

Part 1 sets out the new statutory framework for local authority capital spending,
borrowing, credit arrangements and investment, replacing Part 4 of the 1989 Act. It
establishes statutory proper practices on:

(i)  the definition of “capital receipt” and the treatment of capital receipts (sections
9-11); and

(i)  the definition of “capital expenditure” (section 16).
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In addition to containing the definition of “proper practices”, it also provides a

new general power to specify proper practices by regulation (section 21(1)). This
power has been exercised in the Local Authorities (Capital Finance and Accounting)
(England) Regulations 2003 to make provision about accounting for retirement
benefits (regulation 30).

The HRA (Accounting Practices) Directions 2000 (‘the 2000 Directions’)
(reproduced at Annex B)

Section 78 of the 1989 Act empowers the Secretary of State to give directions as to the
accounting practices (either current or prospective) which are to be followed in the
keeping of the HRA (or the Housing Repairs Account). The 2000 Directions establish
the proper practices to be followed in respect of:

(i)  the valuation of HRA stock and other HRA assets (see paragraphs 4.2.12—13);
and

(i)  the additional information to be disclosed in the HRA
that required by the 2000 and earlier versions of t
Local Authority Accounting in the UK (see paragrap

atement, over and above

Valuation of HRA assets

The value of HRA assets is a key featu?e t Financial Framework. It is used to
provide key information on the sto &urposes of business planning, and also
to calculate rent guidelines for idy purposes, in place of Right To Buy (RTB)

values. In addition it was form ed to%ealculate the cost of capital charge that was
charged to the HRA until 20

The 2000 Directions:

(i) establish a
published
carrying out
(see paragra

ices the use of the Guidance on Stock Valuation

then DTLR in May 2000 (‘the Valuation Guidance’) both for
initial valuation as at 1 April 2000 and for subsequent updates
s 4-6 of the 2000 Directions at Annex B);

(i) require authorities to disclose as a note to the HRA the opening and closing
balance sheet values of HRA assets, broken down between operational assets
(with dwellings shown separately) and non-operational assets (see paragraph
7(1) of the 2000 Directions at Annex B); and

(iii) require authorities to disclose as a note to the HRA the vacant possession value
of council dwellings as at 1 April carried out in accordance with the Valuation
Guidance, with a note to explain that this, together with the corresponding
balance sheet value, shows the economic cost to Government of providing
council housing at less than open market rents (see paragraph 7(2) of the 2000
Directions at Annex B). The vacant possession value is arrived at as part of the
valuation process. It is the starting point from which the balance sheet values are
then produced, by an adjustment to arrive at ‘existing use’ values. Authorities do
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not have to carry out two separate valuations (see Chapter 12.4 of the Valuation
Guidance).

The HRA (Accounting Practices) Directions 2007 (‘the 2007 Directions’)
(reproduced at Annex C)

The 2007 directions change or update various items of published guidance concerning
the HRA, particularly the stock valuation guidance previously published in the 2000
Directions.

The directions require the use of the revised stock valuation guidance issued in July
2005. In addition, with effect from 1 April 2006 references to the cost of capital charge
are no longer relevant; these have been excluded from the 2007 directions.

The latter change follows the Statement of Recommended Practice (SORP), which

has been amended to remove the cost of capital charge from local authority accounts
in general, and changes made by the Item 8 credit and I 8 debit (general)
determination 2006-2007 amending determination 2006 lished in December 2006

Additional information

One of the aims of the New Financial Framew in€rease the transparency of
the HRA. The intention is that the H% sheuld give as full and self-contained a picture
as possible about the housing stock andgot assets, and about the authority’s
income and expenditure (both reve Npital) in respect of these assets. In

, paragraph 6 of the 2007 Directions
requires authorities to disclose asfetes toithe HRA depreciation and related charges,
HRA subsidy entitlement an enditure by source of finance. This additional
information should alre
in other parts of the a rit

Authorities sho
paragraphs 6(1), ) and (8) of the 2007 Directions) form part of the
aggregate figures shiown in the notes to the consolidated balance sheet. They will,
however, be shown '$eparately as notes to the HRA to assist understanding of the
transactions within the account.

The Item 8 determination

This establishes the statutory proper practices to be followed in calculating the
amounts to be debited or credited to the HRA in respect of capital charges and
receipts, which show the HRA's share of debt financing costs and investment income.
See section 5.8 and Chapter 7 for further information.

Non-statutory proper practices

Regulation 31 of the Local Authorities (Capital Finance and Accounting) (England)
Regulations 2003 (SI 2003/3146) identifies the codes of practice and other documents
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that rank as non-statutory proper practices under section 21 of the 2003 Act. Those
relevant to the keeping of local housing authority accounts are:

(i) the Code of Practice on Local Authority Accounting in the UK (CIPFA, last
revised in 2000) this constitutes a Statement of Recommended Practice

recognised by the Accounting Standards Board, and is generally known as the
SORP;

(ii) the CIPFA Best Value Accounting Code of Practice (last revised in 20006),
generally known as the BVACOP.

Another relevant publication which gives guidance on both statutory and non-
statutory proper practices is the Guidance Notes for Practitioners, .on the SORP
(CIPEA, last revised in 20006)

The SORP requires accounting policies to be applied consistently, with the
overriding requirement that an authority’s Statement oféccounts presents fairly
the financial position and transactions of the authority. Th@®ther main accounting
principles and concepts in the SORP which are especia @ t to the HRA are:

(i) reliability — financial information is reliabl be relied upon to represent
faithfully what it either purports to represe could reasonably be expected
to represent, and therefore reflects the subst f the transactions and other
events that have taken place; it ®fr eliberate or systematic bias; it is
free from material error; it is complete wi the bounds of materiality; and
under conditions of uncegtai asibeen prudently prepared (i.e. a degree
of caution has been applie ising judgements and making necessary

estimates);

(i) accruals (a pers coumnting concept) — the financial statements, other
than cash flow in ation, should be prepared on an accruals basis, that is the
non-cash f trapsactions should be reflected in the statements for the

periods in effects are experienced and not in the period in which

Major Repairs Reserve

The Major Repairs Allowance (MRA), paid as part of HRA subsidy, provides authorities
with the resources needed to maintain the value of their housing stock over time.

Authorities are required to set up a Major Repairs Reserve (see regulation 7(5) of

the Accounts and Audit Regulations 2003 as amended by the Accounts and Audit
(Amendment) Regulations 2004), and to transfer into it a sum equal to the MRA.
These funds are then available to authorities to finance capital expenditure on HRA
assets (other than expenditure on demolition), to repay borrowings or to meet certain
liabilities incurred under credit arrangements. Authorities will have the flexibility

to carry over any unspent MRA funds from one year to the next. The HRA may also
benefit from any short-term investment of unspent funds.
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Communities and Local Government expects that most authorities will also use
the MRA as an estimate of the depreciation charges to be made in the HRA (see
paragraph 7.2.6).

Cash accounting

Authorities may wish to keep a separate record of cash flow within the HRA, in
accordance with proper practices, in order to calculate an average notional cash
balance. This is used in the calculation of notional interest on cash balances to be
credited or debited to the HRA in accordance with the Item 8 determination. The
calculation of the average notional cash balance also takes into account transactions
within the Major Repairs Reserve (see section 5.8 and Chapter 7 for further
information on notional cash balances and the Major Repairs Reserve).

Prior year adjustments

Prior year adjustments (PYAs) to the HRA are to be madegdataccordance with proper
practices. The SORP requires material adjustments applicablee prior years arising
from changes in accounting policies or from the correction of findamental errors
to be accounted for by restating comparative fig preceding period and
adjusting the opening balance of reserves for the ulative effect. Examples of
PYAs made on the change of accounting policies a e made when authorities
move from a cash to an accruals basifin g for interest charges. The SORP
requirement in that situation is consiste it requirement of the Item 8

determination that the PYAs e f interest may not be charged to the
HRA for the year when the changeis made and are not taken into account when
calculating an authority’s Co i Rate of Interest (see paragraph 7.4.7).

Links with the _Gene und and published accounts

Section 91 of th¢
authorities (i.e.

vernment Finance Act 1988 requires all relevant local

Sdict councils, London borough councils, the Isle of Wight Council
and the Council ofithe Isles of Scilly) to establish and maintain a General Fund. All
sums received or payments made by the authority must be paid into or met from the
General Fund, other than those relating to the authority’s Collection Fund or any trust
fund. In the authority’s published accounts the revenue transactions in the General
Fund are shown in a combination of two statements:

(i) the Income and Expenditure Account, which states the transactions on a basis
that complies with generally accepted accounting practice in the UK; and

(i) the Statement of Movement on the General Fund Balance, which sets out the
adjustments to the figures required or permitted by legislation.

Both of these statements include all the General Fund transactions, including those
accounted for within the HRA.
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Although the HRA is a ring-fenced account within the General Fund, for convenience
and simplicity, the term ‘General Fund’ is used throughout this manual:

(i)  to refer to the General Fund excluding the ring-fenced HRA;
(i) where the 1989 Act refers to ‘some other revenue account of the authority’.

HRA transactions feed through into the General Fund. Any changes in the rules
governing HRA debits and credits (in particular, the Item 8 debit and credit) can
therefore have a knock-on effect on the General Fund (and therefore, potentially, on
council tax). Further details are set out in section 5.8 and Chapter 7.

Transfers between the General Fund and the HRA

Although it is a ring-fenced account within the General Fund, there are certain limited
and prescribed circumstances when transfers into and out of the HRA may be made.

The main permitted transfers between the HRA and Ge nd are as follows:

Mandatory transfers

(i) where amenities shared by the commun a whole (e.g. shops, roads,
recreation grounds) are providéel u the powers in Part II of the Housing Act
1985, authorities are required to ea ribution from their General Fund to

their HRA, reflecting the gen unity’s share of the amenity (paragraph 3
of Part III of Schedule 4 to 19 ct);

(i) sums credited and debited i rdance with the Item 8 determination
are effectively transférstbetween the HRA and the General Fund. In the case
of the Item 8 deb e ral Fund is receiving from the HRA a share of the

charges; in the case of the Item 8 credit, the General

gite the HRA a share of the interest earned by the authority
ent of their capital resources (see sections 5.8, 6.8 and

Chapter 7);

(iif) authorities are required to transfer sums from their General Fund to their HRA
in cases where a direction is made under Item 9 of Part I of Schedule 4 to
the 1989 Act (see section 5.9). Note should also be taken of the provisions of the
Housing Revenue Account (Support Services) Direction 2003 (see paragraph
4.1.6 above) which provides for such a transfer;

(iv) authorities may also be required to transfer sums from the HRA to the General
Fund under item 10 of Part IT of Schedule 4 to the 1989 Act, particularly
under the provisions of the Housing Revenue Account (Rent Rebate Subsidy
Deductions) Direction 2003 (see paragraph 4.1.6 above) which provides for
such a transfer.
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Transfers at the authority’s discretion

(i)  if an authority with an overall negative entitlement to HRA Subsidy still has
a surplus on the actual HRA after the ‘notional surplus’ has been repaid to the
Secretary of State under item 5 of Part II of Schedule 4 (see section 06.5), they
may transfer all or part of this remaining surplus from the HRA to the General
Fund (paragraph 2 of Part III of Schedule 4 to the 1989 Act);

(i) authorities which had an overall negative entitlement to HRA Subsidy in
1999-2000 may transfer an additional amount, over and above the former
statutory section 80(2) transfer, from their HRA to their General Fund under
the transitional measures scheme. The amount which may be transferred in
any year is subject to a limit which will be specified in a special Item 9 direction
(see Chapter 21). This provision is continuing despite the repeal of the section
80(2) transfer, but only for those authorities which remain eligible under the
rules of the scheme (vii) paragraph 3A of Part 3 of Schedule 4 to the 1989
Act allows certain credits and debits to the HRA where an authority provides
welfare services (within the meaning of section 11 the Housing Act 1985) for
persons housed in HRA property.

Allocation of costs between the HRA and und
CIPFA's BVACOP provides a standard classification ofiim€éome and expenditure for
housing services generally. 4

It is for each authority to consider ocasion of their overheads between the
HRA and the General Fund. In t costs should be allocated and how the

amounts should be calculate thasities should be guided by proper accounting
practices, including the proyisions e BVACOP,
charged to the HRA benefit the wider community, the

ontribution towards the costs from the General Fund as
Part I1I of Schedule 4 to the 1989 Act.

Where benefits or ame S

Further guidance ofithe accounting treatment for certain properties and services
within the context of the HRA ring-fence, and on the allocation of expenditure and
income between the HRA and the General Fund, is provided in DOE Circular 8/95.

The Balance Sheet

There is no separate balance sheet for the HRA. Transactions in respect of HRA assets,
along with those relating to all other local authority assets, are recorded in the overall
Balance Sheet, which the authority is required to prepare by the SORP. The value of
HRA assets in the Balance Sheet must be assessed in accordance with the Valuation
Guidance. The value of HRA assets and other balance sheet information specified in
the 2007 Directions must also be disclosed in notes to the HRA.
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HRA budgeting procedures

This section covers the various stages which the HRA goes through from initial
budgeting to end of year procedures. Statutory references are to the 1989 Act
throughout, unless otherwise stated.

Background

Section 76 places a duty on local housing authorities:

(i) to produce, and make available for public inspection, an annual budget for their
HRA which avoids a deficit;

(ii)  to review and, if necessary, revise that budget from time to time; and

(iii) to take all reasonably practicable steps to avoid an end-of-year deficit. These
provisions apply unless authorities have no prope in the account.

Making a budget

The HRA budget must be prepared in the Jan Fébruary immediately
preceding the financial year to which it will relate iOn 76(2)), and must take
account of all debit and credit items ligtedsin Schiedule 4 (detailed in Chapters 5 and
the 1993 Act and by the 2003 Act).

6), (section 76(3)(a) as amended by sex
It is for each authority to set its t. This will set out how much they plan

to spend on repairs, manage maintenance and the level of rents they will
charge for the coming year (§ectio 2)(b) and (a) respectively). In doing so, they
will need to take accoung®fin particular:

sidy they are likely to receive from the Exchequer,
the annual HRA subsidy determination;

(i) the implications of the rent rebate subsidy limitation rules and the related
HRA direction(the Housing Revenue Account (Rent Rebate Subsidy Deductions)
Direction 2003);

(iii) the loan charges and interest to be debited/credited to the HRA in
accordance with the Item 8 determination;

(iv) the need to make provision for bad and doubtful debts;

(v) any estimated deficit or surplus which may be carried forward from the
current financial year;

(vi) the need to avoid an end-of-year deficit (section 76(3)).

The budget should be based on the authority’s best assumptions about matters which
affect the HRA (including, for example, planned capital expenditure and likely sales
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of property, and any directions or special determinations made by the Secretary of
State) and their best estimates of the amounts which will be credited or debited to the
account, based on those assumptions.

In making assumptions about actions which the Secretary of State may take, an
authority must rely solely on information published by him or on his behalf or
supplied by him to the authority (section 76(4)). For example, an authority should

not assume a successful outcome on any application they may have made for a special
subsidy determination. It would not be unreasonable to budget on the basis of a draft
special determination, however, if discussions had taken place between the authority
and Communities and Local Government and if the draft was at a reasonably advanced
stage.

Implementation and review

Authorities are required by statute to implement their budget proposals (section

76(5)). However, it is recognised that circumstances may €hange in the course of a
year in a way which could affect the budget — for examp
problems may emerge, or costs may significantly exceec

Authorities must therefore review their budgets to time during the year
and may make changes they think necessary, as these are planned to avoid an
end-of-year deficit. If it appears that % ading for a deficit, they must take
such steps as are reasonably practicab is — for example by increasing rents
and/or making savings elsewhere to y unexpected expenditure or shortfall in
receipts. Authorities should us iew® to inform the various stages of the HRA
subsidy claim process (see Chapt

Publicity requireme

Authorities are
month of agreei
agreeing any revis

to'peepare a public statement of their HRA budget within a
get proposals, and a revised statement within a month of
s (section 76(8)). Such statements should set out:

(i)  the authority’s proposals on rent income, income from other charges in respect
of property within the HRA, and management and maintenance expenditure;

(ii) their estimates of all debit and credit items included in the budget.

The Secretary of State has the power to direct the inclusion of other information in
the statement (section 76(8)(c)). No such directions have been made, as at April 2007.

Copies of the statement must be available for public inspection, without charge and at

all reasonable hours at one or more of the authority’s offices, until the end of the year
following the one to which it relates (section 76(9)).
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End-of-year deficit

As indicated above, the requirement to budget to avoid a deficit cannot be absolute
for practical reasons. Circumstances may arise where it is not practicable to take
corrective action in that year — for example, increasing rents towards the end of the
financial year to offset an unforeseen and substantial one-off item of expenditure
may have only a limited effect. To the extent that it is not possible to find savings or
increase income, an authority should carry forward any resulting debit balance to the
following financial year (under Item 9 in Part II of Schedule 4 to the 1989 Act: see
section 0.9), and budget to eliminate it during that year.

An authority facing a deficit may apply to the Secretary of State:

(i) for a special determination for subsidy (or derogation from rent rebate subsidy
limitation — see section 15.2) to avoid the deficit; or

(ii)  for a direction under Item 9 of Part I of Schedule 4 to the 1989 Act to enable it to
make a transfer to the HRA from their General Fun@

While all applications are considered on their merits, t
is that such a determination or direction would onl
circumstances (advice on applying for directions 4 yecial'determinations is given

in Chapter 20). Ministers are prepared to grang des@gations from rent rebate subsidy
limitation if an authority is able to demonstrate ex onal circumstances outside its

control (see section 15.2). \ 4

End-of-year surplus \
A surplus on the HRA may bé carrie ard to the following year under Item 10 of

Part I of Schedule 4. If an@uthority has a surplus on their actual HRA, they may if they

wish transfer all or part@f it t General Fund. Such discretionary transfers under
paragraph 2, P of S ule 4 can only be made if no HRA subsidy is being paid
by the Secreta e authority.

Audit of the HRA

The HRA, along with other local authority accounts, is subject to external audit
under section 2 of the Audit Commission Act 1998, and to internal audit under
regulation 6 of the Accounts and Audit Regulations 2003. It is Communities and Local
Government’s normal practice not to settle an HRA subsidy claim until the audit of
an authority’s HRA is complete. However, an exception can be made if an authority’s
auditor provides an assurance that the subsidy claim is not affected by the matters
preventing the completion of the audit of the HRA.
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Annex A: Statutory Basis of the HRA and Housing Repairs

SECTION
OF 1989
ACT

Account

DUTY (Sec of State or LA)

POWER (Sec of State or LA)

DEFINITION

must be kept in accordance with
proper practices and to avoid a
deficit (LA)

74 (1) To keep an HRA in accordance with Proper accounting practices
proper accounting practices (LA) are now defined in section
21 of the Local Government
Act 2003
74 (1)—(3) To direct inclusion in or Properties to be accounted
exclusion from the HRA of for in the HRA
certain properties (S of S)
74 (4) To obtain Secretary of State’s To consent to HRA closure,
consent to close an HRA (LA) subject to LA complying wijth
conditions imposed (S of S)
74 (5)(a) Property within the HRA
74 (5)(b) Disposal of property taking
it out of HRA
75 To debit/credit items listed in
Schedule 4 (LA)
76 (1)—(4) To formulate a budget for the
following year (during January and
February) which avoids a deficit
on the HRA, making assumptions
as to exercise of S of S's powers
(e.g. as to subsidy) only on basis of
information from S of S (LA)
76 (5) To implement budget proposals
(LA)
76 (6) To review and, if hecessary,lrevise
the budget from timie to time,
taking reasonable Steps to avoid an
end-of- year deficit (BA)
76 (8)-(9) To publish budget proposals within | To direct inclusion of
one month of formulation/revision | information in budget
and make these available for public | statements (S of S)
inspection (LA)
77 (1) and | If discretion to keep a Housing To keep a Housing Repairs
(4) Repairs Account is exercised, it Account (LA)

S of S = Secretary of State

LA = Local Housing Authority
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SECTION
OF 1989
ACT

DUTY (Sec of State or LA)

POWER (Sec of State or LA) DEFINITION

77(2) To credit Housing Repairs Account

with specified items (LA)

77(3) To debit Housing Repairs Account To determine which expenditure

with specified items (LA) on improvement or replacement
of HRA property can be debited
to Housing Repairs Account (S
of S)

77(5) To credit HRA with any credit
balance on Housing Repairs
Account (LA)

78 To make directions on
accounting practices for HRAs
and Housing Repairs Accounts
(S of S)

78A To make directions as to

(inserted which items or amounts (ef@-

by Housing service charges) are referaple

Act 1996) to HRA property where pafts
of building disposg@l of but
common parts remaindn HRA
(S of S)

78B To fakedirections as to

(inserted HRA tfeatmentiaf surpluses

by Housing earned bysin-house trading

Act 1996) organisationmien work on HRA
propertyXS of S)

87 To consult on determinations afid To'make, vary or revoke

(amended directions (S of S) directions and determinations,

by S.I. o ) and make different provision

2000/ To send determination t@@uthor®asffor different authorities, areas,

3056) or authorities teswhich it relates cases or descriptions of case (S

a.s.a.p. after makinglity(S of S) of S)
To send determinations
electronically, or post on web
site instead of sending hard
copy (S of S)
To accept electronic service of
copies (LA)

S of S = Secretary of State LA = Local Housing Authority

52



SECTION
OF 1989
ACT

Schedule 4

DUTY (Sec of State or LA)

POWER (Sec of State or LA)

DEFINITION
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Part |

To credit to HRA specified items
(LA)

To direct that Item 2 credit
shall include or exclude certain
income from charges for
services and facilities (S of S)

To direct that [tem 4 credit shall
exclude certain contributions
towards expenditure debited to
HRA (S of S)

To direct that sums for reduced
provision for bad or doubtful
debts shall not be credited
under Item 7(a) or limit
circumstances and extent of
credit under Item 7(b)(S of‘S)

To determine Item 8 credit,
formula (S of S)

To direct Item 9 credit'of
amount to HRA friem ofher
revenue accoufit of the
authority (S of 'S)

[tems to be credited to the
HRA

Part Il

To dirget thatieertain
expenditlie on repairs,
management and maintenance
shall natbe debited under Item
IS of S)

Jo direct that provision for bad
or doubtful debts shall not be
debited under Item 7(a) or limit
circumstances and extent of
debit under Item 7(b)(S of S)

To determine Item 8 debit
formula (S of S)

To direct Item 10 debit of
amount from the HRA to the
credit of some other revenue
account of the authority (S of S)

[tems to be debited to the
HRA

S of S = Secretary of State

LA = Local Housing Authority
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SECTION DUTY (Sec of State or LA) POWER (Sec of State or LA) DEFINITION
OF 1989

ACT

Schedule 4 (continued)

Part IlI To debit or credit 1990-91 HRA Where no subsidy payable, to
with debit balance or above credit to other revenue account
threshold credit balance on all or part of HRA credit balance
1989-90 HRA (para 2) (LA)

To make contribution to the HRA To direct how LA makes
for amenities shared by whole contribution to HRA for
community (para 3) amenities shared by the

whole community, and direct
compliance where authority
fails (para 3)(S of S)

To debit and credit HRA in
respect of welfare services
provided to HRA tenants (para
3A —inserted by LRHUDA 1993
s 127)(LA)

To require contribution tofHRA
from other revenue account
where HRA land disposedbot at
discount with S of S casert
(para 4)(S of S)

To directdiRA adjustment where
land appropriated for or from
housing“purposes (para 5)(S
oF'S)

Je. make'an order directing
within whose HRA houses
ttansferred between London
LAs should fall (para 6)(S of S)

To consent to HRA credit or
debit where contributions paid
towards expenditure on land
held by LA for Part Il Housing
Act 1985 purposes under
certain provisions (para 7)(S of

S)
Part IV To supply information specified by | To make directions excluding or
Secretary of State, concerning the modifying statutory provisions
HRA (LA) (S of S); to make orders
amending statutory provisions
(S of 9)

S of S = Secretary of State LA = Local Housing Authority
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Annex B: The Housing Revenue Account (Accounting

Practices) Directions 2000

The Secretary of State for the Environment, Transport and the Regions, as respects all
local housing authorities in England , in exercise of the powers conferred on him by
sections 78 and 87 of the Local Government and Housing Act 1989, after consulting
such representatives of local government and relevant professional bodies as appears
to him to be appropriate, hereby directs as follows.

Citation, application and interpretation

These directions may be cited as the Housing Revenue Account (Accounting
Practices) Directions 2000.

These directions shall have effect in relation to the Housiflg Revenue Accounts of local
housing authorities in England for financial years begin or after 1 April 2001.

In these directions:

‘an authority’ means a local housing authorit la

)

Authority Housing: Guidance on St ation published by the Secretary of State

*
‘the Guidance’ means the guidance ent& Financial Framework for Local
in May 2000;

‘HRA' means the Housing Refenue unt of an authority.

In carrying out a the land, houses and other property within the Housing
Revenue Account '©f an authority, the proper practices to be followed are the practices
set out in the Guidance.

When an authority first carries out a valuation of the land, houses and other property
within its HRA in accordance with the Guidance, it shall ascertain values as at 1 April
2000.

Any subsequent valuation of the land, houses and other property within its HRA shall

be carried out by an authority in accordance with the Guidance.

Information to be disclosed in notes to the housing revenue account

An authority shall disclose the information set out in paragraphs (1) to (9) below in
notes to its HRA:

(1) the total balance sheet value of the land, houses and other property within the
authority’s HRA (valued in accordance with the Guidance) as at 1 April in the
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)

3)

4)

®)

©)

financial year, and the closing balance sheet value as at 31 March in the financial
year, and the separate values as at 1 April and 31 March in the financial year of:

(a) operational assets, comprising

(i) dwellings,

(i) other land and buildings, and
(b) non-operational assets;

(@) the vacant possession value of dwellings within the authority’s HRA (valued
in accordance with the Guidance) as at 1 April in the financial year,

(b) an explanation that the vacant possession value and balance sheet value

of dwellings within the HRA show the economic cost to Government of
providing council housing at less than open farket rents;

chin accordance with
butahble to the HRA,

the value of, and an explanation of, any ent charges for the financial
year in respect of land, houses and otherpro within the authority’s HRA,
Ni&es;

the value of, and an explanation of, any charge ca
proper practices in respect of deferred charges.at

calculated in accordance with pﬁ

an analysis of the move t jor Repairs Reserve for the financial year,
and:

(a) the balance on the Maj pairs Reserve on 1 April in the financial year,
(b) the amount sferred to the Major Repairs Reserve during the financial

(c) anya nt transferred from the Major Repairs Reserve to the HRA during

al year,

(d) the debits to the Major Repairs Reserve during the financial year in respect
of capital expenditure on the land, houses and other property within the
authority’s HRA,

(e) the balance on the Major Repairs Reserve on 31 March in the financial year;
October 2001

a breakdown of the amount of HRA subsidy payable to the authority for the
financial year in accordance with the elements set out in the general formula
in paragraph 3.1 of the General Determination of Housing Revenue Account
Subsidy for the year;
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(7) (a) asummary of total capital expenditure on land, houses and other property
within the authority’s HRA during the financial year, broken down
according to the following sources of funding:

(i) borrowing,

(ii)  usable capital receipts,

(iii) revenue contributions (i.e. the debit under Item 2 of Part II of
Schedule 4 to the Local Government and Housing Act 1989),

(iv) the Major Repairs Reserve;

(b) asummary of total capital receipts from disposals of land, houses and
other property within the authority’s HRA during the financial year;

(8) an explanation of the cost of capital charge, and th@gcapital asset charges
accounting adjustment, calculated in accordance wi e Item 8 Credit and Item

8 Debit (General) Determination for the year;

(9) the total charge for depreciation for the la S other property within
the authority’s HRA, and the charges forge iation for:

(a) operational assets, Comprﬁ
(i) dwellings,
(i) other land uildings, and

(b) non-operatio S

NEIL McDONA
for and on beh
14 December 200

of the Secretary of State
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Annex C: The Housing Revenue Account (Accounting
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Practices) Directions 2007

The Secretary of State, as respects all local housing authorities in England, in exercise
of the powers conferred upon her by sections 78 and 87 of the Local Government
and Housing Act 1989, after consulting such representatives of local government and
relevant professional bodies as appears to her to be appropriate, directs as follows.

Citation, application and interpretation

These directions shall be citied as the Housing Revenue Account (Accounting
Practices) Directions 2007 and shall have effect in relation to the Housing Revenue
Accounts of local housing authorities in England for financial years beginning on or
after 1 April 2000.

Subject to paragraph 3 the Housing Revenue Account (As nting Practices)
Directions 2000 are hereby revoked.

The Housing Revenue Account (Accounting Practi 1 ns 2000 shall

continue to have effect in relation to the Housin Accounts of local housing

authorities in England for financial years prior beginning on 1 April 2000.
4

In these directions:

‘an authority’ means a local hoQisi ority in England;

‘the Guidance’ means the gui ntitléd Guidance on Stock Valuation for

Resource Accounting publi y the,Secretary of State in July 2005;

‘HRA’ means the Housi ue/Account of an authority.

HRA stock v

In carrying out a tion of the land, houses and other property within the Housing
Revenue Account dfan authority, the proper practices to be followed are the practices
set out in the Guidance.

Information to be disclosed in notes to the housing revenue account

An authority shall disclose the information set out in paragraphs (1) to (8) below in
notes to its HRA:

(1) the total balance sheet value of the land, houses and other property within the
authority’s HRA (valued in accordance with the Guidance) as at 1 April in the
financial year, and the closing balance sheet value as at 31 March in the financial
year of:

(a) operational assets, comprising
(i) dwellings,
(i) other land and buildings, and

(b) non-operational assets;
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3)

4)

®)

©)

®
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(a) the vacant possession value of dwellings within the authority’s HRA (valued
in accordance with the Guidance) as at 1 April in the financial year,

(b) an explanation that the vacant possession value and balance sheet value
of dwellings within the HRA show the economic cost to Government of
providing council housing at less than market rents;

the value of, and an explanation of, any charge calculated in accordance with
proper practices in respect of deferred charges attributable to the HRA;

the value of, and an explanation of, any impairment charges for the financial
year in respect of land, houses and other property within the authority’s HRA,
calculated in accordance with proper practices;

a breakdown of the amount of HRA subsidy payable to the authority for the

financial year in accordance with the elements set out in the general formula
in paragraph 3.1 of the General Determination of Housing Revenue Account

Subsidy for the year;
()

(@) asummary of total capital expenditure on la
within the authority’s HRA during the
according to the following sources of

es and other property
broken down

(i) borrowing;
y . g
(ii) ~ credit arrangements;
(iii) capital receiptg; \
(iv) revenue contri i.€
Schedule 4 1 Government and Housing Act 1989);

(v) the Majr Repairs Reserve;

al capital receipts from disposals of land, houses and
in the authority’s HRA during the financial year;

of the capital asset charges accounting adjustment, calculated in

accordance with the Item 8 Credit and Item 8 Debit (General) Determination for

the year.
The total charge for depreciation for the land, houses or other property within
the authority’s HRA, and the charges for depreciation for:
(a) operational assets, comprising
(i) dwellings,
(i) other land and buildings, and

(b) non-operational assets.

Anne Kirkham
For and on behalf of the Secretary of State
February 2007
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Credits to the HRA

This chapter is made up of separate sections covering the individual items to be
credited to the HRA. The individual sections give a detailed explanation of each Item
(including its description in Schedule 4), together with relevant points on budgeting
and accounting and the extent to which it is taken into account in the calculation
of HRA subsidy entitlement.

Annex A sets out a summary of the Item 8 credit formula.

Annex B gives the calculation of the HRA share of discounts.

The HRA credit items are listed at Part I of Schedule 4 to the 1989 Act. They
comprise:

Item 1 — rents
Item 2 — charges for services and facilities
Item 3 — Housing Revenue Account subsidy

Item 4 — contributions towards expew’z’t e

[Item 5 (housing benefit transfers) Xale ) the Local Government Act 2003,
with effect from April 1, 2004]

Item 6 — transfers from the %& Account

Item 7 — reduced provi ngor doubtful debts

Item 8 — sums ¢ etermined by Secretary of State (i.e. notional interest)
Item 9 — sums dire€ted by Secretary of State (i.e. transfers from the General Fund)

Item 10 — credit balance from previous year.

In addition, contributions from the General Fund may be credited to the HRA in
respect of benefits and amenities shared by the whole community, which arise from
the exercise of a local authority’s housing functions (paragraph 3 of Part III of
Schedule 4 to the 1989 Act), and income from charges in respect of the provision
of welfare services (as defined in section 11A of the Housing Act 1985) to persons
housed in HRA property may be credited to the HRA under paragraph 3A of Part
III of Schedule 4 to the 1989 Act.
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Item 1: Rents

This Item covers gross rental income on HRA property.

Schedule 4 description

The income of the authority for the year from rents and charges in respect of houses
and other property within the account. This Item includes rent remitted by way of
rebate.

Local authorities’ rent-setting powers

It is for each authority to decide on the rents that they should charge their tenants.

The powers of local housing authorities to set rents are laid down in the Housing Act
1985 (‘the 1985 Act’), as amended by section 162 of the 1989 Act. Under section 24 of
the 1985 Act:

(1) A local housing authority may make such reaso

ble‘@harges as they may
determine for the tenancy or occupation of theirbo

(2) The authority shall from time to time reyi tstand make such changes,
either of rents generally or of particularke ircumstances may require.
There is no statutory method laid dowrfffor t essment of rents. Section 24(3) of

singauthority to set rents with regard to the
ss'or description should bear broadly the
same proportion to private se e rents of houses of any other class or
description was disapplied i<relati, England by the Local Government Act 2003.
In April 2002, the Gov en oduced a new approach to the calculation of social
rents, to be phaS€ehin overa ten year period. (See Chapter 9 of the Housing Policy

Statement — The ard for Housing (December 2000) and the Guide to Social
Rent Reforms).

the 1985 Act which required a loca
principle that the rents of hous

This new method is'hon-statutory, but the HRA subsidy is calculated upon the
assumption that it is being introduced by authorities. (See Chapter 8 for more detail).

Budgeting for rental income

In preparing their HRA budget, an authority will need to estimate as accurately as
possible the total level of income which they need to raise from rents. In doing so,
they need to take into account, amongst other factors:

(i) current rental income, and any likely changes in the size and composition of
their HRA stock;

(i) estimated loss of income arising from unoccupied dwellings (‘voids’);
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(iii) estimated rental income from other properties, for example shops on housing
estates and garages let separately;

(iv) proposed expenditure on management and maintenance; any
unsubsidised rent, council tax or other charges;

(v) the estimated amount of HRA subsidy (if any) they will receive from
Communities and Local Government or the amount of negative HRA subsidy

payable to the Secretary of State;

(vi) arrears on rent due and the need to make provision for bad and doubtful
debts;

(vii) capital charges;

(viii) the need to avoid a deficit on the HRA.

The authority will then need to assess the rents for individual properties required to
deliver this total, whilst complying with the statutory re ent of reasonableness
(see paragraphs 5.1.1-5.1.3), and taking account of the'¢e own policy and
priorities and their procedures for consulting te te'should also be taken of
the Government’s policies on rent restructuri outlined in greater detail in
Chapter 8.

4

Once new rents are set, authorities will AQtify t ts, in accordance with any period
of notice specified in tenancy s (Mermally 28 days), and are required to
keep rents under review (sectio € 1989 Act). In line with the Tenants’
Charter, it is increasingly the ti
prior to setting rents.

Accounting f | inéeme
Authorities will n o take note of the following points in bringing rental income to

account in the H

(i) the 1989 Act requires that gross rental income, i.e. including rent income
remitted by way of rebate, be credited to the HRA;

(i)  in line with proper practices, this should be on an accruals basis, which will
be the total amount of rent due (i.e. receivable as opposed to received) in the

course of a year;

(iii) separate provision will need to be made (under debit Item 7) for bad or
doubtful debts (see section 6.7);

(iv) rent forgone on empty properties should not be credited to the HRA.
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HRA subsidy implications

The subsidy calculation is based on annual assumptions about the total rental income
across all authorities and, within this, an assessment of the average rents each
authority will charge (guideline rents). No allowance is made for loss of income arising
from bad or doubtful debts (rent arrears), or from empty properties (voids) above a
rate of 2% of guideline rent income.

Rents receivable by the authority on properties other than dwellings are not included
in rent guidelines and are not treated as reckonable income for subsidy purposes.

The formula for calculating an authority’s notional income from rents is set out in the
subsidy determination and explained in more detail in Chapter 18.

Item 2: Charges for services and facilities

This Item covers service charges on HRA property.

Schedule 4 description

The income of the authority for the year in res, ices or facilities provided
by them in connection with the provision by ses and other property
within the account: ¢

(a) including income in respect N&md facilities provided under sections

10 and 11 of the Housing 9 oWer to provide furniture, board and
laundry facilities); but

(b) not including pay or the purchase of furniture or hire-purchase
instalments for filghitu ncome in respect of services provided under

section 1 hat (power to provide welfare services).

e so directs, this Item shall include, or not include, such
termined by or under the direction. No such directions have
[ 2004.

If the Secretary o
income as may be
been made as at A

Budgeting and accounting

These charges cover services and facilities provided by the authority to tenants and
which are not covered by the rent. In addition to the services specifically mentioned
in Schedule 4 (provision of furniture, board and laundry facilities), these might
include, for example, charges for communal central heating systems or for community
alarm schemes.

Charges should be reviewed from time to time to take account of changes in actual
costs. Note should also be taken of the Government’s policies on rent restructuring
and the separation of service charges from rent. Please see the Guide to Social Rent
Reforms in the Local Authority Sector.
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Receipts from tenants in respect of furniture or hire-purchase instalments for furniture
are accounted for outside the HRA.

As with rents, the HRA should be credited with charges due and provision made for
any bad or doubtful debts against debit Item 7 (see section 06.7).

Service charges on Right to Buy (RTB) and Rent to Mortgage (RTM)
leaseholds

Where a flat in an HRA block is sold on a lease of more than 21 years, under either
the Right to Buy or Rent to Mortgage scheme, any income and expenditure arising
from works and service charges in respect of that flat only, without reference to the
common parts of the block or any other flat, fall to be accounted for outside the HRA,
as the flat itself is no longer an HRA property. Where the authority incurs expenditure
on works to the common parts of the block, such as the roof, and income is
raised from tenants and long leaseholders alike towards ghis expenditure, then the
accounting treatment of such income and expenditure is Miside the HRA. The reason
for this is that where the freehold is still in the HRA, th on parts of the block
are still treated as HRA property. This applies even Whe ats in a block have
been disposed of on leases of more than 21 years

The Secretary of State has powers to issue a g e tion giving authorities
discretion over the accounting treatn@nt e and expenditure relating to
common parts where one or more par ing have been disposed of, but

the common parts remain withi ction 78A of the 1989 Act, inserted by
Schedule 18 of the Housing Ac s not currently intend to exercise these
powers.

HRA subsidy implications
fa

Charges for se
calculation. An a
maintenance allo
subsequent years’

ities are not treated as reckonable income in the subsidy
or such income was made in the base management and
ces in 1990-1991 and has therefore been carried through to all
wances.

From 2004-2005, rent rebate subsidy limitation continues to impact upon the HRA
although rent rebates and rent rebate subsidy are now accounted for in the General
Fund. The degree of impact depends on the authority’s pre-set limit rent, the
proportion of rental income which the authority rebates, its average weekly rent and
also the average weekly amount per dwelling of service charges assumed to
be separated out during the year. Further details can be found in Chapter 15.

Item 3: Housing Revenue Account subsidy

Any entitlement to HRA subsidy is credited to the HRA under this Item. Full details of
the subsidy calculation are given in Chapter 13.



5.3.1

5.3.2

5.3.3

5.3.4

5.3.5

5.3.6

Housing Revenue Account Manual

Schedule 4 description

Housing Revenue Account subsidy payable to the authority for the year.

The subsidy calculation

HRA subsidy is paid to meet any shortfall between expenditure and income on a
model of each authority’s HRA (the notional HRA).

The HRA subsidy calculation is based on annual assumptions covering the rents each
authority will charge (guideline rents), allowances for major repairs, management
and maintenance (M&M), the HRA’s share of debt financing and management costs,
calculated in accordance with a formula, and other specific items of expenditure and
income. For the financial year 2004-2005, the subsidy calculation includes allowances
for Arms Length Management Organisations (ALMOs) (this allowance is only payable
to authorities in Round 1 or Round 2 of the ALMO Programme who have achieved a
2% or better rating), and Private Finance Initiative (PFI)

The obligation to set aside 2% of the opening HRA cred

abolished by the Local Government Act 2003. At ¢ e, the corresponding
subsidy element, Admissible Set Aside (ASA), wh Iculated with reference

to the Mid Year Subsidy Credit Ceiling (MYSC °n removed. In some cases
removal of both the charge and the stibsi nt represents a net loss to the
authority. Communities And Local Gove ent Aas therefore introduced transitional
arrangements in the form of ampAd ible"Allowance, payable until 2006-2007, to
allow authorities time to adjust t in HRA subsidy entitlement.

Full details of the subsidy calculati
given in Chapters 13 to

d the procedures for claiming subsidy are

It is for each local Reusing authority to estimate their entitlement to subsidy for the
purposes of compilifig their HRA budgets and as the basis for claiming HRA subsidy.
This estimate must be based on information published by the Secretary of State or
supplied by him to the authority (section 76(4)). With the exception of debt interest
costs and the HRA's share of any premiums and discounts arising from premature debt
redemption, all components of the subsidy calculation are pre-set and included in the
annual HRA subsidy determination, issued by Communities And Local Government in
the December before the new financial year (on the basis of audited data provided by
authorities in the preceding summer/autumn). Local authorities’ estimates of interest
and premiums/discounts, which are not pre-set, should be based on the relevant
formulae set out in the subsidy determination. These estimates should be reviewed
and updated throughout the year as more up-to-date information becomes available,
to inform each stage of the claims process (see Chapter 20).

The subsidy entitlement of those authorities undertaking Large Scale Voluntary
Transfers (LSVT5) (or other stock disposals involving cumulative changes of more than
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3,000 dwellings or 10% of their stock) will be recalculated to reflect the date of the
transfer (see Chapter 11).

For most authorities (about 167 in 2005-20006), income exceeds expenditure on the
notional HRA. In other words, assumed income from guideline rents exceeds assumed
expenditure on loan charges, Management and Maintenance (M&M), major repairs
and other allowances. In such cases from 2004-2005, the resulting surplus (‘negative
HRA subsidy’) is to be repaid to Communities And Local Government under the
provisions of section 80ZA of the 1989 Act. (See section 6.5 for further details).

In accordance with the accruals concept, the amount of subsidy for the year due

to the authority under the subsidy determination should be credited to the HRA
under Item 3 of Schedule 4, regardless of when it is received. The auditor should
certify this amount. However, publication of an authority’s HRA (which has an earlier
deadline than certification of their HRA subsidy claim) may have to be based on an
estimated subsidy total. During the course of an audit of a subsidy claim, errors may
be discovered in respect of a claim for a previous year.

The Secretary of State shall, as soon as he thinks fit afte cnd of the year, make a
final decision as to the amount of HRA subsidy pay
under section 80A of the 1989 Act. A section 80A
Secretary of State has tried to settle with the outstanding issues relating
to their subsidy calculation for the year, e.g. m tified by the auditors during
the course of their audit of the subsid¥ cl Changes to the pre-set figures used in

only be made after the

the subsidy calculation will only be madejin ex ional circumstances.
The final decision will be notifie the'authority, either in writing or electronically.
Once notified to the authori ecision is conclusive as to the amount (if any)

payable by way of subsidy.

idy paid to the authority is less than the final amount
determined unde on , the authority will be paid the balance. Where the
amount finally degidg ss than the amount paid to the authority, or where the final
amount due from'ghe authority is more than any amount paid by them, the Secretary
of State will seek togecover the excess, e.g. by withholding or reducing subsidy (see
Chapter 20).

If the amount of HRA s

Item 4: Contributions towards expenditure

This Item covers contributions received, mainly from outside bodies or persons
towards expenditure which has been properly debited to the HRA.

Schedule 4 description
Contributions of any description payable to the authority for the year towards
expenditure falling to be debited to the account (for that or any other year).

If the Secretary of State so directs, this Item shall not include so much of any such
contributions as may be determined by or under the direction.
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Budgeting and accounting

Contributions receivable by the authority towards HRA expenditure may include:
(i) payments from tenants for the cost of house repairs which are their liability;

(i) amounts receivable from social services authorities towards the cost of special
facilities or services, other than essential care, for sheltered housing;

(iii) compensation payments from contractors and settlement of insurance claims;

(iv) financial assistance by the Government for repair of HRA property damaged as a
result of an emergency or disaster, under section 155 of the 1989 Act;

(v) financial assistance by the Government in the form of grants or contributions

paid in annual sums for a period of ten years or more, including defective
dwellings grants in respect of loan charges on dwellings repurchased before 1

April 1989.
D

The Secretary of State may direct that part of such cont be excluded from the

HRA. No such directions have been made to date

Other contributions ¢

Any contributions from elsewhere withinighe a rity’s General Fund in respect

of benefits or amenities, provi howsing powers but shared by the wider
community, should be credited as a special case in accordance with
paragraph 3 of Part III of Sc nd not under this Item. Costs recovered
through service charges should be ited to Item 2. Income from charges in respect
of the provision of welfafe sctuicesi(as defined in section 11A of the Housing Act
1985) for persons housedhin HRA property should be credited to the HRA as a special
case in accorda ith paragraph 3A of Part III of Schedule 4 to the 1989 Act).

Grants or contributions to capital expenditure

Capital grants cannot be credited to the HRA under this (or any other) Item. There
is no provision for capital expenditure to be debited directly to the HRA, and so the
conditions imposed by the Schedule 4 description (that the contributions must be in
respect of expenditure falling to be debited to the HRA) cannot be met. This is also
consistent with non-statutory proper practice in the CIPFA Code of Practice, which
states that grants used to acquire capital assets should not be credited to a revenue
account and expenditure on acquiring a capital asset should be capitalised and not
debited to a revenue account.

HRA subsidy implications

None of the contributions credited to the HRA under this Item are taken into account
in the subsidy calculation.
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Iltem 5: Housing benefit transfers

The item 5 credit was repealed by paragraph 33(2) of Schedule 7 to the Local
Government Act 2003. This change takes effect from 1 April 2004. Details of the item
5 credit as it previously applied, can be found in the earlier edition of this manual
which is available on the Communities And Local Government website.

ltem 6: Transfers from the Housing Repairs Account

This Item allows for the transfer of any credit balance from the Housing Repairs
Account, where kept.

Schedule 4 description

Sums transferred, for the year from the authority’s Housing Repairs Account in
accordance with section 77(5) of this Act (credit balange for year).

Budgeting and accounting

which an authority may
e on HRA repairs and

The keeping of a Housing Repairs Account (an ag
operate which separately records income and
maintenance) is described in Cbapte?.

If such an account is kept, an authorit
for any year from that account
together with any proposed tran
(see section 6.6), will need t

transfer some or all of any credit balance
be credited under Item 6. This,

e HRA to the Housing Repairs Account

idered in setting the budget for the HRA.

HRA subsidy implicat

The decision of »‘i . o charge expenditure on housing repairs and
maintenance to a'sgparate Housing Repairs Account, rather than direct to the HRA,
has no effect on th@ir entitlement to subsidy (see Chapter 9).

Item 7: Reduced provision for bad or doubtful debts

This Item allows authorities to reduce any provision previously made for bad or
doubtful debts under debit Item 7 (see section 0.7).

Schedule 4 description
The following, namely:
(a) any sums debited to the account for a previous year under paragraph (a) of

Item 7 of Part Il of this Schedule which have been recovered by the authority
during the year; and
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(b) any amount by which, in the opinion of the authority, any provision debited
to the account for a previous year under paragraph (b) of that Item should be
reduced.

If the Secretary of State so directs, no sums shall be credited under paragraph (a)
above, and no amount shall be credited under paragraph (b) above, except (in
either case) in such circumstances and to such extent as may be specified in the
direction.

Budgeting and accounting

Local housing authorities are required to credit their HRA with an amount equivalent
to rent and charges due (credit Items 1 and 2), rather than actually received, in any
one year. However, against this they must make provision for any bad or doubtful
debts arising from arrears of rent and charges (see section 6.7). This is done by
debiting the HRA with a sum to write off bad debts and g, sum to make provision

for doubtful debts. If any bad debts which have been writtén off are subsequently
recovered, or if an authority decides that they have oven @ ed for doubtful debts,

then these sums should be re-credited to the HRA undé
The Secretary of State has the power to make di imiting the amounts credited

under Item 7. Directions were issued in 1990 t@ limit thé amounts arising under the
previous financial regime which CoulQbe -credited to the HRA after 1 April 1990. No

further directions have been made as a&
HRA subsidy implications Q
No allowance is made in th@C culation for bad or doubtful debts.

ated as determined by Secretary of State (mainly
d)

This Item is mainlythe HRA’s share of interest and other income received by the
authority in respect'of investments, loans and morigages. As with the HRA’s share of
capital charges (the Item 8 debit — see section 6.8 and Chapter 7) the amounts to be
credited to the HRA in respect of investment and other income are calculated on a
formulaic basis, in accordance with the Item 8 Credit and Item 8 Debit (General)
Determination (‘the Item 8 determination’) for the year in question. Most of the
income credited under this Item is notional, for example assumed interest on
investments and notional cash balances, but some, for example morigage interest
payments on ex-HRA properties, is actual.

ltem 8: Sum
notional inte

Schedule 4 description

Sums calculated for the year in accordance with such formulae as the Secretary of
State may from time to time determine.

69



Housing Revenue Account Manual

5.8.1

5.8.2

5.8.3

5.8.4

5.8.5

70

In determining any formula for the purposes of this Item, the Secretary of State may
include variables framed (in whatever way he considers appropriate) by reference
to such matters relating to the authority, or to (or to tenants of) houses and other
property which are or have been within the account, as be thinks fit.

Budgeting and accounting: the Item 8 credit formula

The Item 8 determination sets out details of the Item 8 credit calculation, and defines
the various terms used. A worked example for 2006-2007 is at Annex A.

The total amount to be credited under Item 8 is given by the formula:
AXB)+ (CXB)+E+T+W
Detailed explanations, together with worked examples of key elements such as capital

financing requirements (CFRs) and interest rates, can be,found elsewhere in this
manual, as indicated below.

Notional HRA investment income — (A X B) i a

An authority’s mid-year HRA capital financing
average net indebtedness throughout the year!
then it is assumed that the authority s
The aim of this component of the Item

that the HRA benefits from theg
resources, which will have been

ment (A) is a measure of its
-year HRA CFR is negative,
, generated by the HRA, to invest.
edit ¢alculation (A X B) is to ensure
t'(@r potential for investment) of these
argely from the sale of HRA assets.

This component is calculated by a g the average rate of interest earned in the
year on an authority’s inves nts (B) to the authority’s mid-year HRA CFR (A)
where this is negative. result will be nil if the mid-year HRA CFR is positive or
theyltem 8 determination). Where an authority has no

B at a level not less than the Consolidated Rate of

ated in accordance with paragraph 5 of the Item 8 determination

investments, the
Interest (CRI), cal
(see section 7.4).

Item B — the average rate of interest on investments and cash balances — was in past
years restricted to interest on so-called approved investments (as previously defined
in regulations), such as Government backed securities and short-term deposits, to
avoid the more speculative forms of investment. The CIPFA code requires authorities
to determine prudential indicators relating to treasury management, and this seeks
to achieve the same aim, namely to avoid unnecessary or unquantified risk. Item B is
therefore now defined in relation to proper practices, excluding interest on service
and provision investments or investments held for the purposes of a pension fund.
Guidance on investments has been prepared under the powers in section 15(1)(a) of
the Local Government Act 2003.

Interest earned on any HRA usable capital receipts invested by an authority is
credited to the General Fund, not the HRA.
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Interest on the average notional cash balance — (C X B) in the formula

The average notional cash balance is the difference between cash receipts and
cash payments in respect of transactions in the HRA, the Housing Repairs Account (if
kept) and the Major Repairs Reserve. If cash receipts exceed cash payments over the
year, there is a credit balance or surplus on this notional cash balance. It is assumed
that this surplus is invested on a short-term basis and that the HRA benefits from the
income earned (or the potential for earning income). If cash payments exceed cash
receipts, this component is nil.

This component is calculated by applying the average rate of interest earned on
investments, or the CRI (B), to the notional cash balance if in surplus (C).

Interest payments on local authority mortgages - E in the formula

This component is the actual interest receivable on loans granted by the authority
for Right to Buy or other purchases of HRA properties.
calculated in accordance with Schedule 16 to the 1985 A,
88 of Schedule 11 to the 1989 Act. The principal elemer
capital receipt and subject to pooling (see Chapter

amended by paragraph

@ e loans is treated as a

The HRA share of discounts — W in the fo

The HRA receives a share of discountsdcce on the premature repayment

of fixed rate loans from 1 April 1995 sv&The HRA share of such discounts is
calculated according to the rel tween the authority’s CFR at the start of
the year in which the discount
requirement for that year. Tafgive t
the opening HRA capital cing requirement and then divided by the CFR at the
start of that year. How

(i) the HRA sharewill be the whole of the discount if the opening HRA CFR is
higher than the CFR for the year in which the discount is receivable.

The HRA share of the discount is then amortised over the remaining period of the
loan from the date of redemption or ten years, whichever is less (see paragraph
5.8.11 for calculation of the amount to be charged in each year, and paragraphs
7.3.11 and 7.3.12 for proper practices). Once calculated, the HRA share of the
discount is not revised each year to take account of changes in the relationship
between the HRA CFR and CFR. Thus, if the opening HRA CFR was positive in the year
the discount was receivable, a share of the discount continues to be credited to the
HRA (and taken into account for HRA subsidy purposes) over the remaining period
of the loan, up to a maximum of ten years (as long as the HRA was not closed in the
meantime), even if in subsequent years the opening HRA CFR is reduced to nil or a
negative amount. However, any new discounts receivable after the HRA CFR became
nil or negative would not be chargeable to the HRA or taken into account in the HRA
subsidy calculation. A worked example is at Annex B.
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The amount of the HRA share of the discount receivable in the HRA in any one year is
calculated as follows:

(i) take the HRA share of the discount (see paragraph 5.8.9 above) and divide by
either the unexpired period of the loan from the date of redemption (in years
and days with any day expressed as a proportion of a year) or ten years if less.
This gives the annual amount to be credited to the HRA;

(ii)  divide this annual amount by 365 (or 366 in a leap year) and multiply by the
number of days of the unexpired period of the loan which fall within the current
financial year. This adjusts the annual amount to take account of the date of
redemption and the date the loan would have expired, as these will almost
always fall part-way through a financial year.

Transfer from the Major Repairs Reserve (T in the formula)

in accordance with
quivalent amount

Authorities are required to make a full depreciation charg
proper practices, in their HRA in respect of all HRA asset§. A
is transferred to the Major Repairs Reserve for expendi apital purposes on
property within the HRA. The depreciation charg HRA dwellings (other
than shared-ownership dwellings) is effectively fi thin the HRA by the Major
Repairs Allowance (MRA), provided the depre@iation charge does not exceed the
MRA. Ministers have decided that, in gasesswhete the depreciation charge for HRA
dwellings does exceed the MRA, or a? eciatien charge is made in respect of other
HRA assets not funded by the MRA, this sheuld not at present fall to be met by rents

or a reduction in HRA services. ermination therefore allows authorities
to transfer back from the Major R rve an amount (T) equivalent to:

D

(i) the difference betw; he d¢preciation charge made for HRA dwellings (other
than shared owneship gs) and the MRA, where the depreciation charge
is higher ; plus

(i) the depreci charge for all other HRA land, housing and property, including
ity's, share of shared-ownership dwellings.

Where the depreciation charge is lower than or equal to the MRA, T is equal only to
(ii) above.

HRA subsidy implications

Equivalent components to (A X B), E and W are taken into account in the calculation
of HRA subsidy entitlement. However, the equivalents to components A, B and

E are calculated in a different way to enable them to be pre-set before the start of

the subsidy year. For W, the actual amount is used. Two components — interest on
the average notional cash balance (C X B) and any transfer from the Major Repairs
Reserve (T) — are not taken into account in the subsidy calculation.
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Item 9: Sums directed by the Secretary of State (transfers from the
General Fund)

This Item allows authorities to transfer sums to the HRA from another revenue
account, on the basis of directions issued by the Secretary of State.

Schedule 4 description

Any sums which for the year the authority is required, by reason of a direction given
by the appropriate person, to carry to the credit of the account from some other
revenue account of theirs.

A direction under this item may require the transfer of sums calculated in
accordance with formulae specified in the direction, and any formula so specified
may include variables framed (in whatever way the appropriate person considers
appropriate) by reference to such matters as the appropriate person thinks fit.

Budgeting and accounting

Local housing authorities have no general discreti ransfers from their
General Fund to their HRA (see Chapter 4). The Adtrequires such transfers in
specific circumstances, for example contributi ect of amenities shared by
the whole community (paragraph 3 dbPa chedule 4). Otherwise, a transfer
may only be made if an authority is direéted tod@'so by the Secretary of State. In such
cases, the transfer should be cgedi tem 9. The Housing Revenue Account
(Support Services) Direction 20 agraph 4.1.6) provides for such a transfer
where authorities choose to costs of support services provided to HRA
tenants to the HRA.

All applications for special directions will be considered on their merits. It is unlikely

i other than those made in response to a successful

ipnal measures scheme (see paragraphs 5.9.3 and 5.9.6

in response to an application by an authority other than in
exceptional circumstances. Communities And Local Government would, for example,
normally expect an authority to carry over an unavoidable and substantial debit
balance into the following year (see paragraph 4.3.11). HRA budgets should be drawn
up on the assumption that no such special Item 9 direction will be made.

The negative subsidy transitional measures scheme — the transitional
measures scheme applies only to those authorities which had a negative HRA subsidy
entitlement in 1999-2000. Prior to 2004-2005 these authorities were required to
transfer any such negative amount to their General Fund at the end of the financial
year under the provisions of section 80(2). The introduction of the MRA from 2001-
2002 had the effect of reducing the negative subsidy entitlement and therefore the
amount of the repayment; the Local Government Act 2003 repeals section 80(2) and
so removes this requirement entirely.

Authorities have a number of options to compensate for the loss of this transfer: in
principle they could reduce the cost of services charged to their General Fund, or
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fund them in the short term from reserves, or increase their council tax. It is a matter
for the authority concerned as to how it adapts to this change in the income of their
General Fund. However, the transitional measures scheme enables authorities, if they
wish, to phase in this loss over a period of time (allowing them time to adjust to the
new financial position) (see Chapter 21). The directions issued will allow authorities
to continue to transfer an amount to the General Fund (subject to an agreed limit)
and to fund this within the HRA (again, if they wish) by making a transfer back of MRA
resources from the Major Repairs Reserve to the HRA, as part of the Item 9 credit.

Full details of this scheme are given in Chapter 21. Authorities may only make such a
transfer if they have received a direction. The transfers may only be made for the year
specified in the direction and must not exceed the limit specified therein.

Accounting for surpluses from internal trading organisations (ITO/DSO/DLO)

Authorities may apply to the Secretary of State for a diregtion to transfer to their HRA
part or all of any surplus earned by an internal trading organisation on HRA-related
work. Under Compulsory Competitive Tendering legisl ch organisations

were known as Direct Labour Organisations (DLOs) or vice Organisations
(DSOs). Under the Best Value Accounting Code o current terms are
trading operation or internal trading organisatio

The appropriate treatment within th f afly surpluses or deficits that may have
arisen from work undertaken by an integna organisation on property within
the HRA needs careful attention. A E‘Nfses where the ITO/DSO/DLO bid for the
work exceeds the actual costs rity of carrying out the work (e.g. costs of
wages, materials used in repairs). Axdeficit@arises where the ITO/DSO/DLO bid is less
than the actual costs to the carrying out the work.

It is a matter of law ho
work done on the
accounting arra
advice both on t

should treat any surplus or deficit arising from
the responsibility of the authority to make the proper

[f4n authority is uncertain, it should seek its own legal

eral requirements and in relation to their own specific position.

Only a court could give a definitive ruling, but Communities And Local Government’s
own current view is this:

(i)  An ITO/DSO/DLO has no separate legal identity and is part of the authority.

(i) Item 1 of Part II of Schedule 4 to the 1989 Act requires an authority to debit to
the HRA ‘the expenditure of the authority for the year in respect of the repair,
maintenance, supervision and management of houses and other property within
the account, but not including expenditure properly debited to the authority’s
Housing Repairs Account’.

(iii) As the ITO/DSO/DLO is the authority, ‘the expenditure of the authority’ in Item
1 means expenditure by the ITO/DSO/DLO on carrying out the work, e.g. the
cost of materials and the cost of the labour used in repairing HRA houses.
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(iv) Where the actual expenditure of the authority (i.e. the ITO/DSO/DLO) on
carrying out the work is less than the ITO/DSO/DLO bid, and the ITO/DSO/DLO
has a surplus, the Item 1 debit to the HRA is still the actual expenditure, not the
amount of the ITO/DSO/DLO bid. The amount by which the ITO/DSO/DLO bid
exceeds the actual expenditure of the authority on carrying out the work (i.e.
the surplus) would not be debited to the HRA.

(v)  Where the actual expenditure of the authority on carrying out the work is more
than the ITO/DSO/DLO bid, and the ITO/DSO/DLO has a deficit, the Item 1
debit is still the actual expenditure of the authority on carrying out the work.
The excess of the actual expenditure over the amount of the ITO/DSO/DLO bid
(i.e. the deficit) would therefore be included as part of the debit to the HRA.

5.9.10 This is not the view that the former Department of the Environment took at the time
that Circular 8/95 was issued.

iew as to what the

believes that different

it to the HRA includes
o the HRA, then they

5.9.11 An authority or its auditor may, of course, take a differe
legislation requires: that is a matter for them. If an authogif
accounting arrangements are required (e.g. that the Ite
the amount of the surplus) and wishes to transfer the su

may apply to Communities And Local Governmeg | direction under Item 9
to make the transfer. Communities And Local o ment will consider such requests
on their merits.
4
5.9.12  An authority may, in complying with the®Best Accounting Code of Practice,

ertain of its ITOs. Whatever items an
it may keep in relation to an ITO/DSO/DLO,

be required to maintain tradin
authority debits or credits to an

where the ITO/DSO/DLO cargi ork on HRA property, it should ensure that any
corresponding debit to the HRA ¢ es with the requirements of Schedule 4 to the
1989 Act.

5.9.13 Advice on applying for directions is given in Chapter 20.

HRA subsidy implications

5.9.14 Item 9 transfers from the General Fund are not taken into account in the calculation of
an authority’s entitlement to HRA subsidy.

5.10 Item 10: Credit balance from previous year

This Item allows for any credit balance on an authority’s HRA to be carried forward
Jfrom one year to the next, and defines the exceptions to this general rule.

Schedule 4 description

Any credit balance shown in the account for the previous year:
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5.10.1

5.10.2

5.10.3

5.10.4
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This Item does not include so much of any such balance so shown as is carried
to the credit of some other revenue account of the authority in accordance with
paragraph 1 or 2 of Part 111 of this Schedule.

Budgeting and accounting

In accordance with the ring-fence principle, any end-of-year credit balance in an
authority’s HRA should normally be carried forward to the HRA for the new financial
year, with the following exception.

An authority to whom no Housing Revenue Account subsidy is payable may choose
to transfer any remaining credit balance (or part of it) to the General Fund, instead of
carrying it forward to the HRA for the next financial year, under paragraph 2 of Part III
of Schedule 4 of the 1989 Act.

Paragraph 1 of Part III of Schedule 4 applies only to 1990-1991.

HRA subsidy implications

A credit balance from the previous year does not e calculation of an

authority’s entitlement to HRA subsidy.
\ 4 A
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Annex A: Calculation of the Item 8 Credit 2006-2007

Manual
Reference

Stage of Calculation

1. Calculate the mid-year HRA
capital financing requirement for
2006-2007

2. If mid-year HRA capital financing
requirement is negative, A is equivalent
positive amount. If mid-year HRA
capital financing requirement is nil or
positive A is nil.

Item 8
Formula

Determination

Reference

6.1

Claim Form
Reference

FOO7ci

Worked
Example

(£)
(4,600,000)

4,600,000

5.8.4

3. Calculate average rate of interest
receivable in 2006-2007 on authority’s
investments (other than investments
held in the course of provision and

for the purposes of operational
services, or held for the purposes of

a pension fund). (Where there are no
investments, a rate not less than the
CRI to be used).

3 and, if no
investments, 5

FOO3ci

7.50%

5.8.3

4. Multiply A by B to give assessment
of notional HRA investment
income on HRA capital resources.
(This will be nil if the mid-year capital
financing requirement is a positive
amount or nil as A will be nil then):

AXB

345,000

5.8.6

5. Calculate average notional€ash
balance (nil if in debit).

2.1and 3

20,000

5.8.7

6. Multiply C by B to give'notional
interest earned,on any notional cash
balance.

CXB

1,500

5.8.8

7. Calculate the‘actudl interest
receivable in 2006-2007 on local
authority mortgages.

100,000

5.8.12

8. Transfers from the Major Repairs
Reserve

FO44hc

250,000

5.8.9
-5.8.11

9. Calculate the HRA share of
discounts in respect of 2006-2007

10. Add together the sums derived at
stages 4, 6, 7, 8 and 9 above to give
the Item 8 credit for 2006-2007

W

(A X B)
+
(CXB)
+E+T
+ W

FOO04cc

70,000

766,500

! Different figures have been used for this calculation compared with those used in the other annexes to illustrate an
example of an authority with a negative capital financing requirement.
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Annex B: Calculation of HRA Share of Discounts 2006—
2007

The formula for calculating the HRA share of discounts for the purposes of the Item 8
credit, W, is the formula for calculating the HRA share of discounts, W, in paragraph
6.4 of the HRA subsidy determination.

Manual Stage of Calculation Worked Example
reference
5.8.9 1. The total discount £2,500,000
5.8.9 2. Divide the authority’s opening HRA capital financing requirement £37,485,660
(if positive) by the authority’s capital financing requirement at the + £76,000,000
start of the year (if the opening HRA capital financing requirement is
positive but does not exceed the authority’s capital financing requirement
at the start of the year) = 0.493
5.8.9 3. Multiply the total discount by (2) above to arrive at the HRAfshare of £1,232,500
the discount
5.8.11 4. Divide the HRA share of the discount (from (3) algove)iby either'the £1,232,500
unexpired period of the loan from the date of redemiption or ten + 2.5
years if less
Giving the annual amount to be credited,to the\HRA = £493,000
5.8.11 5. Multiply the annual amount (from (4) alleyve) by the number of days of £493,000
the unexpired period of the loan whighpfall within the current financial year X 150
= £73,950,000
5.8.11 6. Divide (5) above by 365 giving the HRA share of the discount to be £73,950,000
credited to the HRA for'2006-2007 + 365
= £202,603
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The HRA: Debits to the Account

This chapter is made up of separate sections covering the items to be debited to the
HRA. The individual sections give a detailed explanation of each Item (including the
Schedule 4 description from the 1989 Act), together with relevant points on budgeting
and accounting and the extent to which it is taken into account in the calculation
of HRA subsidy entitlement.

The HRA debit items are listed at Part Il of Schedule 4 to the 1989 Act. They comprise:
Item 1 — expenditure on repairs, maintenance and management

Item 2 — capital expenditure

Item 3 — rents, rates, taxes and other charges

[Item 4 (vent rebates) was been repealed by the Local ent Act 2003]

Item 5 — sums payable under section 80ZA (i.e. p. Secretary of State of
negative HRA subsidy amounts)

Item 6 — contributions to Housing Re‘az’r ccount

Item 7 — provision for bad or doubt,

Item 8 — sums calculated as dete
charges) — this Item is dealt

Secretary of State (mainly HRA capital
th in Chapter 7

Item 9 — debit balance fifom ious year
Item 10 — sums Secretary of State (being sums to be debited from the
HRA and carrie e credit of the general fund)

In addition, an authority to whom no HRA subsidy is payable may transfer all
or part of any credit balance on the HRA to the General Fund. The amount to be
transferred will be debited to the HRA and credited to the General Fund.

Authorities given permission to close their HRA after a large-scale stock transfer may
also transfer any remaining credit balance on their HRA to their General Fund to
bring the closing HRA balance to zero (see paragraph 2 of Part IlI of Schedule 4 to
the 1989 Act).
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6.1

6.1.1

6.1.2
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Item 1: Expenditure on repairs, maintenance and management

This Item covers expenditure on the repair, maintenance, supervision and
management of HRA property, excluding that charged to a separate Housing
Repairs Account and that of a capital nature. It does not therefore include capital
expenditure charged to the Major Repairs Reserve.

Schedule 4 description

The expenditure of the authority for the year in respect of the repair, maintenance,
supervision and management of houses and other property within the account,
but not including expenditure properly debited to the authority’s Housing Repairs
Account.

If the Secretary of State so directs, this Item shall include, or not include, such
expenditure as may be determined by or under the direction.

Budgeting for management and maintenance

In setting their HRA budget, it is for each authori at provision to make
for revenue expenditure on the management an ténance of their HRA stock.
In doing so, they will need to take account of f factors, including the
following: Y

(i) their entitlement to HRA subsi may be negative);

(ii)  their estimate of rental r income;

(iii) their best estimate at ds to be spent on the upkeep of their HRA
stock, based on pfiQritie in the authority’s housing repairs programme and
excludin ital expenditure to be financed from revenue or charged to the
Major Rep

(iv) the need to get to avoid a deficit on their HRA.

Accounting for management and maintenance expenditure

The Secretary of State has the power to issue directions, determining what type of
expenditure on repair, maintenance, supervision and management should or should
not be included under Item 1. No general directions have yet been made. However:

(i) section 127 of the 1993 Act (amending Schedule 4 to the 1989 Act) gives
authorities the power to account for housing welfare services in the HRA if they
wish;

(i) the Housing (Welfare Services) Order 1994, made on 12 January 1994 under
section 128 of the 1993 Act (S.1. 1994/42) requires that those welfare services of
an essential care nature should be accounted for outside the HRA,
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6.1.4

6.1.5
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(iif) sections 2 and 3 of CIPFA's Best Value Accounting Code of Practice 2001
(BVACOP) set out the mandatory proper practices authorities are required to
follow in accounting for housing services within the HRA and General Fund.

The BVACOP requires management and maintenance expenditure to be recorded in
the HRA under three main headings:

(i) repairs and maintenance — this includes all revenue expenditure on the repair
and maintenance of HRA property, whether planned or responsive, other than
that which is:

(@) the responsibility of tenants;
(b) charged to a separate Housing Repairs Account;
(© capital expenditure funded either from revenue under debit Item 2

(see section 6.2), from borrowing or from W8able capital receipts (see
Rescrve (see Chapter 17).

g :

(i) general management — this covers expenditure rvision and

management of HRA property, including su

(@) policy and management;
L 4
(b) managing tenancies (e.g. tw lications and selection of tenants);

(© rent collection and agcoun

but excluding the administra f rent rebates, which is a charge to the
General Fund.

(iii) special se

)

his‘@evers services (mainly shared) to HRA tenants such

, communal lighting, lifts, communal heating, laundry
rge schemes, ground maintenance and welfare services,
excluding esseéntial care and other special services.

This classification will be amended as necessary in the light of any future guidance
from DCLG or CIPFA.

Where services or amenities charged to the HRA benefit the wider community, an
appropriate share of the costs is to be contributed from the General Fund as required
by paragraph 3 of Part III of Schedule 4 to the 1989 Act (see paragraph 5.4.3).

Capital expenditure on repairs

The costs of repair and maintenance work will be capital expenditure where the work
involves ‘enhancement’ of tangible assets, in accordance with proper accounting
practices. In the context of HRA property, such works may include, for example,
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6.1.6

6.1.7

6.1.8

6.1.9

6.1.10

6.1.11

6.2

re-roofing or the installation of central heating or double glazing but not painting or
the replacement of tiles or broken windows.*

The cost of any repair and maintenance work which is capital expenditure may be met
out of revenue contributions from the HRA under debit Item 2 (see below), capital
receipts, borrowing or from the Major Repairs Reserve. Such costs will not be debited
to the HRA under Item 1.

PFI scheme expenditure should be debited under Item 1 where the scheme is for
refurbishment etc. PFI expenditure in relation to other expenditure will, however, fall
to be accounted for under Item 8.

Right to compensation for tenants’ improvements

Landlords of secure tenants must pay compensation in respect of certain
improvements made by the tenant. The payment of compensation arises when a

tenancy ends. The necessary powers are in sections 99A 99B of the Housing Act
1985 (as inserted by section 122 of the 1993 Act), and t e Tenants of Local
Authorities (Compensation for Improvements) Regulat (S.I. 1994/613).
This new Right to Compensation complements t stiing discretionary power for

the payment of compensation for improvemefits i section 100 of the Housing Act
1985.

L 4
These payments of compensation s Nebited to the HRA under Item 1.
HRA subsidy implication

The subsidy calculatio ké&§an assumption about the relative amount each
authority needs to spend @n management and maintenance (the M&M allowances).
The formulae fi ese allowances — which are based on separate target
scores per dwell irs and maintenance and for supervision and management
—are set out in th& HRA subsidy determination and described in detail at Chapter 14.

Item 2: Expenditure for capital purposes

This Item enables authorities to finance capital expenditure from a revenue
account. This is sometimes referred to as capital expenditure from a revenue
account (CERA) or revenue contributions to capital outlay (RCCOs).

2 Under section 16 of the 2003 Act, the Secretary of State can provide generally, by regulations, that certain expenditure of authorities
is, or is not, capital expenditure. There is also a power to provide this in relation to individual authorities (by direction). The Local
Authorities (Capital Finance and Accounting)(England) Regulations 2003 (2003/3146) have been made under this section; regulation 25
provides for certain items of expenditure to be treated as capital expenditure, while regulation 26 provides for certain expenditure that
would otherwise be capital expenditure, to be treated as not being capital expenditure. Regulation 25 has been amended by the Local
Authorities (Capital Finance and Accounting)(Amendment)(England) Regulations 2004(2004/534) so that the payment of the levy on a
disposal under the 1993 Act is treated as capital expenditure, while also making certain further exclusions from expenditure treated as
capital expenditure.
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Schedule 4 description
(a) any expenditure of the authority in respect of houses and other property within
the account which is capital expenditure for the year; and

(b) which the authority decide should be charged to a revenue account for the year.

In this item ‘capital expenditure’ means expenditure which is capital expenditure
Jfor the purposes of Chapter 1 of Part 1 of the Local Government Act 2003 (capital
finance).

Implications for the HRA

In practice, most capital expenditure is financed either by borrowing or by the use
of capital receipts and, to a lesser extent, by capital grants. However, the 1989 Act
gives local housing authorities the discretion to finance expenditure for HRA capital
purposes from their HRA (see paragraph 6.1.5 above).

Budgeting and accounting

In setting their HRA budget, an authority will ne ide on the level of capital
expenditure they wish to fund from the HRA. Thi pend on a number of factors,
including supported and unsupporteg,capital e¥penditure to be met by borrowing
consistent with their prudential limits, their capital programme, and HRA subsidy
entitlement. With effect from 1 Apri %amount of capital expenditure financed
from the HRA will also have becti edBy the amount of the MRA, available
within the new Major Repairs for HRA capital purposes. In theory, there is

no limit on the extent to whij xpenditure can be financed from the HRA. In
practice, however, it will ited by the fact that, as this type of expenditure does
not attract subsidy; it
from rental inc

No allowance is made in the subsidy calculation for capital expenditure financed
from revenue resources in the HRA, as it is assumed that authorities finance capital
expenditure from borrowing and capital receipts rather than from revenue within
their HRA.

Iltem 3: Rents, rates, taxes and other charges

This Item covers rents and other charges payable by the authority, rather than their
tenants.

Schedule 4 description

The rents, rates, taxes and other charges which the authority are liable to pay for the
year in respect of houses and other property within the account.
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6.3.1

6.3.2

6.3.3
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Budgeting and accounting

All rents, rates, taxes and other charges for which the authority, rather than their
tenants, are liable in respect of HRA property should be charged to the account.
These include:

(i) any non-domestic rates and water charges payable on property in the HRA,
for example estate offices;

(i) any council tax payable on HRA property for which the authority are liable, for
example on dwellings which are occupied by tenants who are under the age of
18, houses in multiple occupation, hostels and similar properties, and on vacant
dwellings after six months (for unfurnished accommodation);

(iii) annual payments made under guarantee arrangements, for example to a
water or sewerage company to provide a water main or public sewer to serve
HRA property;

(iv) rents payable by an authority on different categori ased property, subject
to the following:

(@) short-term leases for housing h households - the HRA
(Exclusion of Leases) Dlrectlon 1 s from the HRA leases of up
to ten years of dwelhng after 51 March 1997 by authorities
for the purpose of housm households. The exclusion applies

for any period that the is either used for that purpose or is
bsequently used by the authority for
other housing purpo the RA (Modification of the Item 3 Debit)
Direction 1997 grovid at the leasing costs payable by the authority
may still no ebited to the HRA (except in limited circumstances

where th iS"used for emergency temporary accommodation,

(b) oth ases which are credit arrangements under section 7 of the 2003
for which credit cover for the initial cost was required — would
ed in the calculation of capital charges in the Item 8 debit. Any
rents payable on leases entered into before 23 October 1990 (and not
since varied) should be debited to the HRA under Item 3.

If authorities adopt joint collections of rents and council tax, or act as agents for
water authorities in collecting water charges with rents, they will need to consider the
allocation of administration costs between the HRA and the General Fund and the
appropriate accounting treatment of any charges made.

HRA subsidy implications

No allowance is made in the subsidy calculation for expenditure on Items (i), (ii)
and (iii) in paragraph 6.3.1. Rental payments on certain categories of lease taken out
before 23 October 1990 may be eligible for subsidy (see section 19.2).
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[tem 4: Rent rebates

The Local Government Act 2003 repealed Item 4, removing rent rebates from the
HRA and effectively requires that they should be accounted for in the General Fund.
Please note however; that Rent Rebate Subsidy Limitation still impacts upon the HRA,
not the General Fund.

Full details on the operation of the rent rebate subsidy limitation scheme and how it
affects the HRA are given in Chapter 15. See also Item 10 below.

Iltem 5: Sums payable under section 80ZA

This Item covers the requirement for authorities with a negative entitlement to HRA
subsidy to pay that amount to the Secretary of State.

Schedule 4 description

Sums payable for the year to the Secretary of State unda
80ZA of the 1989 Act (Housing Revenue Account subsia

Bsection (1)(b) of section
0 ppative amount) and -

(a) any interest charged on those sums under ction (4) of that section; and

(b) any amount charged under subsect of that section in respect of costs

incurred as a result of late paym& f those sums.

Budgeting and accountin

This applies to those aut ies whiierc the subsidy calculation results in a negative
amount, in other word erej e exceeds overall expenditure on the notional
HRA (see para b 13.2), These authorities are said to have a negative entitlement

to subsidy.

In such circumstanges, the authority is required to debit their actual HRA and pay

to the Secretary of State a sum equivalent to the surplus on the notional HRA. This
surplus may be reduced in some cases, (under the transitional arrangements scheme
for authorities in negative subsidy entitlement in 1999-2000 (see Chapter 21).

In setting HRA budgets, authorities must bear in mind the need to make such a
payment, to avoid an end-of-year deficit. They should also keep under review their
entitlement to subsidy since this will determine the size of the final surplus on the
notional HRA and therefore the eventual payment to the Secretary of State.

HRA subsidy implications

No subsidy is payable to authorities with an overall surplus on their notional HRA.
Rather, the amounts of negative subsidy due from such authorities will be put towards
the funding of HRA subsidy payments to those authorities with a deficit on their
notional HRA.
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6.6

6.0.1

6.6.2

6.06.3

6.7
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Item 6: Contributions to the Housing Repairs Account

This Item allows for the transfer of funds to an authority’s Housing Repairs Account
where one is kept.

Schedule 4 description

Sums transferred for the year to the authority’s Housing Repairs Account.

Budgeting and accounting

The keeping of a Housing Repairs Account is described in Chapter 9. If an authority
decides to keep such an account, it must do so in respect of all its HRA dwellings
(section 77(3)(a) of the 1989 Act).

If such an account is kept, an authority will need to decide on the amount to be

transferred from the HRA under debit Item 6, in order to id a deficit on the
Housing Repairs Account.

HRA subsidy implications

The decision of an authority to charge expendi

maintenance to a separate Housing Repai
has no effect on their entitlement to su&se

re ousing repairs and
nt, rather than direct to the HRA,
bapter 9).

Item 7: Provision for b btful debts
This Item requires authqffities,io make suitable provision, in accordance with proper
accounting practices, ove write-off of rent and service charge arrears.

Schedule 4 des ion
The following, namely —

(a) any sums credited to the account for the year or any previous year under Item
1 or 2 of Part I of this Schedule which, in the opinion of the authority, are bad
debts which should be written off; and

(b) any provision for doubtful debts which, in their opinion, should be made in
respect of sums so credited.

If the Secretary of State so directs, no sums shall be debited under paragraph (a)
above, and no provision shall be debited under paragraph (b) above, except (in
either case) in such circumstances and to such extent as may be specified in the
direction.
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Budgeting and accounting

Budgeting and accounting for this Item are governed by the concepts of accruals,
prudence and fair presentation embodied in proper accounting practices. Under

the accruals concept, local authorities are required to match revenue income and
expenditure to the services provided in the same accounting period. They must
therefore credit their HRA with an amount equivalent to rent and charges due

(credit Items 1 and 2), rather than actually received, in any one year. Authorities are
also required to prepare a Statement of Accounts which presents fairly the financial
position and transactions of an authority. The prudence concept reconciles these two
concepts by requiring that income should only be included to the extent that it can be
realised with reasonable certainty, and by requiring that proper provision should be
made for all known liabilities and losses.

In accordance with proper practices, authorities will therefore need to estimate, when
setting their HRA budget before the start of the financial year:

(i)  how much of the total rent and charges due under ¢gedit Items 1 and 2 will
remain uncollected at the end of the year. This re outstanding debt
which may (or may not) be collected in the futur

(i) the amounts of bad debt likely to be writte
specific outstanding debt which is thou
therefore must be written off; ¢

g the year. This represents
grecoverable, and which

(ili) any increase in the provision t
concept, for doubtful de
that may not be collected
written off during the y€ar.

e within the HRA, under the prudence
esents an estimate of outstanding debt
ely to be specifically identified as bad and

Any increase in the profision to cover (iii) above should be debited to the HRA,
under Item 7 ere authority decides to write off a bad debt, it will debit this
amount to the | 7(a) and credit the relevant tenant’s account. If any
arrears which ha en written off as bad debts are subsequently recovered, or if an
authority decides that it has over provided for doubtful debts, the appropriate sums
must be re-credite the HRA under credit Item 7 (see section 5.7).

Adpvice to authorities on the procedures for both avoiding and dealing with arrears
was issued by the then DoE in 1994 in the Housing Research Summary, HRS24 — Rent
Arrears.

The Secretary of State has the power to make directions limiting the amounts debited
under this Item. This power was exercised in respect of arrears outstanding at 31
March 1990, to ensure that the new ring-fenced HRA started with a clean slate, and

that tenants were not burdened with paying, through rents, for high arrears accrued
before 1 April 1990.

No further directions have been issued to limit the level of provision for bad and
doubtful debts after 1 April 1990.

87



Housing Revenue Account Manual

6.7.7

6.7.8

6.8

6.8.1

6.8.2

6.8.3
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HRA subsidy implications

No allowance is made in the subsidy calculation for bad or doubtful debts. This is to
encourage authorities to keep any arrears to a minimum.

Any provision for bad or doubtful debts will therefore have to be met from elsewhere
within the HRA. Authorities will also need to take account of the fact that no subsidy
is payable on interest on the notional cash balance where this is in deficit (charged to
the HRA under debit Item 8), as an incentive to keep down arrears.

Item 8: Sums calculated as determined by the Secretary of State
(assessed capital charges)

This Item is generally the HRA’s share of the capital charges incurred by the authority
— both debt financing and management costs and capital asset charges. The
amounts to be debited are set out in the Item 8 Credit and Item 8 Debit (General)
Determination (‘the Item 8 determination’). Howeuver; the
very wide and may be used to determine other amountsiobe debited to the HRA.
For example, they have been used to make special Ite % minations to allow
individual authorities to transfer certain amoun he HRA to the General
Fund.

L 4

Schedule 4 description

Sums calculated for the year i
State may from time to time de

In determining any formuld fort rposes of this Item, the Secretary of State may
include variables framed tiwhatever way he considers appropriate) by reference
to such matters relating@lo the ority, or to (or to tenants of) houses or other
property whic bavebeen within the account, as he thinks fit.

The general Ite determination

The Item 8 debit calculation is set out in the ltem 8 determination (paragraph 4), and
a full explanation of the various components making up the formula, and the concepts
behind these, is provided in Chapter 7.

2006-2007 Item 8 credit and debit amending determination

In June 2006 the Chartered Institute of Public Finance and Accountancy (CIPFA)
published its code of practice on Local Authority accounting in the UK 2006, the
Statement of Recommended Practice (SORP), which has effect from 1 April 2006. In
the 2006 SORP the requirement to account for a capital financing charge has been
removed.

DCLG amended the Item 8 credit and Item 8 debit (general) determination 2006-2007
to reflect this. In the determination the cost of capital charge is a feature of the capital
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asset charges element of the calculation of the Item 8 debit. Specifically, it is one of
the three elements that constitute item ‘R’ in the capital asset charges calculation.

The amending Item 8 determination 2006 therefore removes the cost of capital charge
element from the calculation of item ‘R’ in the Item 8 debit formula. Not changing

the determination would leave the HRA service expenditure figures inconsistent with
those in the rest of the General Fund, which DCLG did not consider desirable.

HRA subsidy implications

Some of the components in the Item 8 debit have an equivalent in the HRA subsidy
calculation, whereas others are not eligible for subsidy. Full details of the subsidy
allowances in respect of HRA capital charges are given in Chapter 16.

Item 9: Debit balance from previous year

This Item requires authorities to bring forward any un able debit balance from
the previous year:

Schedule 4 description
Any debit balance shown in the accoynt fQr theprevious year.

This Item does not include any suc lanee so shown which is carried to the debit
of some other revenue accoun e o¥ity in accordance with paragraph 1 of

Part 111 of this Schedule.

Budgeting and accodntin

The 1989 Act p ty'@m local housing authorities to produce an annual budget
for their HRA wh deficit, and to take all reasonable steps throughout the
year to avoid an end-of-year debit balance (see section 4.3).

If, nevertheless, an end-of-year deficit does occur, Item 9 provides for it to be brought
forward to the following year. (The second paragraph in the Schedule 4 description
above is historical, and relates to the requirement to transfer any debit balance from
1989-90 to the General Fund, in order to secure a smooth transition to the ring-
fenced HRA.)

In order to avoid a deficit in the new financial year, authorities should budget to make
good any debit balance brought forward from the previous year

HRA subsidy implications

Debit balances carried forward from the previous year are not taken into account in
the subsidy calculation.
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Iltem 10: Sums directed by the Secretary of State (transfers to the
general fund)

This Item requires authorities to make any debits directed by the Secretary of State,
and to credit an equivalent amount to the General Fund.

Schedule 4 description

Any sums which for the year the authority is required, by reason of a direction given
by the appropriate person, to carry from the account to the credit of some other
revenue account of theirs.

A direction under this Item may require the transfer of sums calculated in
accordance with formulae specified in the direction, and any formula so specified
may include variables framed (in whatever way the appropriate person considers
appropriate) by reference to such matters as the appropriate person thinks fit.

Budgeting and accounting b
Local housing authorities have no general discre ransfers from their

HRA to their General Fund (see Chapter 4). a@ith an overall negative
entitlement to HRA subsidy may transfer the 1 rt of any end of year surplus
on their HRA to the General Fund, udféler h 2 of Part 3 of Schedule 4 to the
1989 Act. In the case of the Item 8 debit;ghe ral Fund is effectively receiving from
the HRA a share of the authorigy’s 1 charges. Otherwise, a transfer may only

be made if an authority is directé@to d by the Secretary of State. In such cases,
the transfer should be debite tem 10.

Special Item 10 directioens

A local authorit a special direction under item 10 if eligible under
s introduced to ease the introduction of new provisions
introduced by the Tocal Government Act 2003. In such cases, it is the responsibility
of the local authorityto apply to the Secretary of State requesting such a special

direction and the amount, demonstrating that the authority meets the scheme criteria.

An authority may apply for a special Item 10 direction outside of such transitional
schemes, but it is unlikely that such a direction would be issued other than in
exceptional circumstances. HRA and General Fund budgets should be drawn up on
the assumption that no such special Item 10 directions will be made

There is currently only one transitional scheme where special Item 10 directions may
be applicable:

(i) Negative subsidy transitional measures:
Authorities that had a negative overall entitlement to HRA subsidy in 1999-2000
may apply to the Secretary of State for special Item 10 determinations to enable
them to make transfers from the HRA to the General Fund during a transitional
period. The amount transferable is based on a declining proportion of transfer
made in 1999-2000 (see Chapter 21).



Capital Charges

This chapter provides a full explanation of the various components making up

the Item 8 debit — the HRA’s contribution to debt financing and management costs,
capital asset charges and interest costs. Worked examples are included where
appropriate. The amounts to be debited to the HRA in respect of capital charges are
calculated on a formulaic basis in accordance with the Item 8 Credit and Item 8
Debit (General) Determination (‘the Item 8 determination’).

The following sections are included:

Section 7.1 is an introduction to the concept of HRA debt and the calculation of
HRA capital financing requirements (CFRS)

Section 7.2 covers Capital Asset Charges, the Capital Asset Charges Accounting
Adjustment, and the Major Repairs Reserve

Section 7.3 covers Debt Management and Repaymen % wd PFI scheme

payments

Section 7.4 covers HRA Interest Costs

Annex A is a summary of Item 8 deb%‘ Aﬂd worked examples
Annex B covers the relations Xéx CFRs

Annex C is a calculation o, ni RA CFR

Annex D is a calculati ar HRA CFR

Annex E is a c RA share of premiums

Annex F is a calculation of consolidated rate of interest
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The total amount to be debited under Item 8 is given by the formula set out below
and in Annex A:

Capital Asset Charges +

Debt Repayment and Management Costs +
Capital Asset Charges Accounting Adjustment +
Transfer to Major Repairs Reserve +

PFI scheme payments

The HRA capital financing requirement and HRA debt

Several of the components included in the Item 8 debit
calculated by reference to a notional assessment of HRA
HRA capital financing requirement (CFR). This se
concept of HRA debt and the calculation of HRA CFRs.

nd Item 8 credit) are
t, which is termed the

HRA debt
Local authorities manage their debt pﬁr fi inaggregate, and do not keep separate
track of loans taken out for specific purp@ses e.g*for HRA purposes. It is not possible,

therefore, to calculate the act a and management costs that relate

to HRA debt alone (in order to a m to the HRA). Instead, the General
Fund meets all such costs initd receives a contribution towards them from

the HRA, by means of the It it" This contribution is worked out on the basis
of a notional assessme t, using the concept of the CFR as set out in the
‘Prudential Codg for Capital Finance in Local Authorities’ published by CIPFA in 2003.

HRA CFR

The HRA CFR is a measure of HRA debt. It is rolled forward each year to take account
of new borrowing for HRA purposes, HRA resources used to repay debt, and various
other transactions. It may be either positive (if there is outstanding borrowing for HRA
purposes) or negative if any outstanding borrowing is exceeded by resources. The

two measures of debt used are: the position at the start of the financial year (termed
the opening HRA CFR) and an average figure for debt throughout the year (termed
the mid-year HRA CFR). These are described in full below; their interrelationship is
illustrated at Annex B.

A separate version of the calculation of HRA debt is used for the purposes of assessing
an authority’s entitlement to HRA subsidy on debt financing and management costs

— this is known as the subsidy capital financing requirement (SCFR) (see
section 16.1).
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The opening HRA capital financing requirement

The opening HRA CFR is a measure of HRA debt at the start of the financial year. It is
used in the calculation of an authority’s minimum revenue provision (see regulation
28 of the Local Authorities (Capital Finance and Accounting) (England) Regulations
2003), and the HRA share of any premiums or discounts arising from the premature
repayment of fixed rate debt which are to be attributed to the HRA (see section 7.3). A
worked example of the calculation of the opening HRA CFR is at Annex C.

The starting point for calculating the opening HRA CFR is the opening HRA credit
ceiling for the previous year. To this is added the following:

(i) Capital expenditure financed by borrowing of credit arrangements
during the previous year;

Capital expenditure financed by borrowing or credit arrangements on any
interest in housing land (as defined in the Local Authorities (Capital Finance and
Accounting) (England) Regulations 2003 in the pre s financial year (see also
Chapter 10).

to the HRA from the
ial year;

(i) The certified market value of any property
authority’s General Fund during the previo

Property transferred in this waygs tregated'exactly as if the authority had acquired

the property from a third party usi borrowed in reliance on a credit
arrangement (see Chapter 11 urther information on the financial effects of

property transfers betwe ané General Fund).

The following items are thepfdeduct

(i) The reserved patt of ifal receipts received in the previous financial year
erty and used to repay debt;

It is assume t 75% of receipts from the sale of dwellings and 50% of receipts
f other HRA property, which the authority was required to set
aside as provision for credit liabilities, are used to repay debt in the year they are
realised and therefore decreased net HRA indebtedness. This is an assumption
for the purposes of calculating the HRA CFR only — authorities are not required
to use set-aside amounts in that way in practice.

(i) The equivalent reserved part of the certified market value of property
transferred from the HRA to the General Fund during the previous
financial year.

HRA property transferred for use in connection with other local authority
services is treated in the calculation of the HRA CFR in the same way as disposals
to third parties — that is, it is assumed to be subject to set-aside of 75% in

the case of dwellings and 50% in the case of other HRA property. This is an
assumption for the purposes of calculating the HRA CFR only — authorities are
not required to set aside such amounts in practice.
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iii) The amount, if any, which an authority has determined to use during the
Y, y g
previous financial year to repay the principal of any amount borrowed or to
meet liabilities under credit arrangements.

Repayment of debt is not compulsory. The authority may, however, make a
voluntary repayment of the principal part of housing debt from, for instance, its
Major Repairs Reserve.

(iv) For 2006-2007, the value of any payment made by the Secretary of State to the
Public Works Loan Board in 2004—2006 or 2005-2006 as a result of a disposal
of land by the authority, less the part used to pay premiums on the early
redemption of loans.

Where a local authority is transferring stock and the transfer receipt does not
extinguish the notional housing debt associated with that stock, the authority
is said to have ‘overhanging debt’ (see Chapter 11). Where DCLG pays off
this overhanging debt it is assumed, for the purposes of HRA subsidy, that the
authority’s notional housing debt is reduced by tha ount For 2006-2007

only, the value takes account of two previous year D6O—2007 is the first
year the deduction was introduced and neede to for previous such
payments.

The mid-year HRA capital financiﬁg

M HRA debt throughout the year. It is

ly throughout the year and, except where

al receipts are received evenly throughout
in the calculation of:

The mid-year HRA CFR is a measur
assumed that borrowing is tak
there is a significant stock change
the year. The mid-year HRA is

tribution to debt interest costs; or

's share of investment income; and

The starting point for the calculation of the mid-year HRA CFR is the opening HRA
CER for that year. A worked example is at Annex D. To this is added:

(i)  half of the capital expenditure financed by borrowing or credit arrangements on
any interest in housing land (as defined in the Local Authorities (Capital Finance
and Accounting) (England) Regulations 2003 used during the current financial
year;

(i)  half of the certified market value of property transferred from the General
Fund to the HRA during the current financial year;,

and from this is deducted:

(iii) half of the equivalent reserved part of the certified market value of property
transferred from the HRA to the General Fund during the current financial
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year (that is, 37.5% in the case of dwellings and 25% in the case of other HRA
property);

(iv) one half of the amount, if any, which an authority has determined to use during
the financial year to repay the principal of any amount borrowed or to meet
liabilities under credit arrangements.

(v) one half of the value of any payment made by the Secretary of State to the Public
Works Loan Board in 2006-2007 as a result of a disposal of land by the authority,
less the part used to pay premiums on the early redemption of loans.

The item 8 debit — capital asset charges

Background

A key feature of the introduction of resource accounting as part of the New Financial
Framework is the inclusion of capital asset charges in th¢

The effect of these new charges is to bring th osgr in line with proper
accounting practice for fixed assets, as embodied in CIPFA Code of Practice, and

with other local authority accounts. \
The formula Q
The formula for capital assefchargegs, Within the Item 8 debit formula, is as follows

(see paragraph 4.3 of thélitém 8 délermination):

or deferred charges
pver their useful life.

These comprise a depreciation charge and any impa
where appropriate, to reflect the consumption of

R + SA
R is the total of:

(i) anyimpairment charges in respect of HRA assets, calculated in accordance with
proper practices. Impairment occurs where there is a material reduction in the
value of a fixed asset during an accounting period. The CIPFA Code of Practice
requires a charge to be made to the revenue account in respect of impairment
where an impairment loss on a fixed asset is caused by a clear consumption
of economic benefits, for example by physical damage or a deterioration in
the quality of the service provided by the asset, i.e. if it is similar in nature to
depreciation;

(i) any charges in respect of deferred charges attributable to the HRA, calculated
in accordance with proper practices. Deferred charges are items of expenditure
which qualify as capital for control purposes but do not result in the acquisition,
creation or enhancement of a tangible fixed asset. In accordance with the proper
accounting practices in the CIPFA Code of Practice, service revenue accounts are
charged each year with the benefit received as a result of the expenditure (which
will normally have been financed from capital resources).
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Although impairment and deferred charges are closely related to depreciation
(which is calculated under SA and SB), they are included in the formula under R for
convenience. This is because, in accordance with the CIPFA Code of Practice and in
common with other local authority accounts, all three types of charge are included in
the net cost of services in the relevant account as a signal. They are then reversed
out in net operating expenditure. The effect of this arrangement is to ensure that
these charges are reflected in the net cost of services but do not fall to be met by
council tenants. The reversing out of these charges within the HRA is part of the Item
8 debit calculation (see paragraphs 7.2.16—-7.2.17).

SA is the depreciation charge for HRA dwellings (excluding the authority’s share
of any dwellings subject to a shared-ownership lease and any dwelling subject to a PFI
scheme) calculated in accordance with proper practices. The Item 8 determination
does not prescribe the calculation of depreciation and the proper practices to be
followed are therefore those set out in the CIPFA Code of Practice. This reflects the
agreement, reached by the Accounting Standards Board (ASB) and CIPFA, that Chief
Finance Officers should be responsible for deciding on the most appropriate method
of estimating depreciation in respect of their own authority’s assets. In most cases,
DCLG would expect authorities to use the Major Repain§ Allowance (MRA), which the
ASB and CIPFA have accepted as a reasonable estimate dfideppeciation for council
housing.

SB is the depreciation charge for all othe ets (including the authority’s
share of any dwellings subject to a shfite etship lease) calculated in accordance
with proper practices. Such assets mightidnclu rages, estate shops, housing offices

and commercial property.

The June 2006 CIPFA SORP r he requirement to account for a capital
financing charge. The requifémentghas’also been removed from the HRA from 2006—
2007.

Accounting fo ion

The depreciation charge in respect of HRA dwellings (SA in the formula) is a real
charge in the HRA. Unlike depreciation charges in respect of other local authority
assets, it is not offset against Minimum Revenue Provision (MRP) (which has been
abolished in the HRA for 2004-2005 onwards, see paragraph 7.3.1) or reversed out
(except in the limited circumstances where the depreciation charge is higher than the
MRA, in which case the difference is reversed out). It is funded within the HRA by the
MRA.

The depreciation charge in respect of other HRA property (SB in the formula)

is shown in the net cost of services. However, it is reversed out in net operating
expenditure because, unlike the charge for HRA dwellings, it is not funded from the
MRA. Ministers have decided that depreciation charges not funded by the MRA should
not at present impact on rents or other HRA services. This policy has been accepted
by CIPFA as a transitional measure to full depreciation of all HRA assets.

An amount equivalent to the full depreciation charges made in the HRA will be
transferred to the Major Repairs Reserve. The reversing out of depreciation charges
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higher than the MRA in respect of HRA dwellings, and in respect of other HRA assets,
is achieved by allowing authorities to transfer back equivalent amounts from the
Major Repairs Reserve to the HRA. This transfer is carried out as part of the Item 8
credit (see section 5.8). Additionally, authorities which had a negative HRA subsidy
entitlement in 1999-2000 may take advantage of the transitional measures scheme,
allowing them to transfer resources from the Major Repairs Reserve to the HRA by
means of an Item 9 direction (see Chapter 21).

If the depreciation charge for HRA dwellings (other than shared ownership) is lower
than the MRA, authorities are required to transfer an amount equivalent to the
difference from the HRA to the Major Repairs Reserve. This ensures that an amount
equivalent to the MRA is available for HRA capital purposes within the Reserve. (This
transfer is part of the Item 8 debit — U in the formula) (see paragraph 4.6 of the Item
8 determination).

The Major Repairs Reserve (MRR)

74 of the Local

) their statement of
003 (SI 2003/533)
ers described in the above
he MRR may only be used

Local authorities who are required to keep a HRA undey$
Government and Housing Act 1989 must also include the
accounts. Amendments to the Accounts and Auditgh
have the effect of ensuring that in practice, after
paragraphs have been made, the balance of fi
for a limited number of purposes: V'S

(i) capital expenditure on HRA as

(i) repayment of HRA debt or t
of the statutory MRP opligdtio

credit liabilities (following the abolition
the HRA)

The main credit to the MRR n amount equivalent to the depreciation charge
for all HRA asse oughyas explained above, there will be an additional credit or
debit when the depr i harge differs from the MRA entitlement as set out in the
HRA subsidy detcria

Authorities have theéflexibility to carry over any unspent funds in the MRR from one
year to another. The funds represent a HRA capital resource which, as with other
capital resources, may be used for any purpose which authorities determine as part
of their business plan for maintaining their stock, with one exception — the funds may
not be used to finance the demolition of HRA assets.

The balance of funds within the Major Repairs Reserve, after such transfers have been
made, is then available for HRA capital purposes.

The capital asset charges accounting adjustment

The cost of capital, impairment and deferred charges are included in the net cost
of services in the HRA and act as an important signal in the HRA, showing the cost
of capital tied up in housing assets. However, they do not impact on the amount
of income to be generated to achieve a balanced budget, i.e. in rents from council
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tenants, as they are reversed out, with the HRA continuing to bear its share of an
authority’s debt financing and management costs. This is achieved by means of the
Asset Management Revenue Account (AMRA — see paragraph 4.2.35). The capital
charges are transferred to the AMRA by debiting the HRA and crediting the AMRA.
They are then used to meet the HRA's share of interest costs (calculated in accordance
with the Item 8 determination — see section 7.4) and any balance is then credited to
the HRA if interest costs are lower than the 3.5% charge. If interest costs are higher
than the 3.5% charge, an additional debit is made to the HRA.

This adjustment (whether negative or positive) is made as part of the Item 8 debit
and is known as the capital asset charges accounting adjustment. It is calculated
by subtracting any impairment or deferred charges (R in the formula) from HRA
interest costs (J in the formula) — see section 7.4 and paragraph 4.5 of the ltem 8
determination. The net effect of this adjustment is that any impairment/deferred
charges are reversed out of the HRA, below the net cost of services, and the HRA's
share of interest costs continues, as in previous years, to be borne on the HRA.

HRA subsidy implications

Neither the cost of capital charge nor any depreciz
are taken into account in the calculation of HRA ¢
eligible for HRA subsidy, as explained in sectio

L 4

The item 8 debit — debt man N{ and repayment costs
Background

Under resource accounting,fthe H ntinues to bear a share of an authority’s
debt management and r ent ¢osts. These are part of the Item 8 debit and are
th ormula set out in the Item 8 determination (see

calculated in accordan i

paragraph 4.4 tem &determination):
K+V

Where:

K is the proportion of debt management expenses which the HRA should bear,
calculated in accordance with proper practices (see paragraph 7.3.2)

V is the HRA share of premiums on premature debt redemption (see paragraphs

7.3.3-7.3.10).

From 2004-2005, authorities will not longer be required to calculate and debit the
HRA with an amount in respect of HRA set-aside, which was the HRA's contribution
to the authority’s minimum revenue provision. The formula for calculating MRP from
2004-2005 in the General Fund is set out in regulation 28 of the Local Authorities
(Capital Finance and Accounting) (England) Regulations 2003 (SI 2003/3146), and
includes an element that specifically excludes HRA debt from that calculation.
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Debt management expenses (K in the formula)

The Item 8 determination simply requires authorities to estimate the proportion

of their total debt management expenses, calculated in accordance with proper
practices, which are attributable to the HRA. DCLG regard both the calculation of debt
management expenses, and the attribution of these to HRA and other services, as a
matter for local authorities and their auditors.

Premiums on premature debt redemption (V in the formula)

The HRA bears a share of the premiums payable (or discounts receivable) on the debt
redeemed prematurely since 1 April 1995. The HRA share of premiums is included in
the Item 8 debit and the HRA share of discounts is included in the Item 8 credit (see
also section 5.8).

The HRA share of premiums (and discounts — see paragraph 5.8.9) is calculated

according to the relationship between the authority’s ov@gall credit ceiling or its CFR
at the start of the year in which the premium is payable 3
ceiling or opening HRA CFR for that year. To give the H
payable is multiplied by the opening HRA credit ceiling &

the overall credit ceiling or CFR at the start of th W r

(i)  the HRA share will be nil if the cglening ceiling or CFR for the year in
which the premium is payable i$hjl ative amount; and

(if) thépremium if the opening HRA CFR is

ar in which the premium is payable.

2005, authorities were able to use amounts set-aside under section 59 of the Local
' 1989 as provision to meet credit liabilities to reduce the

The HRA share of the premium (reduced as applicable) is then amortised over the
remaining period of the loan or ten years, whichever is less (see paragraph 7.3.11 for
calculation of the amount to be charged in each year). This is to spread the cost to the
Exchequer of the HRA subsidy payable in respect of the HRA share of premiums. Once
calculated, the HRA share of the premium is not revised each year to take account of
changes in the relationship between the HRA and overall CFRs. Thus, if the opening
HRA CFR was positive in the year the premium was payable, a share of the premium
would continue to be debited to the HRA (and eligible for HRA subsidy) over the
remaining period of the loan, up to a maximum of ten years (as long as the HRA was
not closed in the meantime), even if in subsequent years the opening HRA CFR is
reduced to nil or a negative amount. However, any new premiums payable after the
HRA CFR became nil or negative would not be chargeable to the HRA or eligible for
HRA subsidy.

The amount of the HRA share of the premium chargeable to the HRA in any one year
is calculated as follows:
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(i) take the HRA share of the premium — less where applicable, any capital receipt
used to meet the premium (see paragraph 7.3.4 above) — and divide by either
the unexpired period of the loan from the date of redemption (in years and days
with any day expressed as a proportion of a year) or ten years if less. This gives
the annual amount to be debited to the HRA,

(ii) divide this annual amount by 365 (or 366 in a leap year) and multiply by the
number of days of the unexpired period of the loan which fall within the current
financial year. This adjusts the annual amount to take account of the date of
redemption, and the date the loan would have expired, as these will almost
always fall part-way through a financial year.

This calculation should be carried out for all premiums payable on or after 1 April
1995 in respect of the early redemption of fixed rate loans. The amount to be debited
to the HRA will be the aggregate of all such calculations. A worked example is given at
Annex E.

The amount to be credited to the HRA in respect of discodfits receivable on the early
redemption of fixed rate loans is calculated in the samefy e section 5.8). The
HRA subsidy allowances for both premiums and discQu

same way.

The following points should also be noted

L 4

Accounting for premiums

unts to be debited or credited to the

nts are as set out in the HRA subsidy and
Item 8 determinations. T, werejagreed with CIPFA before they came into force

in 1995-1996. Howeverthey n certain respects from the proper practices for
accounting for iums‘and discounts subsequently incorporated in the 1996 CIPFA
Code of Practic i this, the normal practice is to account for premiums
and discounts in ear they are payable/receivable. Where the early repayment of a
loan is coupled with a refinancing or restructuring of borrowing with substantially the
same overall economtic effect, premiums and discounts can be accounted for over the
life of the replacement borrowing.

The proper practices for calcul
HRA in respect of premiumsfnd di

This is an example where statutory proper practice takes precedence over non-
statutory proper practice (see section 4.2). CIPFA have issued guidance on how

to reconcile the different approaches in cases where their Code requires the full
amount of the premium or discount to be brought to account in the year it is
payable or receivable. In such circumstances, authorities are required to charge the
General Fund’s share of the premium or discount in the year of payment or receipt,
whilst the HRA share is carried forward on the balance sheet as a deferred liability
or prepayment. This is then written down over the current and subsequent years
with the amounts debited or credited to the HRA in accordance with the Item 8
determination. (See CIPFA Local Authority Accounting Panel (LAAP) Bulletin n0.26
(May 1996).)
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Initial Financing of Premiums

The calculation of the HRA share of premiums for both Item 8 and HRA subsidy
purposes does not include the initial cost of financing those premiums which have

to be brought to account in the year they are incurred. Under the arrangements
described above, such costs would therefore fall to the General Fund. However, the
then DETR issued the following advice (in the commentary issued with the 2001-2002
Item 8 determination) as to how the HRA could effectively contribute to such costs:

Authorities should note that the definition of the average notional cash balance in
2001-2002 and earlier years allows authorities to either:

a.  take account of the full HRA share of any premium or discount in the year they
occur; or

b.  take account of the amortised HRA share of any premium or discount in the
year it is charged to the HRA.

It is for individual authorities to decide, in consultati their auditors, on the
treatment of the HRA share of premiums.

If an authority decides on option (a), this will re nydnotional cash credit balance,
or increase any notional cash debit balance, result that the HRA will receive
a smaller contribution from the Genesal Fand, @t make a larger contribution to the
€

General Fund. This, in turn, will effecti the HRA to bear a share of the

initial financing costs of premiums raph 5.8.6 and section 7.4 for further
information on the average no ca alance).

Although these arrangement§ allow orities to effectively charge a share of initial
financing costs to the H ch costs are not eligible for HRA subsidy.

PFI scheme pa

From 2004-2005, calculation of the sum to be debited to the HRA under item 8
will include a new element entitled ‘PFI scheme payments’. This relates to payments
to contractors under off-balance sheet HRA PFI schemes, which from 1 April 2004 are
no longer classed as capital expenditure. However, not all such payments should be
charged under Item 8.

Most PFI schemes to refurbish HRA property will involve payments to contractors
that should more properly be included as a charge under item 1 of Part II to Schedule
4 (see Chapter 10). Authorities may however enter into PFI schemes where the
payments are not properly debited under item 1 — for example, those that involved
new build. These are the payments (and only those payments) which should be
included under Item 8.

In practice, an authority’s accounts will contain an expenditure head to receive

the PFI charges, and in the statement of accounts the PFI charges will be identified
appropriately in the HRA summary statement. This additional item will provide
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auditors with the assurance that, when PFI payments are debited to the HRA, this was
done either under item 1 or, where this is not appropriate, under item 8. There will be
no need to identify how much of each payment or charge is debited under each item.

HRA subsidy implications

The HRA share of debt management expenses and the HRA share of premiums

are all eligible for HRA subsidy — with the exception of the HRA share of the initial
financing cost of premiums (see paragraph 7.3.13). The allowance in the HRA subsidy
calculation for debt management expenses is pre-set before the start of each new
subsidy year on a formulaic basis and does not match the amounts actually debited

to the HRA. However, the actual amounts debited/credited to the HRA in respect of
premiums and discounts are taken into account in the subsidy calculation and are not
pre-set before the start of the year.

The item 8 debit: HRA interest costs

Background

Under resource accounting, the HRA bears a shar rity’s overall interest
costs on outstanding debt/credit arrangements a e-1990 deferred purchase
agreements. It will also bear notional interest ¢@st HRA average notional cash
balance if this is in deficit. ¢

HRA interest costs are replace et'@est of services by the new cost of capital
charge. This is transferred to th agement Revenue Account (AMRA),
where it is used to meet the re of interest costs. If the cost of capital
charge is higher than HRA igterest , the balance will be credited to the HRA in
net operating expenditu owgyer, the cost of capital charge is insufficient to
e nce is debited to the HRA, again in net operating
in both cases, is that HRA interest costs will continue to
ine (see section 7.2).

be reflected in the

Calculation of HRA interest charges

HRA interest charges are calculated in accordance with the following formula, which
is set out in paragraph 4.5 of the Iltem 8 determination.

J=(GXH) +AXH)+L
It is the sum of three elements:
(i) interest on notional HRA debt (G X H);

(i) interest on the average notional cash balance (I X H), where this is in deficit;
and

(iii) interest on certain pre-1988 deferred purchase arrangements (L).
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The first two elements are based on notional calculations, but the third represents the
actual interest payable on such arrangements.

Interest on Notional HRA Debt (G X H in the formula)

HRA debt is a notional concept. Authorities manage their debt as a whole and no
separate record is kept of debts taken out for HRA purposes. Notional HRA debt is
measured by the HRA CFR. This takes account of new borrowing taken out (and credit
arrangements entered into) each year for HRA purposes and the assumed repayment
of existing HRA debt. (Full details of the calculation of the HRA CFR are given in
section 7.1.)

The HRA CFR may be positive or negative. If it is positive, it is assumed that an
authority has net outstanding HRA debt and that the related debt financing and
management costs must be charged to the HRA. Section 7.3 explains how the HRA's
share of debt management and repayment costs is calculated. Notional interest
costs are calculated by multiplying the mid-year HRA CF here positive) (G in the
formula) by the authority’s Consolidated Rate of Int RI).

Calculation of the CRI (H in the formula)

The CRI for each authority is calculated each ye&ar 1 rdance with the formula set
out in the Item 8 determination (par@r broad terms, the CRI represents
the average interest payable on an auth ’s overall outstanding debt (not just that

in that it takes account of both actual
a notional short-term rate payable on any

relating to HRA debt). It is a cafaso
interest rates payable on extern
assumed internal debt. Its le il
variable interest rates payableé on aghatthority’s debt, and on the historical profile

of borrowing and the a 'S t management policies over the years. There is
therefore a unique CRI f@g.eac thority. A worked example of the calculation of the

CRI is at Annex

The formula for caleulating the CRI is as follows:

MXN) + (P-M) XQ)

P

M is the average amount of external debt outstanding over the year (including short
term loans and overdrafts). It should be calculated on a weighted average basis which
takes account of fluctuations in the amounts outstanding throughout the year.

N is the average rate of interest payable on the amount of external debt outstanding
over the year (M above). It is therefore the average rate of interest payable on all
external borrowing, not just that taken out for HRA purposes. It must be calculated, in
accordance with proper practices, on an accruals basis, to two decimal places. It must
therefore take account of interest payable in respect of borrowing outstanding in the
financial year in question rather than interest actually paid in the that year. In March
1998, the House of Lords decided that the amount of interest taken into account in
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calculating N must not include any prior year adjustments incurred on the change
from cash to accruals accounting for interest.

P is the higher of:

(a) the authority’s average CFR for the year — calculated by taking their CFR (as
defined in paragraph 85 of the CIPFA Prudential Code) on the first and last day
of the financial year and dividing by two, minus adjustment A; and

(b) the authority’s mid-year HRA CFR for the year, calculated in accordance with the
Item 8 determination (see paragraph 7.1.8).

The CFR represents an authority’s underlying need to borrow. It replaces the measure
of net indebtedness (the overall credit ceiling) from 1 April 2004, but it is not directly
equivalent to it. (P = M) in the formula derives the difference between the authority’s
actual external debt and the higher of its overall net indebtedness and its HRA net
indebtedness. In order to do that, the CFR needs to be dbated to reflect any difference
between it and the credit ceiling at 1 April 2004, the start.@fshe new capital finance
system. This is the term Adjustment A, which is the ac ent identified as A in
regulation 28(1) of the Capital Finance and Accounti ons 2003.

If (P = M) is a positive amount, it is assumed tha difference is made up of internal
borrowing, i.e. that the authority has borrowedint esources to finance capital
expenditure in place of external borr&wi ugh HRA debt might be assumed to
be lower than overall debt, it can sometifaes b her for historical reasons, relating
to the different calculation of eilings or CFRs.

Q is the average 3-month Lo rbank Bid (LIBID) rate for the year. It must be
calculated by aggregating the rates@ublished on the same day in 52 weeks throughout
the financial year and dividi e total by 52.

The CRI is ther
debt and short-t

d average of the actual interest rates payable on external
rates payable on internal debt (or the opportunity cost
of not investing the Capital resources). Where, however, average external debt (M) is
equal to or greater than either the authority’s average overall or HRA net indebtedness
(P), the authority is deemed to have no internal debt. In such cases, the CRI is simply
N - the average interest payable on external debt.

The Average Notional Cash Balance (I in the formula)

The average notional cash balance is calculated as the difference between cash
receipts in respect of amounts credited to the HRA, the Housing Repairs Account
and the Major Repairs Reserve and cash payments in respect of amounts debited to
these accounts. If there is an excess of cash receipts over cash payments, this results
in a credit balance or surplus on the average notional cash balance. If cash receipts
are lower than cash payments, the average notional cash balance is in a debit balance
or deficit. Authorities are required to calculate the average notional cash balance in
accordance with proper practices and by reference to any cash account kept by the
authority (see paragraph 2.1 of the Item 8 determination).



Housing Revenue Account Manual

7.4.10 Where the average notional cash balance is in deficit, the HRA is effectively required

7.4.11

7.4.12

7.4.13

to contribute, through the Item 8 debit, to any interest costs (or loss of investment
income) incurred by the authority. These interest costs are calculated by multiplying
the average notional cash balance by the CRI, calculated in accordance with the Item 8
determination (as described in paragraph 7.4.7).

It is for individual authorities to decide on how premiums incurred in respect of
premature debt redemption are treated in the average notional cash balance. If they
decide to take account of the full HRA share of the premium in the year it is incurred,
this will effectively mean that the HRA is contributing to the financing costs of the
premium. However, authorities may also decide to take account of the amortised
cost of the HRA share of the premium as it is debited to the HRA each year (see
paragraphs 7.3.3-7.3.10).

Interest on certain pre-1990 Deferred Purchase Arrangements (DPAs) (L in
the formula)
Authorities may charge actual interest payments to the

arrangements which would have been defined as Cred1
48 of the 1989 Act if they had been entered into

pril 1990 DPAs or hire

purchase arrangements are the most common,e e The following conditions
apply:
(i) the arrangement must be in resp roperty, i.e. the cost of the

property, works or equipmen
otherwise have been debi

under the arrangements would

(i) the expenditure is notf€apita
the Local Govern t 2003 (i.e. only interest payments and not repayment
of principal may the HRA);

(iii) the author

would have been treated as a credit arrangement under the 1989 Act. As such,
authorities would have had to provide credit cover for the initial cost, unless

the Capital Finance Regulations meant that it had a nil or reduced initial cost. If
a credit approval provided credit cover this would be added to the HRA credit
ceiling and payments under the contract would effectively have been covered by
interest payments on outstanding debt in the Item 8 debit);

(iv) the arrangements were not taken out during the transitional period between the
announcement of the new Capital Finance System and the 1989 Act coming into
force (7 July 1988 and 31 March 1990), i.e. they are not transitional arrangements
under section 52 of the 1989 Act. This means that interest payments only on
DPAs taken out before 7 July 1988 may be debited directly to the HRA.

The amounts debited to the HRA may include expenditure incurred by authorities

under restitution or other compromise agreements, in cases where the authority
decides that original arrangements, meeting the above conditions, may be u/ltra vires.
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HRA subsidy implications

Notional interest payments on outstanding HRA debt and actual interest payments

on certain pre-1990 DPAs is taken into account in the HRA subsidy calculation (see
Chapter 16). However, interest on the average notional cash balance is not eligible for
HRA subsidy. This is to encourage authorities to keep rent arrears to a minimum and
therefore avoid a debit balance.

'Q
\
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Annex A: Calculation of the Item 8 Debit 2006-2007

\YELTE] Stage of Calculation Item 8 Item 8 Claim Form Worked

Reference Formula | Determination | Reference’ Example
Reference (€3)

Capital Asset Charges

7.2.4 1. Calculate the aggregate of R 4.3 - 862,710
impairment charges in respect of
HRA assets and charge in respect of
deferred charges attributable to the
HRA

7.2.6 2. Calculate the depreciation SA 4.3 - 560,000
charge for HRA dwellings (other
than shared ownership dwellings)

7.2.7 3. Calculate the depreciation charge SB 4.3 - 28,000
for all other HRA assets

7.2.11 4. Calculate the transfer to the U 4. - 0
Major Repairs Reserve. Where SA is
equal to or greater than the MRA, U
is nil; where SA is less than the MRA,

U=MRA-SA
Debt Management and Repayment Costs L 2
7.3.2 5. HRA Debt Management 4.4 65,000
Expenses for 2006-2007
7.3.3 and 6. Premiums Payable on pre r 4.4 and HRAS FOO3cc 202,050
7.3.8 debt redemption paragraph 6.4

HRA Internal Costs

7.4.6 7. Calculate t ed Rate H 5 FOOOci 7.16%

of Interest ( 7
7.1.8 8. Calculate Mi HRA CFR G 6 FOO7ci 43,845,660
7.4.4 9. Multiply G by give assessed (G X H) 4.5 - 3,139,349

interest charges on*notional HRA
debt. This will be nil where the mid-
year HRA CFR (G) is nil or a negative
amount.

7.4.9 10. Calculate average notional cash 2.1 and 4.5 - 43,989
balance for 2006-2007

7.4.10 11. Multiply | by H to give interest (I X H) 4.5 - 3,150
payable on any notional cash debit
balance

7.4.12 12. Calculate interest on certain L 4.5 - 0
pre-1988 deferred purchase
arrangements

continued
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Manual
Reference

Stage of Calculation

Item 8
Formula

Item 8

Determination

Reference

Claim Form
Reference’

Worked
Example

(£)

7.4.3 13. Add the sum of stages 9, 11 and J 4.5 - 3,142,499
12

7.2.17 Subtract the sum at stage 1 from the J-R 4.5 - 2,279,789
sum of stage 13 to give the Capital
Asset Charges Accounting Adjustment.
Add together the sums at stages 1, 2, R + SA + 4.1 - 3,997,549
3,4,5,6 and 14 to give the Item 8 SB + K+
Debit for 2006-2007. V+J-R

+ U

' References are to the first advance claim form for 2004-2005 (Form Referencet©401)
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Annex B: HRA Capital Financing Requirements — how they

are used

HRA capital financing requirements

Opening HRA capital
financing requirement as at
1 April each year

Adjusted opening HRA capital
financing requirement

Mid year HRA capital
financing requirement

Opening HRA capital
financing requirement as at
1 April each year

st p le/receivable on
lonall HRA debt/investments

S
>
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Annex C: Calculation of the Opening HRA Capital
Financing Requirement 2006-2007

W ETVE Stage of calculation Worked Example (£)

Reference

7.1.6 1. Take the opening HRA capital financing requirement for 2005-2006 37,485,660
2. Add

7.1.6. () (i) Capital expenditure financed by borrowing or credit arrangements 6,000,000
incurred during 2005-2006

7.1.6 (i) (i) The certified value of any property transferred to the HRA from the 200,000
General Fund during 2005-2006
Sub-total 6,200,000
3. Deduct

7.1.6 () (i) The reserved part of capital receipts received in the previousejéar (2,000,000)
from the disposal of HRA property and used to repay debt

7.1.6 (ii) (ii) 75% of the certified value of dwellings and 50% ofdhecertified (750,000)
value of land or other property transferred from the HRA téthe
General Fund during 2005-2006

7.1.6 (iii) (i) Voluntary debt repayments. (60,000)

7.1.6 (iv) (iv) Overhanging debt repayment 2004-2005 & 2005-2006 0
Sub-total (2,810,000)
4. The aggregate of stages 1_and 27 less stage 3, gives the 2006-2007 40,875,660
opening HRA capital finanding requirement.
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Annex D: Calculation of the Mid-year HRA Capital
Financing Requirement 2006-2007

Manual Stage of calculation Item 8 Worked
Reference Determination Example (£)
Reference
7.1.6 1. Take the opening HRA capital financing requirement 6.1 40,875,660
for 2006-2007
2. Add:
7.1.8 (i) (i) 50% of the capital expenditure financed by 6.2 (i) 2,000,000

borrowing or credit arrangements incurred during
2006-2007 on HRA property.

7.1.8 (ii) (i) 50% of the certified value of land, dwellings or 6.2 (i) 100,000
other property that commences or recommences to be
accounted for in the HRA in 2006-2007 for a reason
other than acquisition (e.g. by appropriation).

Sub-total 2,100,000
3. Deduct:
7.1.8 (iii) (i) 37.5% of any capital receipt obtained from 6.2 (i) 0

a qualifying disposal during 2006-2007, less
administrative costs and levy. (A moreCompléx
calculation is carried out if the recalculati@n, threshiald
has been tripped).

7.1.8 (ii) (b) 37.5% of the certified value ‘@fhdwellings,and 25% of 6.2 (ii) (30,000)
the certified value of other propertyiwhich ceased to be
accounted for in the HRA 2005-2006fer a reason other
than disposal (e.g. appropfiation).

7.1.8 (iv) (c) 50% of voluntaryédebt repayment. 6.2 (i) 0
7.1.8 (v) (d) 50% of‘overfanging debt repayment 20062007 6.2 (iii) 0
Sub-total (30,000)
4. The aggregate\of stages 1 and 2, less 3, gives the mid 42,945,660

year HRA capital¥financing requirement 2006-2007.
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Annex E: Calculation of HRA Share of Premiums 2006—
2007

The formula for calculating the HRA share of discounts for the purposes of the Item 8
credit, V, is the formula for calculating the HRA share of discounts, V, in paragraph 6.4
of the HRA subsidy determination.

Manual Stage of Calculation Worked
reference Example (£)
7.3.4 1. The total premium 2,500,000
7.3.4 2. Divide the authority’s opening HRA capital financing requirement by 40,875,660
the authority’s capital financing requirement at the start of the year. (If the + 76,000,000
opening HRA capital financing requirement is positive but does not exceed the
authority’s capital financing requirement at the start of the year) =0.538

7.3.4 3. Multiply the total premium by (2) above to arrive at the HRA shase of the 1,344,594

premium
7.3.4 4. Subtract the amount of any amount set aside by the author on 1,344,594
for credit liabilities which the authority determined was > HRA - f0

premium share, from the HRA share of the premium

= £1,344,594
7.3.7 (i) 5. Divide (4) above by either the unexpi@j period o rom the date of £1,344,594
redemption or ten years if less. +2.5
= £537,838
7.3.7 (ii) 6. Divide the annual amount to b dite the'HRA ((5) above) by 365 to £537,838
give the daily amount to be debi he HRA. + 365
=f1,474
7.3.7 (ii) 7. Multiply the daily a e) by the number of days of the unexpired £1,474
period of thedoan whic | within the current financial year giving the HRA X 150
share of the bited to the HRA in 2006-2007.
= £221,029
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Annex F: Calculation of the Consolidated Rate of Interest
(CRI) 2006-2007

Manual Stage of Calculation Item Claim Form Worked
Reference 8/ HRA Reference' | Example (£)
Subsidy
Formula
7.4.6 1. Determine extent of any internal borrowing. FOO6ci 37,000,000
a. Average overall capital financing requirement (i.e.
capital financing requirement at 1 April 2006 plus
estimated capital financing requirement at 31 March
2007, divided by 2).
7.1.8 b. Mid year HRA capital financing requirement for FOO7ci 43,845,660
2006-2007 calculated in accordance with Item 8
determination.
c. Higher of 'a” and "b’ P FOO8ci 43,845,660
d. Average amount of external debt outstanding over M FOO2ci 33,000,000
2006-2007, calculated on weighted average basis
taking account of fluctuations in amounts outstanding
throughout the year.
e. Calculate assumed internal borrowing. P=M FO10ci 10,845,660
(if negative
=0)
7.4.7 2. Calculate CRI for HRA Item 8}
7.4.8 A. Authorities with no internal borrowing i.e. where P
— M is 0 or a negative amount
f. The average rate of intef@st (N),payaple on average H (which FOO3ci 8.00%
amount of external debt@utstandifigiover 2006-2007 =N)
(M). This is thexCRI for authorities with no internal
borrowing.
7.4.7 B. Authorities withhsOme assumed internal borrowing
7.4.7 g. Calculate notionahamount of interest payable on M X N FOO02ci X 2,640,000
actual external borrowing. FOO3ci
h. Calculate notional amount of interest payable on
assumed internal borrowing
7.4.7 i) Calculate average 3 month LIBID rate for 2006-2007 Q FOO09ci (say) 4.60%
by aggregating the rates published on the same day in
each of the 52 weeks and dividing the total by 52;
ii) apply the resulting rate to the sum at e above (P-M) X Q FO10ci X 498,900
FOO9ci
j- Add the amount at g and h(ii) above (MxN) + (FOO2ci X 2,640,000 +
((P-M) X FO03ci) 498,900
Q) +(FO10ci X
FO09ci) = 3,138,900
7.4.7 k. Express the amount at j as a percentage of P. This is H FOOOci 7.16%
the CRI for authorities with assumed internal borrowing
! References the first advance claim form 2006-2007 (0601)
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Local Authority Rents

This chapter covers the statutory requirvements for local authority rent setting,
including charges for other services. It also covers the new approach to the
calculation of social rents (see Chapter 9 of the Housing Policy Statement of
December 2000: ‘The Way Forward for Housing’) introduced into the HRA subsidy
system from April 2002.

The statutory background

Local authority rent-setting powers in respect of their tenants are set out in section

24 of the Housing Act 1985 (‘the 1985 Act’) as amended by section 162 of the Local
Government and Housing Act 1989 Act (‘the 1989 Act’), and by section 92 of the Local
Government Act 2003 (‘the 2003 Act’). Section 24 provides that:

Section 24(3), which required a local$o authority to have regard to private
sector rents when setting rents for theirhousi as disapplied in relation to England
by section 92 of the 2003 Act.

The main principle is that lo t
their rents. This applies both to th
across individual properties.

ities have wide discretion as to how they fix
rall average rent and to the pattern of rents

Research has s
a wide range of

at, in this framework, local authorities have adopted
methods (see Rent Setting Policies in English Local
Authorities, 1998 , the most common method being based on some kind of points
system, though thefactors included and the relative weights attached to them varied
considerably across authorities. A substantial number of authorities also compared
their rents directly with other social housing and/or the private sector, but may not
necessarily have aligned their rents with these sectors.

Rent restructuring

It was against this background that the Government published proposals in its Green
Paper of April 2000 (Quality and Choice: A Decent Home for All) to reform social
rents. One of the underlying objectives of the proposals, within the context of a
commitment to maintain social rents at affordable levels, was to introduce greater
consistency and coherence into the system. Rents should reflect more closely the
qualities which tenants value in properties, and there should be no unwarranted
differences between the rents set on similar properties by different local authorities
or registered social landlords. With these aims in mind, the Government announced a
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new approach to the calculation of social rents in the Housing Statement of December
2000. This established a new national formula for the setting of rents in the social
sector. The new formula is being implemented gradually over a period of ten years,
from April 2002. The formula is based partly on the relative capital value of the
property, partly on average manual earnings in the surrounding area, and partly on the
number of bedrooms. There are safeguards to ensure that individual tenants do not
experience rent rises of more than RPI + 0.5 per cent + &2 per week. An additional
safeguard has been introduced in the form of caps to the upper limit of formula rents
(see paragraph 8.19 below).

This new approach to rent setting is not statutory and local authorities will remain
[free to determine their rents by other means if they so wish provided that they
comply with section 24 and the requirement that they budget for a balanced HRA.
Should a local authority decide to adopt this approach, it should be aware that it is
very probable that the assumptions made by Communities and Local Government

in calculating subsidy entitlement etc. and the actual rents charged on properties
will diverge (see also paragraphs 8.8 and 8.9 below). Cdmmunities and Local
Government will assume for the purposes of subsidy thatloeal authorities are
following the published guidance in determining their @

The calculation of guideline and limitgents sinc@ 2002—-2003 has taken account of the
new national rent formula. The approax is as proposed in Annex C of the
C 1

Formula rents

Guide to Social Rent Reforms in the hority Sector published in February
2003.

The weekly formula rent is given by equation:
70% of the averag@rent local authority sector
multiplie i nty earnings

multiplied bytbedroom weight

plus
30% of the average rent for the local authority sector
multiplied by relative property value

Examples of the calculation of formula rents are found at Annex B of the Guide to
Social Rent Reforms in the Local Authority Sector.

This gives a rent for the property relative to the average for the local authority sector.
Capital values and earnings data are, in fact, in 1999 prices. The equation gives the
2000-2001 rent for the property if the “average for the local authority sector” is — as it
would be — in 2000-2001 prices.
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Authorities should calculate a formula rent for each property at 2000-2001 prices
using the information on its capital value and the information on wages and capital
values required by the formula.

Communities and Local Government will have used the authority level information
from the base data returns, using the formula (see paragraph 8.14 below) to derive an
assumed average formula rent for each authority. This has then been used to calculate
limit rents for each authority. Because the subsidy calculation for a year is based on
dwellings as at 1 April in the previous year (i.e. dwellings as at 1 April 2001 will have
been used in the formula rent calculation for 2002—2003 and so forth), this does not
necessarily equal the average formula rent for the determination year which might be
calculated from the figures for individual properties. The assumed average formula
rent calculated by Communities and Local Government, and the assumed limit rent
calculated from it are set out in the authority specific information that has been sent
to each authority and which is also available on Communities and Local Government’s
website.

The figures for manual earnings are given in paragrap of the Guide to Social
Rent Reforms in the Local Authority Sector. This shows(the av@sages by county of
gross weekly manual earnings of full-time workers oyer the pefiod 1997-1999, uprated
to 1999 prices, as derived from the New Earnings The relative earnings factor
used in the rent formula is calculated as the earn gure for the relevant county
divided by the England average earnings figurc of 0 per week, and rounded to
four decimal places. \ 2

The average bedroom weig
appropriate bedroom weights (.
Reforms in the Local Authori,
authority’s share of dwellin

ority is calculated by applying the
ragraph A4 of the Guide to Social Rent
to the number of dwellings (including the
ownership) in each bedroom category. For this
purpose, the dwellings f bed-spaces in hostels and houses in multiple
occupancy (HMOs) are given a room weighting of 1.0, i.e. treated as equivalent to
erage weight is, therefore, calculated as follows:

a)  number of beédsits times 0.80 plus

b)  number of one bedroom dwellings times 0.90 plus

¢)  number of two bedroom dwellings times 1.00 plus

d) number of three bedroom dwellings times 1.05 plus

e) number of dwellings with four or more bedrooms times 1.10 plus

f)  number of dwellings equivalent of bed-spaces in hostels/HMOs times 1.00

The sum of (a) to (f) is then divided by the total number of dwellings and the result
rounded to four decimal places.

The average capital value of each authority’s dwellings (using vacant possession values
at January 1999 prices) is taken from their Base Data Return for the relevant year. The
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relative capital value is then calculated by dividing this figure by the average capital
value for all local authority dwellings in England, which is £41,350, and rounded to
four decimal places.

The average local authority rent for April 2000 was £45.60. The average formula rent
for each authority for 2000-2001 is, therefore, calculated as:

£45.60 times 0.7 times (relative county earnings) times (average bedroom weight)
plus
£45.60 times 0.3 times (relative capital value).

The average formula rent for 2000-2001 then needs to be uprated by the inflation
and average real increases determined each year as part of the annual subsidy round.
The average formula rent for each authority for 2005-2006 equals its formula rent for
2000-2001 times 1.045 times 1.035 times 1.0325 times 19396 times 1.0403 (where,
for example, 1.0403 equals inflation at 2.46 plus the aver: ssumed cash increase of
1.5%).

Please see Chapter 2 of the Guide to Sodi @forms in the Local
Authority Sector for details of h%/v to caleul e actual rent changes
following this approach.

It remains the responsibility ofgac ofity to decide its own rents so it remains
open to the authority to set a di nt réft to that calculated using the above
approach.

Effect of limits

ics to limit rent increases for individual tenants to RPI +
lent'limit for falls in rents was RPI + 0.5% — &2, but following
the implementatiogyof the recommendations in the Three Year Review of Rent
Restructuring, autha@tities are free to ignore this downward limit where they may
do so without adversely affecting cashflow. For each year, the relevant RPI is the ‘all
items’ annual increase as measured in the September of the previous financial year.
For instance, for 2007-2008, the RPI figure is 3.6% — the ‘all items’ annual increase
as measured at September 2006. This means, for example in 2007-2008, that the
maximum increase for individual tenants should be 4.1% plus &£2.

Ministers expec
0.5% + &2. The €

Ministers expect authorities to consider applying these limits if they are able to do so.

Caps

Ministers also expect authorities to apply an upper limit to their rents. These ‘caps’
adjusted for 2007-2008 are given in the table below:
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Bedsit £102.32
1 bedrooms £102.32
2 bedrooms £108.33
3 bedrooms £114.36
4 bedrooms £120.37
5 bedrooms £126.39
6+ bedrooms £132.41

* NB: Caps increase annually by RPI + 1%, where RPI is measured as
described in paragraph 8.17 above.

Where the cap is below the formula rent, rents should be calculated as if the formula
rent were equal to the cap rent

Where computer systems do not permit this, Communities and Local Government
recommends that where the current rent is below the cap, and where applying the
average percentage increase would otherwise take the renyabove the cap, then the
rent should be set equal to the cap, provided that the r increase does not

exceed RPI + 0.5% + &£2.

For 2006-2007 and 2007-2008, the Department nded that in addition
to the effects of caps and limits, authorities shQul egard to Ministers’
recommendation that actual rents sh@ul t rise by more than 5% in either year.

introduced to allow subsidy to be made
me’foregone where authorities have
apter 18 for details of the calculation of

The Rental Constraint Allowance (
available to off set the losses in
adhered to the suggested 5% li
the RCA)

Budgeting a ccotmting for rents in the Housing Revenue Account

A local authority iscretion to fix their rents must be read in conjunction
with section 76 of the 1989 Act. This places a duty on local housing authorities both to
determine each yedfia budget for their HRA which avoids an end-of-year debit balance,
and also to review that budget from time to time during the year within the context of
the requirement to balance the HRA. There is a great deal of case law on authorities’
rent-setting discretion under section 24 of the 1985 Act and its predecessors.
Authorities may wish to refer to the commentary in the Encyclopaedia of Housing

Law and Practice published by Sweet and Maxwell.

HRA subsidy implications

Authorities will also need to be aware of the guideline rent which is used in the
calculation of their HRA subsidy. This is an average rent level which determines the
assumed income from rents that is taken into account in the HRA subsidy calculations.
Local authorities do not have to set their rents according to the guideline and most
currently set average rents which are higher. However, changes in the guideline rent
will be matched by corresponding changes to subsidy (all other things being equal),
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and local authorities will need to take this into account in setting their actual rent. The
calculation of guideline rents for individual authorities is described in Chapter 18.

Authorities also have to take account of the operation of rent rebate subsidy
limitation (see Chapter 15). This defines a limit rent for each authority, beyond
which rent rebate subsidy is not payable. As part of the policy on rent restructuring,
limit (and guideline) rents are being brought into line with the formula rent (see
Chapter 18). Authorities should note that although rent rebates and rent rebate
subsidy are no longer accounted for within the HRA, the effects of limitation continue
to impact upon the HRA where authorities set their rents above their limit rent, as that
is set out in the Income-related Benefits (Subsidy to Authorities) Amendment Order
2004 issued by the Department for Work and Pensions.

Service charges (see also Chapter 15)

In addition to their rent, tenants may also pay service charges. Rents are generally
taken to include all charges associated with the occupatiogyof a dwelling, such as
maintenance and general housing management services ice charges usually
reflect additional services which may not be provided t¢ ant, or which
may be connected with communal facilities rathe 2 ar to occupation of
a dwelling. Different tenants may receive differe *s@f service reflecting their
housing circumstances.

L 4

Treatment of service charges rent restructuring

s should retain discretion to decide what
hat services should be included within the rent,

Ministers have decided that loca
services to charge for separa
within a broad framework.

Service charges are not governed by the same factors as the property charge or rent.
Therefore it is op to apply the restructuring formula to these charges.
However, Minist t local authorities to set reasonable and transparent
service charges w closely reflect what is being provided to tenants.

At present, some authorities identify service charges separately, some include the cost
in the general rent charge to a tenant, and others pool the costs of services across all
tenants. Formula rents take no account of service charges. Therefore Ministers have
encouraged local authorities to move towards identifying service charges separately,
based on the actual costs of services to individual properties. This would also allow
tenants to see what they are getting for their money and to assess the reasonableness
of charges.

If a local authority follows this approach then at the end of the rent restructuring
period, the total charge to the tenant would comprise the formula rent plus a service
charge based on the actual costs of additional services to that tenant. Where a
property is subject to a cap on the formula rent, the service charge may be additional
to the cap but should be strictly limited to the cost of the services provided.

Local authorities are expected to use their discretion on charging for services to avoid
situations in which anomalies are created, e.g. situations where it costs tenants much
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more to live in high rise flats than it would to live in street properties that they would
find more attractive. In particular, Ministers do not think it appropriate to levy service
charges on services such as lifts that are essential to high rise flats any more than it
would be appropriate to charge tenants of certain system-built houses extra amounts
to reflect the high costs of maintaining their homes. These are costs that are inevitable
for the properties concerned: neither tenant nor landlord has any discretion over
them. For some other services, drawing a clear line between those which should be
explicitly charged for and those which should not is no easy matter. This is best left to
local judgement.

Phased unpooling

8.31 The Government acknowledges it may be difficult for authorities to unpool and
separately identify all housing service charges at one time. Depending on local
circumstances, a gradual, phased unpooling of charges may be more appropriate.
Therefore Ministers have decided that authorities should also retain discretion about
the timing of introducing new service charges, or unpoolifig existing charges.

8.32 NB: Phased unpooling is not possible for charges for se ich are included in

the Supporting People regime which began in ApLil"2003:

Keeping charges affordable 4

8.33  Government policy is that no one’s rent'§hou rease by more than RPI + 0.5% +
&2 per week because of rent r . Similarly, Ministers want to limit rises in
charges for existing services.

8.34  Therefore, in a year in whicliany s charge is unpooled, local authorities are
charge to any individual tenant by more than RPI
+ 0.5% + &2 per week. Within this constraint the authority has discretion to decide
ice charges, so long as the total service charge is not
iding those services.

8.35 In years where ther@is no unpooling, service charges to an individual should not
increase by more than RPI + 0.5% per year, whilst rent should not change by more
than RPI + 0.5% + &2 per week in any year. If this approach is followed, the total
charge to tenants would not increase by more than RPI + 0.5% + &£2.

8.36 There may be very rare occasions where an authority has to increase its service
charge by more than RPI + 0.5% due to increases in costs outside its control, such as
increases in fuel costs.

New charges

8.37  One exception to this is when new services are introduced, in which case an
additional charge equal to the cost of the new service may be made. A new service
may be something completely new, or an extension of an existing service. However,
Ministers would expect authorities to consult appropriately with tenants before
introducing new or extended services and associated charges.
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9.1

9.2

9.3

The Housing Repairs Account

This chapter discusses the Housing Repairs Account — a discretionary account which
operates within the HRA ring-fence and constitutes a separate record of income and
expenditure on HRA repairs and maintenance. Transfers between the HRA and the
Housing Repairs Account are dealt with in sections 5.6 (credits to the HRA) and 6.6
(debits to the HRA).

Statutory framework

Under section 77 of the Local Government and Housing Act 1989 (‘the 1989 Act’), any
local housing authority required to keep an HRA may also keep a Housing Repairs
Account. Annex A to Chapter 4 summarises the statutory basis of both the HRA and
the Housing Repairs Account.

Nature of the Housing Repairs Account

income and

pnot the supervision and

{ perty. It operates within the
adeto or from any accounts other

A Housing Repairs Account is used to keep a sepa 4
expenditure relating to the repair and maintena
management — of an authority’s HRA houses
HRA ring-fence and, as such, no trans rs b
than the HRA. Other key points are:

(i)  the account must be kep Wlth proper practices (section 77(1)).
These are as described for t Cbapter 4.2,
(i)  the account must b oid a debit balance in any year (section 77(4));

ransfers to the account from the HRA and, in practice,
avoid a deficit (section 77(2)). They may also transfer some
ce from the account to the HRA (section 77(5));

(iii) authoriti
will need
or all of an

(iv) the account must cover the whole of an authority’s HRA stock (section

77(3)(@));

(v) on closure of the account, any balance must be transferred to the HRA.

Decision to keep a Housing Repairs Account

It is for each local housing authority to decide whether to keep a Housing Repairs
Account. Approximately 20% currently do so. This decision will depend on the
authority’s own view on how best to record repairs and maintenance expenditure.
Some authorities find that a separate account assists the planning of major or cyclical
works. Authorities may open or close these accounts without reference to the
Secretary of State.
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If an authority decides not to keep a separate Housing Repairs Account, any income
and expenditure relating to repair and maintenance of HRA property should be
accounted for in the HRA, under credit or debit Item 1 of Schedule 4, as appropriate.

Expenditure
Section 77(3) of the 1989 Act requires that the Housing Repairs Account should be
debited with:

(i) all revenue expenditure in connection with the repair and maintenance of an
authority’s HRA stock;

(i) any expenditure on the improvement or replacement of stock as determined by
the Secretary of State; no such determinations have been made to date;

(iif) any sums transferred to the HRA (under section 77(5), authorities may transfer
any of the credit balance on their Housing Repairs A€eount to the HRA).

Income

Section 77(2) requires that the Housing Repai unt should be credited with:

(i) anysums transferred from the

ir and maintenance of the HRA stock,

to tenants or from the sale of scrapped

or salvaged materials. include any service charges paid by Right to
Buy/Rent to Mortgage leaseh s in respect of repairs and maintenance to the
common parts of blocks of flats where the freehold remains within the HRA
(see section 5.2).

(ii) anyincome in connectio
for example from any sum

e to the account will in practice be by way of transfer from
should ensure that this is sufficient to avoid a debit balance in

The major part
the HRA. Authorit
any year.

HRA subsidy implications

The calculation of an authority’s management and maintenance (M&M) allowance for
HRA subsidy purposes will not be affected by a decision to keep a separate Housing
Repairs Account.
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10.1

10.2

10.3

10.4

10.5

10.6

10.7

Private Finance Initiative Schemes in the HRA

Background

The wide-ranging measures to promote the Private Finance Initiative (PFI) in local
government were mainly brought into effect on 31 October 1996, and have since been
considerably streamlined.

The essential feature of PFI schemes is that they require the private sector contractor
to assume risk for the performance of the asset for a significant part of its useful life
where they are best placed to manage that risk, so that efficiencies from long-term
asset management can be realised. They also make it possible for authorities to benefit
from revenues generated by the contractor from third parties, for example, by using
part of the asset commercially.

2 Housing Policy Statement
2 future, for securing

% tock both within

Housing PFI schemes are one of the options set out in t
of February 2003, Sustainable communities: building fo
additional investment in social housing. PFI may be rele
and outside the Housing Revenue Account (HRA). cal should achieve

a transfer from the public sector of risks that can r dealt with by the private

sector, whilst maintaining good value for mongy. hich benefit most from

this method of procurement tend to have an upkfr pital-intensive element and a
continuous service provision elemen’,bo ich are paid for by the local authority
across a long-term contract (typically 2 yearsy. These payments are performance
related. PFI credits (see belowjgar ble¥from central government to support the

capital element of these project

In HRA PFI, the stock remaifis the groperty of the local authority, and tenants remain
local authority tenants. e caver the refurbishment of HRA dwellings. More
e bee

recently local authoritieSthav n enabled to explore building new social housing
through HRA P er details can be found on DCLG’s web site at http:/www.
communities.go /groups/odpm_housing/documents/page/odpm_house
609030.hcsp.

PFl and the HRA

The principle underlying central government support for HRA schemes is that, as
far as possible, there should not be any specific incentive for one form of funding of
investment over another (including any which would be pro or anti PFI).

Prior to 1 April 2004 a contract had to meet the criteria in Regulation 16 of the Local
Authorities (Capital Finance) Regulations 1997 (S.I. 1997/319 as amended) in order to
be eligible for central government PFI support. This is no longer the case and there
are no special provision for PFI in the current Regulations.

The general criteria which PFI projects must now meet in order to qualify for support

are set out in the DCLG Local Government PFI Project Support Guide, published
annually on DCLG’s web site at www.local. communities.gov.uk/pfi/grantcond.pdf.
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In addition there may be section specific criteria which PFI projects must meet. The
starting point is that a project must be considered a PFI contract under standard
accounting requirements. FRS5 provides the basis for determining whether projects
should be accounted for as a PFI contract directly within the FRS; or as akin to a lease
—when Statement of Standard Accounting Practice (SSAP) 21 should be applied.

The determination is based on whether or not there is an associated service element
which is not independent of payments for the property.

Calculating the level of support — PFI credits

Support for PFI projects is confirmed by issuing “PFI credits”. An authority which has
received a PFI credit letter has received an undertaking to pay HRA subsidy (or grant,
for non-housing schemes) and, through the application of the formula described
below, a determination of the amount of subsidy (or grant) which will actually be paid.

PFI credits are a measure of the capital costs of a project, measured as a discounted
value of the nominal costs over the whole contract lengthii.e. both initial capital
expenditure and lifecycle costs). A specified PFI discou is set out in the DCLG
Local Government PFI Project Support Guide.

Supporting PFl payments through H S|
HRA subsidy for PFI projects is delivefe ating and then delivering a fixed
level of annual subsidy, a ‘PFI allowance'{base the PFI credits allocated to a

project. Subsidy entitlement s
when the scheme finishes. Whe
scheme effectively becomes

close. However, that would not be

théscheme becomes operational and ends
mes involve phased maintenance the

al as soon as the contract reaches financial
ase for new build.

In certain cases the PFI eégedits, and therefore the grant, will be paid in two or three
phases. This wi ee en the project is endorsed, and will only apply where
there are a few o iscrete phases of development.

The PFI allowance i§an element of Housing Revenue Account subsidy and is paid as
part of regular HRA subsidy payments. In the first year of subsidy entitlement, the year
in which the PFI contract is signed, DCLG will issue a special HRA subsidy determination
to trigger payment of subsidy. Thereafter the PFI allowance will be a specified amount in
the annual HRA subsidy determination for the duration of the arrangement.

The PFI allowance delivers a fixed level of annual subsidy, within the term of the
contract, by applying the General Fund Pool Rate in force at the time when the
project was endorsed to calculate subsidy based upon the PFI credit. This is a notional
pool rate estimated on the basis of an average of short and long term interest rates.

It reflects the average rate which local authorities are currently paying on their
outstanding debt, rather than current borrowing rates for new debt. The pool rate is
the same for all authorities.

The calculation is done by the DCLG and is based upon an amortisation calculation
similar to that used for a repayment mortgage or annuity (although in practice the
result is usually found by using the Excel PMT spreadsheet function).
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The formula is as follows:

PV*(1 + r)™* r
1+n-1

Subsidy Payment =

where
n = the length of the contract term (usually 30 years)
r = the Subsidy Rate (which remains constant throughout the term)
PV = the PFI credit

[Note: the formula given here is different to that given in the PFI grant determination,
although hopefully both give the same result. The PFI grant formula is shown as:

Grant = r XS XX

1-A+nr"
7
where P = PFI credits TN A
7 = interest rate \
n = annuity perion

S = scaling fa

X =

mon

In the first year,
months the contra
be paid pro-rata for

FI subsidy will be paid pro-rata according to the number of
is eligible for grant in the financial year. HRA PFI subsidy will also
e last year of the scheme.

Major Repairs Allowance is not paid on dwellings that are part of a PFI contract.

This is because the capital costs of maintaining the dwellings are reflected in the PFI
credit and the subsidy that it attracts. If PFI dwellings were not excluded from MRA
calculations this would result in the payment of double subsidy. The MRA that the
dwellings in the PFI scheme would have been entitled to during the time they are in
the scheme is deducted from the authorities” MRA entitlement, pro-rata for the first
and last year and for the entire year for the rest of the life of the scheme.

PFI schemes that are only concerned with one element of the dwelling, e.g. heating,
remain in the MRA.
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Transfers and Disposals of Property

This chapter looks at the effects on the HRA and HRA subsidy of transfers and
disposals of property, primarily those associated with the annual Housing
Transfers Programme under section 135 of the Leasebold Reform, Housing and
Urban Development Act 1993. It also considers the arrangements for dealing with
overhanging debt.

Background

Section 74 of the Local Government and Housing Act 1989 (‘the 1989 Act’)
prescribes which property should be accounted for within the HRA. Further advice is
given in Circular 8/95, which also provides advice on the circumstances under which
property not currently within the HRA may be transferred into the HRA, and vice
versa. Chapter 12 explains the circumstances under whigh authorities holding a small
number of properties, which would otherwise fall to be acé@unted for within the HRA,
may be excluded from that requirement by way of a dirg nade by the Secretary
of State under section 74(3)(d) of the 1989 Act.

Appropriations and transfers into or qut e HRA

no longer requires for that purpose, for daether purpose (see section 122 of the Local
Government Act 1972). For ex rity which holds houses and land within
its HRA for housing purposes (under Partlk of the Housing Act 1985) may decide

An authority can appropriate land ang p ich it holds for one purpose, but
N

that it no longer requires thi perty for housing, but instead wishes to use it for
education purposes. To it will need to appropriate that property for education
purposes, subject to thg'con the Secretary of State under section 19(2) of the

Housing Act 19
given, and acte
purposes, they
Act 1985 and wou

raph 12.14 for making an application). If consent is
he&authority appropriates the houses and land for education
no longer be provided for the purposes of Part II of the Housing
cease to be in the HRA.

see p.

An authority may also decide that, although it wishes to continue to use certain
property for housing — for example, to provide accommodation for homeless people
— it wants to account for it outside the HRA. In this case, as the property is still
required for the purposes of Part II of the Housing Act 1985, i.e. for the provision of
housing, the authority will need to seek a direction from the Secretary of State under
section 74(3)(d) of the 1989 Act (see paragraph 11.1) to take the property out of the
HRA, not a consent to appropriate under section 19(2) of the Housing Act 1985 (see
paragraph 12.23) for making an application).

For most authorities, appropriation of property for housing or other purposes which
would bring it into or out of the HRA, or other transfers of property out of the HRA,
will not be a frequent occurrence. But where it does happen, adjustments need

to be made to the HRA capital financing requirement (HRA CFR), as described in
paragraphs 7.1.6 and 7.1.8, in order to ensure that any remaining capital charges
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attributable to the appropriated or transferred property are satisfactorily reflected in
the HRA. For example, if property in the HRA is appropriated for purposes other than
the provision of housing under Part II of the Housing Act 1985, and therefore ceases
to be in the HRA but instead is accounted for in the General Fund, the HRA benefits
from the assumed capital receipt (which will be set at the proportion of the certified
market value of the property which would have been pooled, had the property
actually been disposed of), as though it had actually been disposed of. This also means
that the HRA will make a lower contribution to the authority’s overall capital charges
(by way of a reduced Item 8 debit). There will, of course, be other consequences

for the authority’s HRA in terms of, for example, rental income and expenditure on
maintenance and management of any dwellings transferred out of the HRA. Similarly,
if property is transferred into the HRA (e.g. because it has been appropriated for

the purposes of Part II of the Housing Act 1985, or because of a section 74(1)(f)
direction), the certified value is added to the HRA CFR, the HRA's contribution to
capital charges through the Item 8 debit will increase, and there will be consequences
for the authority’s rental income, management and maintenance expenditure.

11.5 There will also be some changes in HRA subsidy entitle
changes to the subsidy capital financing requirement (S o take account of
the assumed capital receipt from property which ceasese counted for in the
HRA), and to the dwelling figures used for the p § of assumed rent income,
management and maintenance allowances, a Repairs Allowance. But,
given the fact that these amounts are pre-set before tart of the subsidy year, any
changes to subsidy will normally not e il two years after the year in which
the property is appropriated (but see p ra, 1.10). Authorities will need to take
account of this when consideriag t rs roperty into or out of the HRA, just as
they would for disposals.

ent, These may include

Disposals

11.6 Similar arrangey
example under

ents applpwhere authorities actually dispose® of property, for

Voluntary Transfer (LSVT) programme.

11.7  When considering ESVTs, authorities are encouraged to have regard to all the
implications of the proposed transfer (see transfer guidance, latest version — Housing
Transfer Manual 2005 Programme and the Supplement to the Housing Transfer
Manual 2005, the 2006 Programme).

11.8  The Guidance makes clear the importance which DCLG attaches, particularly for
partial transfers, to authorities considering, at an early stage, the effects of the
proposed transfer on their HRA and HRA subsidy. There may be an overall net cost to
an authority’s HRA, which would have to be borne by the tenants who remain with
the authority, or a net gain. The effect of the transfer is unlikely to be entirely neutral.
Similar consequences may occur in the case of significant Right to Buy disposals.

3 For these purposes, “disposal” also includes the grant or assignment of a long lease (i.e. one exceeding 21 years), other than a shared
ownership lease — see section 74(5)(b) of the 1989 Act.

127



Housing Revenue Account Manual

11.9

11.10

11.11

11.12

11.13

11.14

11.15

128

DCLG has produced a spreadsheet model which will help authorities to assess the
effects of transfers on their HRA and HRA subsidy entitlement. This is available free of
charge by e-mailing: housing.subsidy(@communities.gsi.gov.uk.

Significant stock changes

HRA subsidy is no longer recalculated in-year to reflect changes in circumstances, for
example in the number of dwellings in an authority’s HRA, except in certain limited
circumstances.

The circumstances are where changes in an authority’s total housing stock exceed

a given threshold, which is set at 10% or 3,000 dwellings (whichever is less) over

a two-year period, beginning with the date on which relevant stock data are based

for subsidy purposes. Where the threshold is exceeded during the two-year period,
subsidy is recalculated on the basis of information supplied by authorities in subsidy
claim forms. Recalculation takes account of the number of days in the subsidy year on
which the dwellings transferred or disposed of were withigythe HRA.

Exceeding the threshold does not by itself produce moftg
forward the calculations that would be made in la
increases in subsidy than would otherwise have he @case. It may equally lead
to earlier reductions, because for example th ised downwards (because
of capital receipts) and the capital chatges,subsidy correspondingly reduces. This
recalculation does not affect the Calcgg ion sidy for following years. It is the
original SCFR for the prior year, not &ulated one, which is the starting point

for the calculation of the new rities are therefore advised to consider

Sysubsidy. It brings
I'so can lead to earlier

or other transfers, or demolj

to Buy sales. A worked e e of the calculation is set out at Annex A.

Overhangin

Authorities undertaking LSVTS are required to set aside a sufficient part of the capital
receipt generated Dythe disposal to repay the estimated part of their debt attributable
to the stock disposed of. The amount to be set aside is stipulated (in a direction under
section 59(6) of the 1989 Act) when the Secretary of State gives formal consent to the
transfer. The costs of the transfer as agreed by DCLG are deducted from the capital
receipt before the amount to be set aside is calculated.

Where the authority disposes of the whole of its HRA stock and the set aside part of
the capital receipt is insufficient to repay the estimated debt attributable to that stock,
the authority is said to be left with overhanging debt. The arrangements for dealing
with overhanging debt situations are set out in Annex T of the Housing Transfer
Guidance 2003 Programme.

In such cases a sum equal to the set-aside part of the capital receipt is used firstly to
finance premiums on early redemption of any market loans the authority has relating
to HRA property, secondly any principal on these outstanding market loans, thirdly
premiums payable by the authority on early redemption of their Public Works Loan
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Board (PWLB) loans, and finally to repay principal on any other outstanding loans
relating to the HRA property. (In practice, once the set-aside part of a capital receipt is
identified for debt repayment, it is not possible to say that it is that particular receipt
which is used to pay off the outstanding loans, merely that the authority is required to
use an amount equal to the set aside part of that receipt.) In overhanging debt cases,
DCLG then makes a one-off payment to the PWLB to pay off the remaining principal
and any shortfall in the early debt redemption premiums the authority is unable to
meet, calculated on the basis of these expectations. The aim of the arrangements is

to reduce both the SCFR and the HRA CFR to zero. This ensures that the authority’s
entitlement to HRA subsidy on capital charges ceases, and that the HRA no longer
contributes towards overall debt charges.

The calculation of overhanging debt is in two stages:

(i) the total amount of the authority’s outstanding HRA debt up to the date of
transfer; and

(i) the amount which DCLG then needs to write off b ment to the PWLB,

Outstanding HRA debt

The starting point for calculating the outstandihg t is the SCFR specified

in the annual subsidy determination.‘his is then modified as below to estimate
outstanding debt immediately before t\ akes place.

For the year of transfer, the SC e-Sehin HRA subsidy determination includes
50% of the HRA element of su d capital expenditure (revenue) (SCE(R)) for that
th

year. If the transfer takes plaée i cond half of the year, after 30 September,
the remaining 50% of th ified[HRA SCE(R) needs to be accounted for.

e HRA subsidy determination:
Add

(i) if the transfer takes place after 30 September, 50% of the specified amount of the
HRA element of SCE(R) issued for the current year (the other 50% would already have
been taken into account in the current year’s pre-set SCFR); and

(i) value of HRA share of accumulated premiums.

Subtract

i the reserved part of HRA capital receipts arising from qualifying disposals in the
previous two years;

(i) reserved receipts arising from qualifying disposals received in the current year
up to but excluding the date of transfer; and

(iii) value of HRA share of accumulated discounts.
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The above calculation will normally be used to estimate outstanding HRA debt at the
time of transfer. But where the opening HRA CFR for the transfer year, adjusted as
above to take account of, for example, the reserved of HRA capital receipts, is higher,
then that figure will be used instead.

Estimating overhanging debt
The figure calculated above (once agreed between the authority and DCLG) will
then be used, in accordance with the arrangements set out in DCLG’s guidance, to
calculate the overhanging debt, the amount of DCLG’s one-off payment to the PWLB.
This is calculated as follows:
Calculate net receipt from LSVT
Gross receipt
— Agreed set-up costs
= Net receipt
Calculate part of capital receipt to be set a ally 100% of net receipt)
Calculate portion of net receipt @ailQmeet PWLB principal
Mt
— Mark andssociated premia
B early redemption premia
vailable to meet PWLB principal
Calculate over ing debt
utstanding HRA Debt (recalculated SCFR)
— Available to meet PWLB principal
= overhanging debt (DCLG’s one-off payment to PWLB)
The costs of transfer, the costs of market debt and associated premia and the amount
of the PWLB premiums payable for early redemption are deducted from the transfer
receipt. The remainder (or an equivalent sum) goes towards the principal PWLB
debt, which is taken to be the HRA debt figure calculated in paragraph 11.17. The
difference between these two figures (the remainder of the set aside part of the
receipt and the HRA debt) is the amount which DCLG will pay to the PWLB, i.e. the

overhanging debt.

A worked example is set out in Annex B.
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Reducing the HRA and subsidy capital financing requirements
following HRA debt redemption

The above arrangements serve only to calculate the amount of HRA debt which is to
be redeemed. Further special arrangements are necessary to take proper account of
that in the HRA and in HRA subsidy.

In line with the annual HRA subsidy determination, the SCFR is reduced by the HRA
capital receipts set-aside to repay debt. In overhanging debt cases, however, part of
those set aside receipts will be used to repay the PWLB premiums, without reducing
the outstanding debt; yet the debt is reduced (to zero) by DCLG’s payment to the
PWLB. The amount of HRA capital receipts in the year of transfer which is deemed to
reduce debt, and therefore the SCFR needs to be adjusted by:

(i)  excluding the amount of the transfer receipt used to repay PWLB premiums; and
(i)  including the relevant proportion (depending on hiew many days are left in

the year after the date of transfer) of the amount of one-off payment by the
Exchequer to repay PWLB debt.

50% of the value of the
ay off overhanging debt, less

The mid-year HRA capital financing requirement j

payment made by the Secretary of State to the,PWLE

any part used to pay off premiums (see Chapt&s 7):
L 4

Following transfer, for the purposes of su , DCLG will issue a special HRA

subsidy determination to reduge t the year of transfer by an amount that
takes into account DCLG’s pay to PWLB and the relevant proportion of the

amount used to repay premi
In the year of transfer, thiS v@e being equal, reduce the subsidy payable to
ns

the authority. Where th&tra es place before the deadline for the submission
of audited figuréstgbe preset in the subsidy determination for the following year,
a special HRA su @V ination will not be necessary in respect of the year
following transfer
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Annex A: Housing Capital Receipts — in-year recalculation
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of subsidy CFR for 2005-2006 and 2006-2007
— worked example

An authority’s subsidy capital financing requirement (SCFR) is specified annually
in the HRA subsidy determination. Where a Large-Scale Voluntary Transfer (LSVT)
takes place, and/or the number of dwellings within the authority’s HRA falls by more
than 10% or 3000, the SCFR is recalculated in-year. The following illustration sets
out how that recalculation is performed. For the sake of simplicity, it ignores other
movements in the SCFR as a result of supported capital expenditure, appropriations
and so on.

It assumes that one qualifying disposal (i.e. LSVT or SSVT) takes place in each of the
three years 2004-2005, 2005-2006 and 2006-2007, as follows:

Date of disposal Capital receipt from 75% (or reserved part) of
disposal capital receipt
2004-2005 19 May £36 m £27 m
2005-2006 1 March £220m £16.5m
2006-2007 30 November £14 m £10.5m
2005-2006:

Recalculated SCFR =
(i)  SCEFR specified in"HRA sub8idy determination
(ii) Less reserved part@f2004—-2005 qualifying disposal receipts

(iii) Less pro rata pgoportion of 75% of 2005-2006 qualifying disposal receipts

1 | (i) SCFR from HRA subsidy determination £185 m
2 | (ii) Reserved part of qualifying disposal receipts in 2004-2005 £27 m
3 | (iii) 75% of qualifying disposal receipts in 2005-2006 £16.5m

4 | Number of days remaining in 2005-2006 following LSVT (on 1 March) | 30

5 | Pro rata proportion of 2005-2006 receipts [Line 3 x Line 4 divided by £1.36m
365]
Recalculated 2005-2006 SCFR [Line T minus Line 2 minus Line 5] £156.64 m
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2006-2007:

Recalculated SCFR =

(i)  SCEFR specified in HRA subsidy determination

(ii) Less reserved part of 2005-2006 qualifying disposal receipts

(iil) Less pro rata proportion of 75% of 2006-2007 qualifying disposal receipts

1| (i) SCFR from HRA subsidy determination £168 m

2 | (i) 2005-2006 reserved part of qualifying disposal receipts £16.5m

3 | (iii) 75% of 2006-2007 qualifying disposal receipts £10.5m

4 | Number of days remaining in 2006-2007 following LSVT (on 30 121
November)

5 | Pro rata proportion of 2006-2007 receipts [Line 3 x Line 4 divide £3.45m
365]
Recalculated 2006-2007 SCFR [Line T minus Line 2 mj ] £148.05 m

'Q
\
™
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Annex B: Overhanging Debt Calculation in 2006-2007

Estimated HRA debt f

1 SCFR 2006-2007 77,873,718
2 + 50% HRA SCE(R), 2006-2007 (Assuming transfer occurs after 30 September) 2,608,000
3 + value of HRA share of accumulated premiums 0
4 — less 2004—-2005 reserved receipts arising from qualifying disposals 0
5 —less 2005-2006 reserved receipts arising from qualifying disposals up to but excluding 0
LSVT
6 — less value of HRA share of accumulated discounts 0
7 Notional HRA debt [Line 1 + Line 2 + Line 3 — Line 4 — Line 5 — Line 6] 80,481,718

DCLG’s payment

8 Gross transfer receipt 36,043,771
9 Less agreed set-up costs 3,939,810
10 Set aside part of net receipt (100% of Line 8 — Line 9) 32,103,961
11 PWLB premium 19,526,419
12 Remainder of receipt [Line 10 — Line 11] ’ 12,577,542
13 HRA debt [Line 7] 80,481,718
14 DCLG's payment/Overhanging debt [Line 67,904,176

The authority will have paid a tot
transfer receipt less costs.

03,961 to the PWLB, which is the
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12.1

12.2

12.3

12.4

12.5

Closing the Housing Revenue Account

This chapter describes the circumstances in which an HRA may be closed. It outlines
the procedures to be followed to secure closure and the procedures to be followed if
Sfurther dwellings are acquired after closure.

Background

Under section 74(1) of the 1989 Act, a local housing authority is required to keep

a HRA in respect of land, houses or other buildings which are provided, acquired,
appropriated or otherwise held under certain housing powers, primarily Part IT of the
Housing Act 1985. Even if it no longer has any such property — for example where

it has disposed of all property included in the HRA by way of a large-scale voluntary
transfer (LSVT) — an authority cannot close the HRA without the Secretary of State’s
consent (under section 74(4)).

The Secretary of State does, however, have power to dig t land, houses or

other buildings which would otherwise be accounted f he HRA shall not

be accounted for within that account (section 74 direction effectively
transfers the property referred to in it outside th such a direction were issued
in respect of all property remaining in an authQri , the authority would be able

to apply for consent to close the HRAg,

Applications to close th \

The Secretary of State is prep, onsider applications to close the HRA both from
authorities which no longerfave a ellings and from authorities with generally 50
or fewer dwellings remai ithin'the HRA.

Authorities

Where an authority'no longer has property in its HRA — for example, where it has been
disposed of as part'©f an LSVT — it may ask the Secretary of State for consent to close
the HRA. Consent may be given subject to compliance with such conditions as he may
specify (see paragraphs 12.20-12.22 below for those relating to re-opening the HRA).

dwellings

Authorities with 50 or fewer dwellings

Authorities with 50 or fewer dwellings within their HRA may apply to the Secretary of
State for a direction under section 74(3)(d) of the 1989 Act, which would disapply the
requirement that these dwellings and any associated property (which would have to
be specifically referred to in the direction) should be accounted for within the HRA.
The properties would in effect all be transferred out of the HRA, and open the way for
an authority to seek consent to close the HRA®. Any such direction will normally have
effect from the following 1 April.

4 Please note that a direction under section 74 (3) (d) is not the same as an appropriation for another purpose under section 122 of the
Local Government Act 1972 (which in the case of a dwelling currently held for the purposes of Part Il of the Housing Act 1985, would
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12.7

12.8

12.9

12.10

12.11

12.12

12.13

12.14

Where the Secretary of State concludes that a direction under section 74(3)(d) should
be given, he will consult the authority on the terms of the direction.

Where such a direction has been made and the authority subsequently requests, the
Secretary of State is also prepared to consent (under section 74(4)) to the authority
closing its HRA, subject to compliance with such conditions as he may specify.

Other authorities

The Secretary of State will normally be prepared to issue a direction to transfer
property out of the HRA only where an authority holds 50 or fewer dwellings. He

will, however, consider on its merits any proposal involving more than 50 dwellings,
where it is not possible in the circumstances for the authority to dispose of or transfer
sufficient numbers of dwellings to meet the 50 dwelling limit, and the excess number
of dwellings is not significant.

Definition of dwelling for purposes of “50 dweé

For the purposes of this policy, when counting the

“dwelling” has the same meaning as in the curre i evenue Account subsidy
determination.

Only the authority’s share of shared S i ellings will count towards the total
of 50 dwellings referred to above. For e le, Where an authority has a 30% share

of the equity in a dwelling subj
dwellings.

ownership lease, this counts as 0.3

For hostels or “clusters” of a€com ion, a group of 3 bed spaces in a hostel counts
as one dwelling, as does @clasterZin a house in multiple occupation.

The need for a
count towards t
should provide fu
they were acquire

in‘gespect of flats associated with shops, and whether they

ill be considered on a case by case basis. Authorities
formation about the properties and the powers under which

d are currently held and the use to which they are currently put.

For mobile homes or other non-permanent dwellings, each such unit will be counted
in accordance with the definition of a dwelling in the current HRAS determination.
The number of dwelling equivalents will be subject to the same requirements that
apply to hostels and clusters, where appropriate.

Consent to appropriate dwellings for a purpose other than housing

Where a dwelling is currently held for the purposes of Part II of the Housing Act
1985, authorities may apply to Jo Thorpe (e-mail jo.thorpe(@communities.gsi.gov.
uk, telephone 020 7944 4202) under section 19(2) of that Act for the Secretary of

require the Secretary of State’s consent under section 19(2) of the Housing Act 1985). Any property which is subject to a direction
continues to be held for the purposes under which it was provided, acquired, appropriated or otherwise held under certain housing
powers e.g. Part Il of the Housing Act 1985.
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State’s consent to change the purpose for which the dwelling is held (e.g. to hold it
for education or social services purposes instead of housing purposes). However, the
property may not then continue to be used for Part II housing purposes, for example,
as a hostel for the homeless. Consent cannot be given under section 19(2) to simply
transfer dwellings or other property “out of the HRA” or “to the General Fund”.

If a local authority wishes to appropriate property other than dwellings, from a
purpose connected with housing to a purpose other than housing, the Secretary of
State’s consent is not required and the authority can use its powers under section 122
of the Local Government Act 1972. All property held in the HRA other than dwellings
should be appropriated to be held for another purpose before consent to close

the HRA will be given. It is possible to include in a direction under section 74(3)(d)
property held in the HRA for housing purposes, other than dwellings, in order to
remove all remaining property from the HRA. The property other than dwellings
would not count towards the total of 50 dwellings referred to above.

Timetable and related matters

The Secretary of State will not consider granting conse
Communities and Local Government has received .
final claim for HRA subsidy for the last financial yga which the authority held
dwellings within the HRA, including, where r
the subject of a section 74(3)(d) dire@io or gxample, if an authority sought consent
to close its HRA, and either all propertigs, h disposed of in February 2004 or

a direction under section 74(3)(d) Ngiven with effect from 1 April 2004 (so
that no dwellings remained in thedstart of the 20042005 financial year),
consent to close the HRA would be granted at the earliest with effect from 1 April
2005. By this time the audit al claim for 2003-2004 should have been received
and agreed, assuming these Were n@ outstanding HRA subsidy issues for that year.

In considering
any unresolved

licatien, the Secretary of State will, however, also have regard to
spect of HRA subsidy for earlier years.

of State concludes that consent to close the HRA should be
It the authority on the terms of the consent.

Where the Secreta
granted, he will con

Treatment of balances

When the HRA is closed, the end-of-year balance, and any continuing income and
expenditure on the property disposed of, should be accounted for in the authority’s
General Fund.

Re-opening the HRA

After the HRA is closed, if an authority which had no dwellings within the HRA at the
time that consent to close was given again acquires any property which under section
74(1) falls within the HRA — for example, following a local authority boundary change
or where the authority has acquired or appropriated land for the purposes of Part II
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of the Housing Act 1985 (i.e. for the provision of housing) — it is required to re-open
its HRA. An authority which proposes to acquire dwellings may however apply for a
direction under section 74(3)(d) in advance of acquisition, provided that the number
of dwellings is 50 or less and that the properties can be specifically referred to in a
direction (for example, on a “subject to contract” basis). If granted, this would allow it
to acquire the properties without re-opening its HRA. The direction would normally
take effect from the date of acquisition of the properties.

If, however, the number of dwellings, including any for which a section 74(3)(d)
direction had previously been given, exceeded 50, the previous direction may be
revoked, and all the dwellings would fall to be accounted for within the re-opened
HRA. Similar arrangements would apply where an authority which had been granted
a section 74(3)(d) direction acquired additional dwellings but had not yet closed its
HRA. Those dwellings which had previously been taken out of the HRA would be
brought back within the authority’s HRA (by revoking the section 74(3)(d) direction).
However, if the total number of dwellings would remain fewer than 50, consideration
would similarly be given to granting a new direction to allew both the new
acquisitions and the dwellings referred to in the original tion to be held outside
the HRA without its being re-opened.

consent to close the HRA
cal Government as soon as it
€ ider giving a direction under

In either case, one of the normal conditions for
is that the authority shall inform Communitie
re-opens its HRA. The Secretary of State woul
Item 9 of Part I of Schedule 4 to the 198 iring the authority to credit an
amount to the HRA, based either on anyeredi nce shown on the HRA when it
was closed, or on such amoungas C y of State, after consulting the authority,
considers necessary.

Application for diregti under section 74(3)(d) and consent to close
to Victoria Akeredolu, DHFMC Division, Communities

the HRA
‘:’ A
nmént, Zone 2/H3, Eland House, Bressenden Place, London SW1E

Applications sho
and Local Gover
5DU; telephone 020,7944 3584; or e-mail victoria.akeredolu@communities.gsi.gov.uk.

Procedures to be followed where consent to close has not yet been
given

Until a formal consent to close the HRA has been given, property transferred out of
the HRA by virtue of a direction under section 74(3)(d) should not be accounted for
in the HRA but in the General Fund. However, an authority must continue to include
in its HRA any residual revenue income or expenditure in relation to other properties.
An authority will be expected to complete all HRA Subsidy claim forms and meet
Communities and Local Government’s HRA information requirements in respect of
years when the HRA is open in the usual way.
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13.1

13.2

13.3

13.4

Overview

This chapter provides an overview of the Housing Revenue Account subsidy
calculation and describes the statutory framework for Housing Revenue Account
subsidy from 2004-2005 onwards. It also explains how the annual subsidy
determination is made. Annex A summarises the statutory basis for HRA Subsidy as
Jfrom 2004-2005, Annex B compares the calculation of HRA subsidy with the statutory
debit and credit items in the HRA and Annex C provides worked examples of the HRA
subsidy calculation.

Introduction

Local authority housing is a national programme, and the Housing Revenue Account
Subsidy (HRA subsidy) system which provides revenue support for the housing stock
HRA subsidy is paid to meet any shortfall between expe

(the bricks and mortar) reflects this.

and income, based
on a model of each authority’s HRA. Where, according ¢ model, an authority’s
HRA income is greater than its HRA expenditure e subsidy system collects the
resulting ‘negative subsidy’ from the authority,T culation makes assumptions
about an authority’s need to spend and about the e it can reasonably be

expected to receive. The figures usedfare e mainly notional. They will differ
from the credit and debit items that are"peste n authority’s actual HRA.

The HRA subsidy system ji inistered, and subsidy either paid, or negative subsidy
collected, under provisi n Part 6 of the Local Government and Housing
Act 1989 (‘the “Bart 6 of the 1989 Act has been amended by the Leasehold

Local Governme
Regulations 1994
(Electronic Comm

, the Local Government Changes for England (Finance)
.1994/2825), and the Local Government and Housing Act 1989
ications) Order 2000 (S.1.2000/3056).

The calculation
The amount of subsidy paid to (or where the calculation produces a negative amount,
collected from) a local authority is equal to:

Allowance for management (Chapter 14)

+

Allowance for maintenance (Chapter 14)

+

Major Repairs Allowance (Chapter 17)

+
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ALMO allowance (where applicable) (Chapter 3)

+

PFI allowance (where applicable) (Chapter 10)

+

Rental Constraint Allowance (payable in 2006-07 and 2007-08) (Chapter 5)
+

Charges for capital (Section 16.2)

+

Other items of reckonable expenditure (Chapter 19)

minus:

Rent (Chapter 18)
_I_

Interest on receipts (section 16.3)
Annex C sets out worked examples of the subsid ldtion.

The amount of HRA subsidy for eaChQJt ity 18 calculated as the difference between
the expenditure which the authority is assu incur and the income which it is
assumed to receive. It is based gen %suumptions, rather than actual figures.
ncourages and supports good financial

incentives, inadvertently or
There can be large differ
and the actual spendingyand

en the numbers used in the subsidy calculation
ents.

(i)  Assumed expenditure on management and on maintenance. This is expressed
ances per property. The allowances are distributed between
authorities taking account of indices of need and regional cost variations (see
Chapter 14);

(il The Major Repairs Allowance (MRA). The MRA is the annual equivalent of the
cost over 30 years of maintaining the quality of the authority’s housing stock. For
the purpose of the subsidy calculation, it is assumed that an authority’s need to
spend its MRA arises within the subsidy year. In practice, though, it may hold the
funds over a number of years if it so chooses (see Chapter 17);

(iif) ALMO Allowance. The annual amount paid by Communities and Local
Government to the local authority to support additional borrowing for its ALMO
(see Chapter 3). In practice this allowance is paid only to those authorities
which sought additional resources for ALMOs in the initial rounds (1 and 2).
Subsequent rounds receive subsidy to support additional investment via the
normal capital charges calculations (see Chapter 106);



13.8

13.9

13.10

13.11

Housing Revenue Account Manual

(iv) PFI Allowance. The annual amount paid by Communities and Local Government
to the local authority to support PFI credits (see Chapter 10);

(v)  Rental Constraint Allowance. Payable in 2006-2007 and 2007-2008 to
compensate authorities who adhere to the Department’s recommended 5% cap
on rent rises (see Chapter 5);

(vi) An assessment of loan and other capital charges attributable to the HRA (see
Chapter 10);

(vii) Certain other specific items of expenditure (see Chapter 19).
The income side in the subsidy calculation makes an assumption about two items:

(i)  Rental income. The calculation assumes a level of income from all of the
authority’s properties taken into account for subsidy purposes if rents are set
in line with guideline rent (less a 2% allowance for@mpty properties, or voids).
The guideline rent is the average assumed rent perdwelling. In line with the
Government’s policy of Social Rent Reform, the g
moved towards the average formula rent for e
capital values of local authority housing and ( *rage manual earnings
(see Chapter 18);

(i) Interest on invested capital rec@ S oans to purchasers of HRA dwellings
(see section 10.3).

The calculation gives either an a e surplus or an assumed HRA deficit:

(i) if an authority is in surplus, it ns its assumed HRA income exceeds the
assumed expendi he ousing stock. The authority will then have a
negative entitlem o) subsidy, and will be expected to pay an equivalent

t
un and Local Government.

(i)  if an authority s in deficit, it means that the assumed expenditure exceeds the
assumed H come. Authorities with large amounts of debt are usually in
deficit as interest payments are eligible for subsidy. The authority will receive the
equivalent amount of HRA subsidy from Communities and Local Government to
make up this deficit.

Rent rebate subsidy

Up to and including 2003-2004, the rent rebates — that is the housing benefit

— granted to an authority’s tenants were accounted for in the HRA, and HRA subsidy
contained an additional ‘rent rebate element’ which largely met the actual cost in full
of those rent rebates (subject to subsidy limitation, see Chapter 15).

However, changes to the 1989 Act which governs the HRA implemented by the Local

Government Act 2003 mean that from 2004-2005 onwards, rent rebates are no longer
accounted for in the HRA but in the General Fund. Accordingly, subsidy for rent
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rebates has been removed from HRA subsidy, and will now be subsidised by DWP in
the General Fund alongside rent allowance and council tax benefit subsidies.

13.12  As part of this handover of functions, DWP and Ministers from the former ODPM
agreed that it is important that the policy of rent rebate subsidy limitation
continues, in order to protect the Exchequer from meeting the costs of unreasonable
rent rises. Communities and Local Government will continue to have an interest in
this policy as it has been adapted to also provide an incentive to follow the policy of
rent restructuring. For the time being, Communities and Local Government will also
continue to be involved in collecting data from authorities needed for the calculation
of the limit rent and also of any deductions from rent rebate subsidy due to rent
rebate subsidy limitation. Rent rebate subsidy limitation is discussed in more detail in
Chapter 15.

The annual general subsidy determination

Communities and
mination, which

will normally be made available electronically, to each a the October or
November before the start of the subsidy year. Co g d Local Government
will consider all comments that may be made on determination, and may

13.13  An annual general subsidy determination is made each y¢

make changes to either data or to the provisi e determination. If an authority
has any comments to make on any aspectof their likely subsidy for the coming year,
such as on the underlying data used to alculations, they need to contact

Communities and Local Governme ellfbefore the subsidy determination is made
in the December. Communitie ernment will then make the final
determination, usually in mid to ber. This is then made available to all

13.14  The subsidy determinati
all authorities.
each authority a
commentary dra
major changes fro

s out the formulae and rules that apply to

e determination give the values that are specific to

lied in the formulae. The package will also include a
ion to important aspects of the determination, including
revious years.

13.15 The subsidy calculations are based in part on information collected from the authority;,
and confirmed by the authority’s auditor, earlier in the year, in accordance with
procedures set out in the General Determination of Administration of Housing
Revenue Account Subsidy 2004 (‘the Administration Determination’). This includes
the information necessary to calculate almost all the HRA subsidy for the authority.
The figures used in the determination are called specified amounts; they are pre-
set — that is, fixed for the purposes of the calculation of subsidy. Communities
and Local Government’s policy is that specified amounts should not be
recalculated once they have been pre-set in the subsidy determination
for the year, except as provided for in the determination or in other exceptional
circumstances, such as where Communities and Local Government itself has made a
mistake.
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13.16  The effect of this is that large elements of the HRA subsidy for an authority will be
settled at the time the determination is made. This gives an authority considerable
certainty as to the amount of subsidy it will receive in the coming year, allowing it to
set its rents (usually in January or February) and to decide its budgets for the year with
a degree of confidence (see section 4.3 on budgeting and Chapter 8 on rents).

13.17  An authority should study the draft subsidy determination and commentary carefully.
It is very important to notify Communities and Local Government immediately of
any errors in the data underlying the calculations, or of any general problems that
they have with the proposals, during the period set aside for consultation, given
Communities and Local Government’s policy on pre-set elements.

13.18  All the documents on Communities and Local Government’s web site when they are
issued, and copies are sent by email to a nominated contact point in each authority.
Authorities that are unable or unwilling to access the information on the internet site
or who prefer to continue to receive paper copies may opt to do so. However, the
experience so far is that electronic distribution gets the ifaformation to an authority
about a week earlier than by post, as well as providing it igi@form that can be
manipulated more conveniently, and it is anticipated th %
receive information this way. In future, there is the possi ¢

S
™
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Annex A: Statutory Basis of HRA Subsidy from 2004-2005

Part VI of the Local Government and Housing Act 1989

SECTION OF
THE 1989
ACT

FUNCTION | To pay HRA Determination Negative Final Power to Recoupment | To make, vary or
subsidy each | of formulae for | amounts decision on | obtain of subsidy in | revoke special
year to local calculation of of subsidy amount of | information certain cases | or general
housing HRA subsidy payable to the | HRA subsidy determinations
authorities Secretary of payable and directions

State to a local
housing
authority.

DUTY To pay HRA To calculate Where the To make To provide To consult
subsidy (S amount of HRA | calculation of | final Secretarysof local housing

Secretary of | of ) subsidy payable | HRA subsidy | decision as | State with authorities, their

State (S of to local housing | produces to subsidy | informatigm, representatives

S) or chal TQ comply authority (S of S) | a negative payable to | and and relevant

authority with amount, an authority | certificates professional

(LA) Such to pay the as soon supporting the bodies on special

uch equivalent after end inforfnation as and general
conditions amount to the | of year, specified (LA) determinations
as ta daims, SofS(LA). | and notify (S of )
recqr_ds, autherity of
certificates, To make such™ Jaamountils To send copy of
supply of payments ofls). determination to
HRA business in stch an authority to
plans, aUd't instalments, Pay balance which it relates
or otherwise at suchtimes, | to'lA where after making it (S
as 5 of S may afid i such, | amount of S).
determine manner agithe"]| finally
in order to Shaf S may payable
be paid HRA detemife exceeds
subsidy (LA) (LA). subsidy
already paid

To provide (SofS)

such

information as

required with

the payment

(LA).

DETERMINA- | General General The Special and

TIONS Determination Determination Recoupment | general
of of of Housing determinations
Administration Administration Revenue and directions
of HRA of HRA Account - too numerous
Subsidy 2004 Subsidy 2004 Subsidy Rules | to list here

2004

144



Housing Revenue Account Manual

Annex B: Comparison between HRA Debit/Credit Items and
HRA Subsidy Components

Table 1: Debits

HRA (Part Il of Schedule 4 to the 1989 Act) ‘ SUBSIDY

1. Repairs, maintenance and management M&M allowances (notional). PFI allowances in respect of
refurbishment schemes (not new build).

2. Expenditure for capital purposes Nil

3. Rents, rates, taxes and other charges Certain rents and charges treated as reckonable
expenditure.

5. Negative HRA subsidy payable to the Secretary of Not appropriate
State under section 80ZA

6. Contributions to Housing Repairs Account Not appropriate

7. Bad and doubtful debts Nil

8. Capital charges (assessed in accordance with formula)

9. Debit balance from previous year

¢

10. Sums transferred to the General Fund as directed appropriate in most cases. From 2004-2005, a
by the Secretary of State — includes costs of re i
rebate subsidy limitation, and transfers under vat
transitional schemes such as that for authorities for
making transfers under section 80(2), and t
relation to unsubsidised rent rebate costs.

transfers by those authorities eligible for the former
egative Subsidy Authorities Transitional Measures
Scheme (see chapter 21).

Table 2: Credits ‘

HRA (Part | of Schedule 4 to the 1989 Act) SUBSIDY

1. Rental income Guideline rents (notional)
2. Charges for services and facilities Not reckonable (allowance for some services made in

M&M allowances)

3. HRA subsidy Not appropriate

4. Contributions towards expenditure (miscellaneous Not appropriate
items of expenditure)

6. Transfer from Housing Repairs Account Not appropriate

7. Reduced provision for bad and doubtful debts Not appropriate

8. Interest on receipts and mortgages (assessed in Most is reckonable (though interest rate used is pre-set,
accordance with formula) not actual)

9. Transfer from General Fund as directed by the Not appropriate

Secretary of State

10. Credit balance from previous year Not appropriate
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Annex C: Housing Revenue Account Subsidy — worked
examples 2007-2008

HRA subsidy deficit authority

Notional Housing Revenue Account

Assumed Expenditure Assumed Income

Management £12m Rents £80 m
Maintenance £26m Interest on receipts f3m
Major Repairs Allowance £17 m

Capital Charges £29 m

ALMO Allowance fOm

PFI Allowance fOm

Rental Constraint Allowance £0.5m

Other Expenditure f4m

Total Assumed Expenditure £88.5 m [a] £83 m [b]
i) HRA assumed expenditure £88.5m

li) HRA assumed income ¢ £83 m

lii) Total HRA subsidy entitlement : [b] £5.5m

HRA subsidy surplus authority

Neotio Housing Revenue Account

Assumed Expenditure Assumed Income

Management f12m Rents £80m

Maintenance £26m Interest on receipts £3m

Major Repairs Allowance £17 m

Capital Charges 22 m

ALMO Allowance fOm

PFI Allowance f0Om

Rental Constraint Allowance £0.5m

Other Expenditure f4 m

Total Assumed Expenditure £81.5 m [a] Total Assumed Income  £83 m [b]
Summary

i) HRA assumed expenditure [a] £81.5m

ii) HRA assumed income [b] £83 m

iii) Negative HRA subsidy liability [a]-[b] -£1.5m
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Management and Maintenance Allowances from
2004-2005

This chapter explains the calculation of allowances for management and
maintenance (M&EM) for each authority. These form a significant part of the
assumed expenditure element of the HRA subsidy calculation and are usually
covered in paragraph 4 of the HRA subsidy determination. From 1999-2000,

allowances have been calculated separately for management and for maintenance.

From 2004-2005, allowances have been calculated from radically new formulae.
Section 14.1 deals with Management Allowances.

Section 14.2 deals with Maintenance Allowances.

'Q
\
™
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14.1 Management allowances

This section is divided into three parts:

(i) calculation of management allowances per dwelling before transitional
arrangements;

(ii) calculation of management allowances per dwelling after transitional
arrangements; and

(iii) calculation of total management allowances

Calculation of management allowances per dwelling before transitional
arrangements

14.1.1 There are seven steps in the calculation of management allowances per dwelling

before transitional arrangements.
&

mination and had
s to the 2007-2008

14.1.2 The methodology below was introduced in the 2004-2(
minor changes for 2005-2006. The following descpi

determination.
NA) is:

(i)  if dwellings (including s wnership and including PFI dwellings) are
< 1,400 then fixed cosfs = & + £247 X dwellings;

\ 4

Step 1: Initial estimate of costs

14.1.3 Initial estimate of costs for a lo

(i)  if dwellings (incl gs ownership and including PFI dwellings) are
s = £357,000 + (£233 X (dwellings — 1400)).

14.1.4

the authority’s’share of dwellings in shared ownership;

(i) the dwellings equivalent of bed-spaces in hostels and houses in multiple
occupation; and

(iii) PFI dwellings.

14.1.5 This formula provides a good explanation of the relationship between the number
of dwellings of an authority and its relative need to spend on management assuming
that:

(i) its proportion of flats is the stock-weighted average for all authorities with stock;

(ii)  its proportion of houses is the stock-weighted average for all authorities with
stock;
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14.1.7

14.1.8

14.1.9

14.1.10

14.1.11
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(iii) it has the level of rent arrears and tenant management costs which would arise if
all its stock were either houses or low rise flats;

(iv) the level of crime in its area is at the national average for all authorities whether
or not with HRAs;

(v) its level of re-let costs is at the stock-weighted average for all authorities with
stock;

(vi) it has no pro-active management costs to tackle deprivation; and
(vii) costs per unit of management are the same in each geographical area.

Steps 2 to 6 allow for the fact that the above features do of course vary between
authorities.

Step 2: Increase or decrease initial estimate of costs, according to
proportions of flats and bouses

The estimated proportion of an authority’s stock wi facilities is calculated
as:

(89% of its flats + 13% of its houses

stock \
An authority with an average p i f flats and an average proportion of houses
would spend 14.2% of its initi management of dwellings with common
facilities. This part of Step 1 er increased or decreased.

Each authority’s Step Sts
85.8% of S
plus

14.2% of Step 1 costs X (estimated proportion of individual LA’s dwellings with
common facilities)
(average estimated proportion of all LAs’ dwellings with common facilities).

The average estimated proportion of all LAs’ dwellings with common facilities is the
stock weighted average of the estimated proportion of individual LAs’ dwellings with
common facilities. For 2007-08 this is 48.1%.

Step 3: Increase Step 2 costs according to proportion of medium and bigh
rise flats

Step 2 costs assume that each authority has the level of rent arrears and tenant
management costs which would arise if all its stock were either houses or low-rise
flats. Step 3 corrects this assumption and adds to the Step 2 costs of each authority.
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The greater is an authority’s proportion of medium and high rise flats, the greater is
the addition to its costs.

14.1.12 An authority with an average level of medium and high rise flats would spend 20%
of management costs on such rent arrears and tenancy management activities.

Therefore, each authority’s Step 2 costs are partitioned as follows:

(i)  80% of Step 2 costs is not related to medium and high rise flats and is
unchanged; and

(i)  20% of Step 2 costs is related to medium and high rise flats and is increased.
14.1.13 Each authority’s Step 3 costs =
80% of its Step 2 costs
plus
20% of its Step 2 costs x (factor for medium rise a ise flats)

where:
factor for medium and high rise’ﬂats = :
individual LA’s proportion of houw rise flats X 1.0
plus Q
individual LA’s propor@e ium and high rise flats X 2.3
20%

14.1.14 The table illustrates that of the Step 2 costs which is related to medium and
ed ac@ording to an authority’s medium and high rise proportion:

Multiply 20% of Step 2 costs by

0% 1.00
25% 1.325
50% 1.65
75% 1.975

100% 2.3

Step 4: Increase or decrease Step 3 costs according to crime factor and
re-lets percentage

14.1.15 An authority with an average level of crime and re-lets would spend 22.8% of
management costs on crime-driven activities, and 9.6% of costs on re-let driven
activities. Therefore, each authority’s Step 3 costs are partitioned as follows:

(i) 67.6% ofits Step 3 costs are related neither to crime nor to re-lets — these are
unchanged,;
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(i)  22.8% ofits Step 3 costs are increased or decreased according to its crime
factor; and

(iii) 9.6% of its Step 3 costs are increased or decreased according to its re-lets and
terminations percentage.

Crime Factor

This is based on violence against the person per 1,000 population — average rate

for 2003-2004, 2004—-2005 and 2005-2006. These series have been obtained from
the Home Office and can be seen for all authorities in columns 192, 193 and 194 of
2007-2008 Final Determination Annexes Excel sheet LAData which can be accessed
via Communities and Local Government’s website. (The violence against the person
data for the City of London have been adjusted to take account of bias caused by
the proportionally large number of non-residents who work there. Without this
adjustment, the reported crime figure would overstate the incidence of violence
against the person affecting local residents. A populationWeighted average of
Camden, Westminster and the City of London is used i r each of 20032004,
2004-2005 and 2005-2000)

The 2007-2008 Determination adopted a rolling @ oefof three years’ series in order
to smooth changes from one year’s Determination to the next.
<
For each authority, 22.8% of its Step 3 C‘ iplied by its crime factor.
Crime factor for each authorit

ime rat@for that authority)

(national average@rime rate/per 1,000 population for all authorities in

land;hether or not with HRAs ).
An authority wit greater (less) than the national average will have an
increase (decreas 22.8% of its Step 3 costs.

Re-lets and terminations percentage

For each authority, 9.6% of its Step 3 costs are multiplied by its re-lets and
terminations percentage, relative to the stock-weighted average re-lets and
terminations percentage for all authorities with stock.

The re-lets and terminations percentage is calculated as:

(average of re-lets and terminations)

stock.

An authority with a re-lets and terminations percentage greater (less) than the stock-
weighted average will have an increase (decrease) in 9.6% of its Step 3 costs.
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Step 5: Increase Step 4 costs of some authorities to allow for extra
management costs for tacking deprivation

14.1.24 The authorities with stock, which qualify for the Step 5 addition to their Step 4 costs
are identified from ID2004, The English Indices of Deprivation 2004 (ODPM June
2004). An authority is, for the purposes of Step 5, identified as deprived if it features in
the top 60 of all English authorities by rank on any one of the following six measures
of deprivation listed in Annex L of ID2004:
* Average score
* Average rank
* Extent
* Local concentration
* Income scale

* Employment scale

14.1.25 Step 5 adds the following costs to Step 4 costs:

Classification of authority Addition to Step 4 target

by ID2004 criterion

Not deprived ZerQ
Deprived £85px 10% of stock
plus

£8590% of stock x extent score for individual LA / maximum extent
score for all LAs

14.1.26 The amount of extra costs varies with the extent of deprivation.

Step 6: Geograpbhical cost adjustment

14.1.27 The total costs from Step 5 for each authority are multiplied by its Area Cost
Adjustment (ACA) for Personal Social Services for Older People used for the

calculation of Revenue Support Grant for 2005-2006. The following table gives ACA
values:

Table of ACA Values for Step 6 of calculation of management allowances
before transitional arrangements
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Area ‘ ACA for 2007-08
City of London 1.4876
Inner London 1.2864
W, SW & NW Outer London 1.1588
Berks, Surrey & W Sussex Fringe 1.1417
Berks Non-Fringe 1.1423
Herts & Bucks Fringe 1.1081
Rest of Outer London 1.0890
Bucks Non-Fringe 1.0943
Oxfordshire 1.0767
Kent & Essex Fringe 1.0878
Beds & Herts Non-Fringe 1.0563
Cambridgeshire 1.0519
Hamps & Isle of Wight 1.0447
W Sussex Non-Fringe 1.0034
Wiltshire 1.0278
Warwickshire 1.0217
Northants 1.0196
Avon 1.0420
W Mids 1.0174
Kent Non-Fringe 1.0077
Gloucs 1.0208
Cheshire ¢ A 1.0180
Greater Manchester 1.0201
Essex Non-Fringe 1.0094
W Yorkshire 1.0079
E Sussex 1.0116
Rest of England 1.0000
Isles of Scilly 1.5000
Leicestershire 1.0057

Note: For author. within the two ACA areas which do not provide personal social
services for older people (Hertfordshire and Buckingbamshire Fringe and West
Sussex Non-Fringe),"the table shows DCLG'’s calculation of what their ACAs would
bhave been if they did provide these services.

Step 7: Adjust all Step 6 costs so that their aggregate equals the amount of
management allowances made available by the Spending Review

Step 7 allowance per dwelling before transitional arrangements =
Step 6 costs x national scaling factor
where,

national scaling factor =Y/ Z

153



Housing Revenue Account Manual

14.1.29

14.1.30

14.1.31

14.1.32

14.1.33

14.1.34
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Y = the sum over all authorities in the 2007-2008 HRA subsidy determination
of (each authority’s dwellings in 2007-2008 HRA subsidy determination)

X (its management allowance per dwelling in the 2006-2007 HRA subsidy
determination) X uplift

uplift = (1 + real increase + rebasing + inflation)

real increase = 0.00

rebasing is 0.01

inflation is 0.027.

Hence, uplift is 1.037 that is a cash increase of 3.7% per dwelling.

7. = the sum over all authorities in the 2007-2008 HRA subsidy determination of
their Step 6 costs.

Step 7 produces the final management allowance befor ional arrangements for

each local authority.

The national scaling factor for 2007-2008 is 1.
L 4

Calculation of management allowanges p welling after transitional
arrangements

Ministers have decided that a therity’s 2007-2008 management allowance per
dwelling after transitional argfange will be at least equal in cash terms to its
2006-2007 management nce/per dwelling.

For some authdrities, the agement allowance per dwelling is greater after than
aments. For other authorities, the reverse is the case. In

An authority’s management allowance for 2007-2008 will be the higher of:

(@) 99.55% of its management allowance for 2007-2008; and

(b) 100% of its management allowance for 2006-2007 before transitional
arrangements, as calculated at Step 7 above.

Calculation of total management allowances

The management allowance per dwelling for 2007-2008 after transitional
arrangements for each authority is specified in column 1 of Part I of Schedule 1 to
the HRA subsidy determination 2007-2008. The full calculation for any authority is
presented in Annex B to the subsidy determination.
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14.1.35 The number of dwellings used in the calculation of total management allowances is

14.1.36

14.1.37

14.2

pre-set at the total number of dwellings on 1 April 2006. This number includes:
(i) the authority’s share of dwellings in shared ownership;

(i) the dwellings equivalent of bed-spaces in hostels and houses in multiple
occupation; and

(iii) PFI dwellings.

This number for each authority is specified in column 2 of Part I of Schedule 1 to the
2007-2008 HRA subsidy determination.

The management allowance per dwelling after transitional arrangements is multiplied
by the number of dwellings to arrive at an authority’s management allowance for
2007-2008.

An authority’s management allowance for 2007-2008 willbérecalculated if there is
a change in the total number of dwellings over a two-ye

per cent or 3,000, whichever is less (the ‘threshold’

subsidy year, this means comparing the numb, gs on 1 April 2006 with the
number on 31 March 2008. There is no chang ( :
dwelling after transitional arrangeme&s ethumber of dwellings is recalculated

to measure the average number of dwellihgs o he course of 2007-2008, using the
following formula (which is spegifi aragraph 4.4 of the 2007-2008 subsidy HRA

determination):

ng the authority’s share of each shared

ding also any dwelling that is included in an
authority’s HRA throughout the period beginning
ing on 31 March 2008, together with, where any such
HRA for only a proportion of that period, a proportion
elling calculated by dividing the number of days the dwelling
by 365.

is within the

Maintenance allowances

This section is divided into three parts:

(i) calculation of maintenance allowances per dwelling before transitional
arrangements;

(ii) calculation of maintenance allowances per dwelling after transitional
arrangements; and

(iii) calculation of total maintenance allowances.

155



Housing Revenue Account Manual

14.2.1

14.2.2

14.2.3

14.2.4

14.2.5

14.2.6

14.2.7
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Calculation of maintenance allowances per dwelling before transitional
arrangements

There are seven steps in the calculation of maintenance allowances per dwelling
before transitional arrangements:

Step 1: Calculate each authority’s relative need to spend on responsive
repairs for all archetypes

Each archetype’s responsive repair base weight (see Table after Step 7 below) is
multiplied by its relevant backlog factor and then rounded to an integer to give
adjusted responsive repairs per dwelling.

Adjusted responsive repairs per dwelling for each archetype are multiplied by an
authority’s stock of that archetype and then summed across all archetypes. For each
part of the maintenance calculations, stock excludes the authority’s share of dwellings
in shared ownership but includes:

(i) the dwellings equivalent of bed-spaces in hostels Ouses in multiple
occupation; and

(i)  PFI dwellings.
This total of adjusted responsive repﬁs fﬁuthoriw excludes any expenditure
elat

related to crime. To allow for expenditu o crime, the total of adjusted
responsive repairs for each authori incréased by multiplying by crime factor #1 to
give an authority’s final relative d to spend on adjusted responsive repairs.

Crime factor #1 is based onl

* criminal damage per 1,000 households — average rate for 2003-2004, 20042005
and 2005-20

* burglary per 1,000 households — average rate of 2003-2004, 20042005 and 2005—
2006

* With the weight given to criminal damage being twice that given to burglary

These series have been obtained from the Home Office and can be seen for all
authorities in columns 190 and 195 of 2007-2008 Final Determination Annexes
Excel sheet LAData which can be accessed via Communities and Local Government’s
website.

Both criminal damage and burglary are expressed per 1,000 households rather than
per 1,000 population. The former is a better indicator of the likelihood of a dwelling
requiring maintenance expenditure because of actual or potential crime.

We have adopted a rolling average of three years’ series in order to smooth changes
from one year’s Determination to the next.
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The formula for Crime factor #1 is shown at Line 22 of Annex A to the 2007-2008
HRA subsidy determination. Its theoretical minimum value is 1.00. In practice its value
for each authority is greater than 1.00, thus serving to increase its relative need to
spend on responsive repairs. The greater is its weighted crime rate and the greater is
the proportion of medium and high rise dwellings in its stock, then the greater is its
Crime factor #1.

Step 2: Calculate each authority’s relative need to spend on planned
works for all archetypes

Each archetype’s planned works base weight (see table after Step 7 below) is
multiplied by an authority’s stock of that archetype and then summed across all
archetypes.

Step 3: Calculate each authority’s relative need to spend on basic works
Jor re-lets and terminations for all archetypes

Each archetype’s base weight for basic works for re-lets
after 7 below) is multiplied by an authority’s stock of th
across all archetypes.

inations (see Table
pe and then summed

This total of basic works for re-lets and terminatio ach authority is then
multiplied by that authority’s re-lets agd indtions percentage. This percentage is a

proxy for dwellings whose tenancy is eix .
The re-lets and terminations p is calculated as:

(average of re-lets and termi

st

The HRA main cost§to which the re-lets and terminations percentage is
applied are cost with re-letting and terminations activities.

Step 4: Calculate ‘each authority’s relative need to spend on crime related
works to voids for all archetypes

Each archetype’s base weight for crime related works to voids (see Table after Step 7
below) is multiplied by an authority’s stock of that archetype and then summed across
all archetypes.

This total of crime related works to voids for each authority is then multiplied by that
authority’s 2005-2006 voids percentage. In the 2007-2008 Determination, this has
been approximated as:

(rent loss on void dwellings in the period 1 April 2005 to 31 March 2006)
(total value of rent roll in the period 1 April 2005 to 31 March 2000).

This measure of average voids percentage throughout the year is considered more
relevant than an end year voids percentage

157



Housing Revenue Account Manual

14.2.17

14.2.18

14.2.19

14.2.20

14.2.21
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There is then a further multiplication by crime factor #2 based on the same weighted
crime series as for responsive repairs. This ensures that an authority’s relative need to
spend on crime related works to voids reflects the relative incidence of crime in that
authority.

Crime factor #2 (see Line 36 in Annex A to the 2007-08 HRA subsidy determination)
ranges from zero for a hypothetical authority with no crime to 1.00 for the authority
with the highest crime rate.

Step 5: Total relative need to spend, prior to consideration of geographical
variation in the cost of maintenance activities

Step 5 is the sum of the relative needs to spend calculated in Steps 1 to 4.

Step 6: Total relative need to spend, after consideration of geographical
variation in the cost of maintenance activities

The location adjustment factor for the BCIS All-in Tende
county. It is published quarterly by BCIS in Surveys of 7¢ es. For 2007-2008,
the simple average of this location adjustment fa; : ounty has been
calculated from the February 2005, May 2005, Au 0@5 and February 2006 issues of
Surveys of Tender Prices. The UK value is 1.0

Each authority’s relative need to spend€@n m ance from Step 5 is multiplied by
the location adjustment factor for itsggoun® The following table gives these factors:

Table of BCIS location adj
maintenance allowances pefore

ndex is available by

nt factors for Step 6 of calculation of
sitional arrangements

BCIS (not GO) Region BCIS Factor 2007-08

Northern
Cumbria 0.995
Durham 0.959
Northumberland 0.985
Tyne & Wear 0.959
Yorks & Humb Humberside 0.954
N Yorkshire 0.976
S Yorkshire 0.960
W Yorkshire 0.944
East Mids Derbyshire 0.935
Leics 0.940
Lincolnshire 0.930
Northants 0.989
Notts 0.926
East Anglia Cambs 1.038
Norfolk 0.993
Suffolk 1.008
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BCIS (not GO) Region BCIS Factor 2007-08
SE excl GL Beds 1.054
Essex 1.060
Herts 1.104
Kent 1.094
Surrey 1.135
East Sussex 1.094
West Sussex 1.084
Berkshire 1.075
Bucks 1.067
Hampshire 1.044
Isle of Wight 1.036
Oxfordshire 1.030
Greater London Inner London 1.186
Outer London 1.106
South West Avon 1.015
Cornwall 0.991
Devon 0.991
Dorset 1.023
Gloucs 1.015
Somerset 0.985
Wiltshire € 1.005
West Mids Hereford & Wo er 0.949
Sh hi 0.943
Staffs 0.923
0.979
s 0.959
North West 0.964
reater Manchester 0.974
0.974
Merseyside 0.981

Step 7: Adjust all Step 6 totals of relative need to spend so that their
aggregate equals the amount of maintenance allowances made available
by the Spending Review

14.2.22 Step 7 allowance before transitional arrangements =

Step 6 total x national scaling factor
where:
national scaling factor =Y/ Z

Y = the sum over all authorities in the 2007-2008 HRA subsidy determination
of (each authority’s dwellings in 2007-2008 HRA subsidy determination)

X (its maintenance allowance per dwelling in the 2006-2007 HRA subsidy
determination) X uplift
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uplift = (1 + real increase + rebasing + inflation)

real increase = 0.00

rebasing is 0.01

inflation is 0.027.

Hence, uplift is 1.037, which is a cash increase of 3.7% per dwelling.

7. = the sum over all authorities in the 2007-2008 HRA subsidy determination of
their Step 6 totals.

14.2.23 The national scaling factor for 2007-2008 is 0.660928.

Maintenance: base weights per archetype per dwelling

Archetype Base weights

Responsive Backlog Planned Basic works Crime
repairs Factor repairs for re-lets and related
terminations works to

£ 3 voids
£

f

Traditional dwellings

Pre-1945 small terrace houses 168 1 4 1,014 1,545 530
Pre-1945 semi-detached houses 190 64 1,042 1,606 530
All other pre-1956 houses 214 N 1,255 1,655 530
1945-64 small terrace houses 155 1.16 917 1,545 530
1945-64 large terrace, semi- 186 1.28 970 1,632 530
detached and detached houses

1965-1974 houses 141 1.21 968 1,621 530
Post 1974 houses 207 1.23 995 1,621 530

Non-traditional dwellings

All houses 173 1.30 1,190 1,606 530

Traditional and non-traditional dwellings

Pre-1945 low rise (1-2 storey) flats 82 1.44 692 1,127 530
Post 1944 low rise (1-2 storey) 89 1.44 1,002 1,125 530
flats

Medium rise (3-5 storey) flats 111 1.72 1,386 1,186 530
High rise (6 or more storey) flats 84 1.72 1,296 1,414 530
Bungalows 135 1.71 898 1,078 530

Multi-occupied dwellings

Pre 1945 multi-occ dwellings 82 1.44 692 1,127 530

Post 1944 multi-occ dwellings 89 1.44 1,002 1,125 530

160



14.2.24

14.2.25

14.2.26

14.2.27

14.2.28

14.2.29

14.2.30

Housing Revenue Account Manual

Calculation of maintenance allowances per dwelling after transitional
arrangements

Ministers have decided that an authority’s 2007-2008 maintenance allowances per
dwelling after transitional arrangements will be at least equal in cash terms to its
2006-2007 maintenance allowance per dwelling.

For some authorities the maintenance allowance per dwelling is greater after than
before transitional arrangements. For other authorities, the reverse is the case. In
aggregate the gains to the former authorities equal the losses to the latter authorities.
An authority’s maintenance allowance for 2007-2008 is the higher of:

(a) 100.00% of its maintenance allowance for 2006-2007; and

(b) 98.39% of its maintenance allowance for 2007-2008 before transitional
arrangements, as calculated at Step 7 above.

Calculation of total maintenance allowances

The maintenance allowance per dwelling for 200 ter transitional
arrangements for each authority is specified i n L of Part II of Schedule 1 to
the HRA subsidy determination 2007-2008. The&xu ulation for any authority is
presented in Annex A to the determinatio

The number of dwellings use t ulation of total maintenance allowances is

pre-set at the total number of dwellings ofp1 April 2006. This number excludes the
authority’s share of dwellin haréd ownership but includes:
(i) the dwellings equivalen -spaces in hostels and houses in multiple

occupatiomand
(i)  PFI dwellin

This number for ea¢h authority is specified in column 1 of Part II of Schedule 1 to the
HRA subsidy determination 2007-2008.

The maintenance allowance per dwelling after transitional arrangements is multiplied
by the number of dwellings to arrive at an authority’s maintenance allowance for
2007-2008.

An authority’s maintenance allowance for 2007-2008 will be recalculated if there is

a change in the total number of dwellings over a two-year period of more than 10
per cent or 3,000, whichever is less (the ‘threshold”). The two-year period extends
from 1 April in the preceding year to 31 March of the subsidy year. For the 2007-2008
subsidy year, this means comparing the number of dwellings on 1 April 2006 with the
number on 31 March 2008. There is no change to the maintenance allowance per
dwelling after transitional arrangements but the number of dwellings is recalculated
to measure the average number of dwellings over the course of 2007-2008, using the
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following formula (which is specified in paragraph 4.4 of the 2007-2008 HRA subsidy
determination):

The number of dwellings, excluding the authority’s share of each shared
ownership dwelling, within the authority’s HRA throughout the period
beginning on 1 April 2007 and ending on 31 March 2008, together with, where
any such dwelling is within that HRA for only a proportion of that period, a
proportion for any such dwelling calculated by dividing the number of days
the dwelling is within the HRA by 365.

'Q
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15 Rent Rebates

From April 2004, rent rebates granted to HRA tenants are no longer subsidised
through HRA subsidy. However, Communities and Local Government retains an
interest in the policy and operation of rent rebate subsidy limitation, including the
calculation of the limit rent and collection of rent and service charge data from
local authorities.

This chapter provides an overview of rent rebate subsidy limitation, including
indicating how the limit rent and rent rebate subsidy limitation deductions from
rent rebate subsidy are calculated, and the operation of the policy on derogations.
Worked examples are included, where appropriate.

The following sections are included:

Section 15.1 covers the introduction, statutory contextiand the responsibilities of
Communities and Local Government and the Depart Work and Pensions
(DWP).

Section 15.2 describes the operation of rent rek @ bsidy limitation.

Annex A is a calculation of the rem“eb e subsidy timitation deduction.

Q
™
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15.1

15.1.1

15.1.2

151.3

15.1.4

5.1.5

15.1.6
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Introduction

Background

Housing benefit is paid in the form of either a rent rebate or a rent allowance.
These terms are distinct. Rent rebates are granted to local authority tenants, including
cases where HRA property is managed by some other body (including tenant
management organisations or arms length management organisations) but where the
authority remains the landlord. Rent allowances, however, are granted to tenants in
other, non-local authority property. They are also payable if an authority leases any
existing properties to another body (for example a housing association or private
landlord) so that the occupants become tenants of (and so pay their rent to) that
body.

For years up to and including 2002-2003, rent rebates granted to HRA tenants were
accounted for in the HRA, and subsidised through HRA subsidy. However, as from
April 2004, rent rebates to HRA tenants are no longer funded in the HRA, and do not
attract HRA subsidy. Instead, DWP will be responsible for'§etting out eligibility for
and administering the rent rebate subsidy scheme, which#wilhbe funded through the
General Fund alongside subsidies for rent allowances a @ il tax benefit.

Statutory context

The housing benefit scheme is definéel i
Security Contributions and Benefits Ac gements for the administration
and funding of the scheme ar i ions 134 and 140A-140G of the Social
Security Administration Act 199 2). Sections 140A-140G replaced sections
135-137 and were inserted b using Act 1996. These Acts replace the earlier
provisions of the Social Security A 6. The Social Security (Consequential

123, 130 and 134-136 of the Social

Provisions) Act 1992 repéa ection 81 of the 1989 Act.

Amendments ocial Security Administration Act 1992 by the Local
Government Ac vlc DWP to fund rent rebates to HRA tenants for years from
2004-2005 onware he Local Government Act 2003 also contains complementary

amendments to thel
rebates and associat
onwards.

ocal Government and Housing Act 1989 which remove rent
d subsidy from the HRA with effect for years 2004-2005 and

Entitlement to rent rebate, together with matters relating to the amount of and
the claiming and payment of housing benefit, is governed by the Housing Benefit
(General) Regulations 1987 (S.I. 1987/1971), as amended from time to time. There
is a separate council tax benefit scheme. Detailed guidance on these two schemes
is included in the Department for Work and Pensions’ Housing Benefit/Council Tax
Benefit Guidance Manual.

Responsibilities of the Department for Work and Pensions, local housing
authorities and Communities and Local Government

DWP has overall policy responsibility for the housing benefit scheme, including rent
rebates. They also have responsibility for the overall funding of the scheme through
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subsidies for rent rebates and rent allowances, and have responsibility for setting out
rules and procedures governing authorities’ entitlement to subsidy and payment of
that subsidy. In particular, DWP has overall responsibility for the operation of rent
rebate subsidy limitation, and the granting of any derogations from that policy.

Communities and Local Government retains policy responsibility for the rules on the
payment of HRA subsidy, including subsidy for rent rebates granted to HRA tenants for
years up to and including 2003-2004. (Please see previous versions of the HRA manual
for details). From 2004-2005, Communities and Local Government is not responsible
for subsidising rent rebates, but retains an interest in rent rebate subsidy limitation
due to the links with local authority rent setting and the policy of rent restructuring.
Communities and Local Government will assist and advise DWP in the calculation of
limit rents.

Local housing authorities are responsible, under section 134 of the SSAA 1992, for
the funding and administration of rent rebates. However, most of the cost is met by
central housing benefit subsidy from DWP

The remainder of this chapter is concerned with the pg
limitation which applies to rent rebates payable to

ent rebate subsidy

Rent rebate subsidy Iimitation’

Introduction

Rent rebate subsidy limitation w:
incentive to control expendi

ed in order to give local authorities an
e level of rent increase. Where an authority
increases its average weekl a limit set by the Secretary of State, it will
only receive subsidy on the limit and will have to fund the cost of
the additional rebates aboye the limit rent itself (through the rents of tenants not
in receipt of re ef@an authority has a higher than average proportion of
tenants in receip ates, rent rebate subsidy limitation is applied as if they
only rebated at thg national average.

In taking responsibility for administering subsidy for rent rebates as from April 2004,
DWP Ministers agreed that rent rebate subsidy limitation remains important to protect
the Exchequer. Communities and Local Government also retains an interest in the
policy because since 2002-2003, the calculations involved have been adjusted to
support the policy of rent restructuring, and additionally, any deductions from DWP
subsidy as a result of limitation will remain a charge to the Housing Revenue Account
(see Chapter 6 for more details on debits to the HRA).

At least for 2007-2008, data collection and calculations necessary to implement rent
rebate subsidy limitation will remain the responsibility of Communities and Local
Government. Communities and Local Government has used the latest information
taken from the base data forms 07B2 received by the deadline of 7" December 2006,
together with assumptions as to rent levels if an authority were following the policy
of rent restructuring, to calculate limit rents. These limit rents have been pre-set by
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15.2.4

15.2.5

15.2.6

15.2.7

15.2.8

1529

15.2.10

15.2.11
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DWP in The Income-related Benefits (Subsidy to Authorities) Amendment Order 2004
(‘Subsidy Amendment Order 2004") as amended.

Communities and Local Government will collect information on its HRA subsidy claim
forms to enable monitoring of average rent levels and any other information necessary
to the limitation formula. Communities and Local Government forms will also
calculate deductions due to rent rebate subsidy limitation in percentage form. Local
authorities should therefore be aware at any point during the year, of any limitation
deduction to be applied.

Communities and Local Government will forward to DWP details of any deductions to
be made under the rent rebate limitation formula as subsidy claim forms are received
and processed during the year.

Communities and Local Government and DWP Ministers have agreed that to support
the policy of rent restructuring, limitation will continue to operate along the lines
previously used within HRA subsidy until 2003—-2004. Th@rest of this section outlines
the calculations involved.

Derivation of the limit rent

Between 1996-1997 and 2001-2002, the starti the calculation of the limit
rent was the average rent for the We i March 1996 — the ‘base rent’.
This is defined in paragraph 6.1.2.2 of t 51dy Determination 1996-1997. For

ent and the limit rent for years prior to
rsions of this manual.

further details of the calculation of
2002-2003, readers should ref

From 2002-2003, the calculafton of the limit rent has been altered to support the

policy of rent restructuring. The stafting point for the current calculation is the limit
rent in 2001-2002, together ¢ formula rent for the authority, calculated in
accordance wit national rents formula.

Limit rents 200 008

The first stage of the process of the calculation of the limit rent for 2007-2008 is to
calculate the average formula rent for the authority for each year from 2002-2003 to
2007-2008, based on the stock as at April 2006. The calculation of the formula rent for
each authority is described in Chapter 8.

The next stage is to take the authority’s limit rent for 2001-2002, adjusted for

data corrections that have been agreed by the authority’s auditor and accepted by
Communities and Local Government since the 2001-2002 determination was made,
but not taking into account any derogations granted for 2001-2002, and uprate it by
2.2%. The 2.2% represents 1.7% assumed inflation as measured by RPI for September
2001 plus 0.5% increase in local authority rents assumed in the 2002 spending review.

Then the weekly limit rent for 2002-2003 (on a 1 April 2006 stock basis) is calculated
as the uprated 2001-2002 limit rent plus 10% of the difference between the uprated
2001-2002 limit rent and the 2002-2003 average formula rent.



15.2.12

15.2.13

15.2.14

15.2.15

15.2.16

15.2.17

15.2.18

Housing Revenue Account Manual

The weekly limit rent for 2002-2003 equals:
(Weekly limit rent for 2001-2002 times 1.022)
plus

0.10 times [(average formula rent for 2002-2003) minus (limit rent 2001-2002
times 1.022)].

The next stage is to take this re-calculated limit rent for 2002-2003 and uprate it

by 2.2%. The 2.2% represents 1.7% assumed inflation as measured by the RPI for
September 2002 plus 0.5% increase in local authority rents assumed in the 2002

spending review.

Then the weekly limit rent for 2003—2004 (on a 1 April 2006 stock basis) is calculated
as the uprated 2002-2003 limit rent plus 1/9th of the difference between the uprated
2002-2003 limit rent and the 2003-2004 average formuldsent.

The weekly limit rent for 2003—-2004 therefore equals:
(Weekly limit rent for 2002-2003 times 1.02
plus
L 4

1/9 times [(average formula rent 005-2004) minus (limit rent 2002-2003
times 1.022)].

The next stage is to take this Icudlated limit rent for 2003-2004 and uprate it by
3.3%. The 3.3% represents 2.8% as d inflation as measured by RPI for September
2003 plus the 0.5% incre@se calauthority rents assumed in the 2002 spending
review.

Then the weekl r 2004-2005 (on a 1 April 2006 stock basis) is calculated

2004 limit rent plus 1/8th of the difference between the uprated
nd the 2004-2005 average formula rent.

The weekly limit rent for 2004—2005 therefore equals:
(Weekly limit rent for 2003—-2004 times 1.033)
plus

1/8 times [(average formula rent for 2004-2005) minus (limit rent 2003-2004
times 1.033)].

The next stage is to take this re-calculated limit rent for 2004-2005 and uprate it by
3.6%. The 3.6% represents 3.1% assumed inflation as measured by RPI for September
2004 plus the 0.5% increase in local authority rents assumed in the 2002 spending
review.
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15.2.19

15.2.20

15.2.21

15.2.22

15.2.23

15.2.24

15.2.25

15.2.26
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Then the weekly limit rent for 2005-2006 (on a 1 April 2006 stock basis) is calculated
as the uprated 2004-2005 limit rent plus 1/7th of the difference between the uprated
2004-2005 limit rent and the 2004-2005 average formula rent.

The weekly limit rent for 2005-2006 therefore equals:
(Weekly limit rent for 2004-2005 times 1.0306)
plus

1/7 times [(average formula rent for 2005-2006) minus (limit rent 2004—-2005
times 1.0306)].

The next stage is to take this re-calculated limit rent for 2005-2006 and uprate it by
3.2%. The 3.2% represents 2.7% assumed inflation as measured by RPI for September
2005 plus the 0.5% increase in local authority rents assumed in the 2002 spending
review.

k basis) is calculated

Then the weekly limit rent for 2006-2007 (on a 1 April
if ¢ between the uprated

as the uprated 2005-2006 limit rent plus 1/6th of th
2005-2006 limit rent and the 2006-2007 average
The weekly limit rent for 2006-2007 tgerefore u

(Weekly limit rent for 2005-2006 times 1.

plus Q
1/6 times [(average foz@t or 2006-2007) minus (limit rent 2005-2006

times 1.032
The next stage thigyre-calculated limit rent for 20062007 and uprate it by
4.1%. The 4.1% .6% assumed inflation as measured by RPI for September

2006 plus the 0.5 crease in local authority rents assumed in the 2002 spending
review.

Then the weekly limit rent for 2007-2008 (on a 1 April 2006 stock basis) is calculated
as the uprated 2006-2007 limit rent plus 1/5th of the difference between the uprated
2006-2007 limit rent and the 2007-2008 average formula rent.
The weekly limit rent for 2007-2008 therefore equals:

(Weekly limit rent for 2006-2007 times 1.041)
plus

1/5 times [(average formula rent for 2007-2008) minus (limit rent 2006-2007
times 1.041)]



15.2.27

15.2.28

15.2.29

15.2.30

15.2.31

15.2.32

Housing Revenue Account Manual

The Impact of ‘Caps’ and ‘Limits’

In line with the proposals announced in the June 2002 consultation paper
Communities and Local Government has made adjustments to the limit rent for
2004-2005 to take account of the impact of the caps on formula rents announced in
November 2001 and the RPI + 1/2% +/— &2 limit on annual rent changes. The limit
rent is adjusted by adding the difference between the previous year’s constrained and
unconstrained rents (option A’ in the July 2002 consultation) to the figure produced
by the calculations in the paragraphs above, to arrive at the limit rent which will
actually apply.

In order to make adjustments authorities are required to provide the necessary
information about their constrained and unconstrained rents. For 2003-2004 only,

this was optional. Where authorities were unable to produce the information

relating to 2002-2003 in the base data return for 2003-2004, Communities and Local
Government has made adjustments in respect of both 2002—-2003 and 2003-2004 for
the purposes of subsidy in 2004-2005. Subsidy assumptiens in later years take account

of these adjustments.

U

In the 2007-08 HRAS Determination, the Limit Rent wa
an amount equal to the Rental Constraint Allowa

by the subtracting

The effect of limitation r'S

Subsidy is not paid in respect of rent re s granted by an authority in excess of their
limit rent. If an authority’s average al rent is less than their limit rent, they
will receive full subsidy on rent tes ject to the rules as set out by DWP from
time to time e.g. for incentiv as‘&see the Income Related (Subsidy to Authorities)
Order 1998 as amended).

From 2004-2005, ormula used to calculate the amount of any deduction from
subsidy, as a propottion of subsidy otherwise payable, in respect of rent rebate subsidy
limitation depends ®h the authority’s pre-set limit rent, the proportion of rental
income which the authority rebates, its average weekly rent and also the average
weekly amount per dwelling of service charges assumed to be separated out during

the year.

If the authority rebates at or below the national average, which for 2004-2005 was 61%
of total rental income, the deduction from subsidy in respect of rent rebate subsidy
limitation, as a proportion of subsidy otherwise payable, is given by the formula:

L ©
Q+ (PX0.7)

where

O is the limit weekly rent per dwelling for the authority, specified in Part 3 of the
Subsidy Amendment Order 2004,
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15.2.33

15.2.34
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P is the average weekly amount per dwelling of service charges deemed to be
separated out for the authority in 2004-2005 and is calculated in accordance
with paragraph 2(4) of the Subsidy Amendment Order 2004 as mentioned above.
The 0.7 multiplier reduces by 0.1 each year, eventually declining to zero (for
2007-08 it is 0.4);

Q is the average weekly rent per dwelling in the current year.

P, the amount of service charges deemed to be separated out during 2004-2005, was
calculated according to the following formula:

P = AB - (AC X 1.0738) — AD
unless the latter calculation produces a negative amount, in which case P = 0

where

AB is the average weekly service charge per dwelling in
dividing the total service charges for 20042005 in resp
in 2004-2005 by the number of dwellings in the HRA
of weeks where a charge was made;

AC is the average weekly service chalg per dwellingusn™2001-2002, calculated by
dividing the total service charges for respect of all dwellings in the HRA
004—

in 2001-2002 which remain in the HRA 05 by the number of dwellings in

2005 calculated by
all dwellings in the HRA
2004-2005 and by the number

for 2004-2005 by the n llings in the HRA in 2004-2005 and by the

the HRA in 2004-2005 and by r eeks where a charge was made;
AD is the average weekly seryi e per dwelling in 2004-2005 payable in respect
of new services and is calcu@1 ding the total service charges for new services

number of weeks wher harge was made;
And AB, AC, and e adjusted as appropriate for charge free periods.
If the authority rebates more than the national average, then as a concession the

limitation will apply as if they had rebated the national average. In such cases, the
formula for calculating the deduction from subsidy in respect of rent rebate subsidy
limitation in 2004-2005, as a proportion of subsidy otherwise payable, is given by the
formula:

[(Q + ®X0.7)-0] , 0.1
[Q + (PX0.7)] K

where
O, P and Q are the same as in the previous formula;

K is the amount of rebates granted by the authority divided by the total amount
of rental income.
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Audit requirements

15.2.35 The entries relating to rent rebate subsidy limitation on the HRA subsidy claim form
will be subject to certification by external auditors in the usual way. Each authority
should therefore ensure that its rent system can produce the information needed for
the relevant years, i.e.:

(i) the average weekly rent (excluding all separate service charges) for all tenanted
dwellings (including ‘clusters’ and groups of three bed-spaces in hostels)
which applied for each week in a subsidy year together with the number of
‘dwellings’ (including ‘clusters’, three bed-spaces in hostels and the authority’s
part of shared-ownership dwellings) which were tenanted for each week. This
information should then be used to calculate the weighted average weekly rent
for the year reflecting disposals and acquisition of stock during the year;

(i) the average weekly separate service charge (excluding charges for services now
defined as Supporting People services, and excluding any charges ineligible
for Housing Benefit) for all tenanted dwellings (inclading ‘clusters’ and groups
of three bed-spaces in hostels) which applied for @
together with the total number of ‘dwellings’ (incl
spaces in hostels and the authority’s part of siiéfe
were tenanted for each week. This informa shatld then be used to calculate
the weighted average weekly service chdtge
(including stock which does noftt ta
disposals and acquisition of stoc
for both the year in question
should be averaged acros
and remain in the HRA in_th

arate service charge), reflecting
r1 year. This information is required
%@ar 2001-2002. The latter calculation
elliftgs which were in the HRA in 2001-2002
levant year;

(iii) the average weekly, ate sgrvice charge in respect of new services for the
rvicelisséicfined as a service provided in 2004-2005 which

01-2002, or the extension to a service, where the service

—2005 for which a charge is imposed for the first time in 2004—
e service was funded previously by a specific grant or subsidy
RA subsidy).

Derogations: general policy

15.2.36 Ministers are prepared to consider granting full or partial exemption from rent rebate
subsidy limitation for one year where an authority can demonstrate that due to
exceptional and unforeseeable circumstances outside its control, the authority needed
to set the aggregate of its average weekly rent for that year and those service charges
deemed to have been separated out from rent in the Subsidy Amendment Order 2004
(as amended) above the level at which rent rebate subsidy limitation applies, and
it would face significant or complex financial difficulties in that financial year in its
Housing Revenue Account without a derogation. However, it should be noted that:

(@) Authorities have had more than eight years to adjust their spending plans to take
into account rent rebate subsidy limitation: problems that arise from the normal
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15.2.37 Ministers are prepared to consider granting full or partial exe

operation of the rent rebate subsidy limitation system will not be eligible for
derogation.

(b) An authority’s decision to keep rent increases down in prior years (e.g. by
drawing on balances) or a decision to set a rent above guidelines in previous
years is not regarded as reasonable grounds for derogation.

(¢) The impact of changes in the calculation of subsidy entitlement as a
consequence of the introduction of arrangements for the separate identification
of service charges will not be considered as grounds for a derogation.

(d) Changes arising from the removal of rent rebates from the HRA, or the ‘pooling’
of HRA surpluses, the abolition of the MRP, the changes in determining M&M
allowances, and other new arrangements introduced in the Housing Revenue
Account (HRA) Subsidy Determination for 2004-2005 do not constitute grounds
for a derogation.

ption from rent rebate
i el costs that it could not
¢, which are chargeable
ct the aggregate of its
have been separated out
the level at which rent rebate

subsidy limitation for one year, where an authority has
reasonably foresee as a result of a large scale volunta
to the HRA and, as a consequence, the authority
average weekly rent and those service charge
from rent in the Subsidy Amendment Order 2004 3
subsidy limitation applies. L 2

Criteria that will be applied ny\cation

15.2.38 Applications will be considegéd in th&llight of each authority’s HRA income and
expenditure over the prey threg years and that proposed for the current year.
si

Each application will be¢on
However, as a

on its merits, against the policy set out above.

al guide, Ministers will look at the following considerations:

authority taken to try to keep within the subsidy limit?

ufficient resources available to it to meet a reasonable level of
expenditure in the current year, bearing in mind past trends in expenditure and
known commitments?

15.2.39 Account will be taken of commitments and contingent liabilities, and whether an

authority can draw on other reserves. Communities and Local Government will
compare an authority’s balances with those of other authorities, and will have regard
to the realism of an authority’s estimates measured by the accuracy by which it has
historically forecast end-year balances.

15.2.40 Ministers take the view that any increase in salaries falling to the HRA (including
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national and local salary awards and the cost of staff moving up salary scales) since
1996-1997 should be met from efficiency savings.
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Ministers will assume that changes in overall management and maintenance
expenditure per dwelling since 1996-1997 should reflect changes in an authority’s
HRA subsidy since then.

On capital expenditure Ministers will assume that: the level of revenue contributions
to capital should be no greater in cash terms than in previous years.

Ministers will consider the extent to which authorities have used, or plan to use, the
resources allocated to them to meet capital expenditure on housing. They will also
have regard to the use made of retained HRA capital receipts.

If an authority obtained a derogation in some previous year, Communities and Local
Government will have regard to the extent to which the latest estimates for income
and expenditure for that year are in line with budget provision at the time the
derogation was sought, and to whether any terms under which the derogation was
issued have been met.

If:

* an authority’s external auditor has issued, since
under either section 15(3) of the Local Gover @'
8 of the Audit Commission Act 1998 that has a\beari
income; or
L 4

* the authority has been subject to a Bésg, Valu€;Housing Inspectorate or other
inspection that has a bearin diture or income.

public interest report
inance Act 1982 or section
ng on HRA expenditure or

the authority will be expecte
a copy of the report(s) and
issues identified. It will be"a
identified in the_report ill

y Communities and Local Government with
ils of the action being taken to resolve the
hat any potential efficiency improvements
realised by the authority and savings made.

Authorities will b (€l to demonstrate a robust strategy for resolving the
problem that had 'given rise to their application for a derogation, and should set out
that strategy as partef their application.

Procedure

If a derogation is granted, it will apply for one year only. Exemption from rent rebate
subsidy limitation shall not be carried over into the following financial year (the same
principle applied to derogations granted for previous years).

15.2.48 Applications should be made in the first instance to Communities and Local

15.2.49

Government and copied to DWP. Administration of the policy for rent rebate subsidy
limitation remains with Communities and Local Government, but final decisions on
rent rebate expenditure, including derogations, now falls to DWP.

The procedure for responding to applications will be similar to that employed

for previous years. We will acknowledge all applications. Following this, there will
normally be a two-stage process:
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* Based on recommendations from Communities and Local Government, DWP will
respond with a provisional decision, summarising the authority’s case and the key
facts and setting out the reasons for the DWP's decision.

e It will be open to the authority to make further written representations where the
DWP is minded not to grant the full derogation requested. The DWP will respond
to any further representations with a final decision in the same format as for the
provisional decision, but will take account of any relevant additional or revised
information the authority has supplied and any further recommendations made by
Communities and Local Government.

'Q
\
™
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Annex A: Calculation of Rent Rebate Limitation Deduction
from Rent Rebate Subsidy 2004-2005

Example (A) showing subsidy effects where authority reduces rent when separating out
service charges

[\ ETIVE
Reference

15.2

Stage of Calculation

Calculate Deduction for Rent Rebate
Subsidy Limitation

Subsidy
Formula

Subsidy
Amendment
Order
Reference

0401

Claim

Form
Reference

Worked
Example (£)

15.2.9-
15.2.17

1. Take the limit weekly rent per
dwelling for the authority for
2004-2005.

2. Add amount of derogation
from rent rebate subsidy limitation
granted, if any.

Schedule 4A
2(1) & Table 3

FOO1rr

FOO2rr

37.69

15.2.23

3. Identify the average weekly
amount per dwelling of service
charges deemed to be separated out
by the authority in 2004-2005.

4. Take average weekly rent charged
per dwelling in 2004-2005 (in
accordance with definition given

in the Subsidy Amendment Order
2004).

5. Establish number of weeks in

2004-2005 during which rent
charged.

6. Establish number of weeks in
2004-2005 duging which“ent not
charged.

7. Multiply (4) byx(5) ahd“divide by
the sum of (5) and\(®) to produce
the average weekly kent per dwelling
for 2004-2005 appropriately
adjusted for rent-free periods.

8. Multiply (3) by 0.7
9. Add (7) to (8).

10. Divide (1) + (2) by (9) to give the
rent rebate subsidy limitation factor
for 2004-2005

11. Where (10) is equal to or greater
than 1, there is no deduction from
rent rebate subsidy for 2004-2005
in respect of rent rebate subsidy
limitation.

12. Where (10) is less than 1,
calculate proportion of rental income
rebated | to four decimal places.

Px0.7

Q+
(PX0.7)

Schedule, 4 A
2(4)

Sehedule 4A
?2(3a)

Schedule 4A
2(7a)

Schedule 4A
2(3b)

FOO7rr

FOO3rr

FO11rr =
FOO9rr =
FO12rr

10.00

32

50 weeks

2 weeks

32 X 50 = (50 +
2) = 30.77

7.00
37.77

37.69 = 37.77 =
0.997882

0.5850 (13) or
0.6667 (14)
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Manual
Reference

Stage of Calculation

Subsidy
Formula

Subsidy
Amendment
Order
Reference

0401

Claim

Form
Reference

Worked
Example (£)

is greater than 0.61, the limitation
deduction from rent rebate subsidy
for 2004-2005, as a proportion of
subsidy otherwise due, will be (9)
—[(1) + (2)] divided by (9) multiplied
by 0.61 divided by (12).

3(1)

15.2.22 13. Where (10) is less than 1 and Schedule 4A, FOOOTT 1-0.997882 =
(12) is less than or equal to 0.61, 3(1) 0.002118 or a
the limitation deduction from rent deduction of
rebate subsidy for 2004-2005, as a 0.2118%
proportion of subsidy otherwise due,
will be 1 -(10).

15.2.24 14.1f (10) is less than 1, and (12) Schedule 4A FOOOrr [(37.77 —37.69)

+ 37771 X
[0.61 =~ 0.6667]
= 0.001938 or
a deduction of

0.1938%.

Example (B) showing subsidy effects where authority fails to féduce rent when
separating out service charges

Manual
Reference

15.2

Stage of Calculation

Calculate Deduction for Rent Rebate
Subsidy Limitation.

Subsidy

Formula

Subsidy

Amendment

Order
Reference

0401

Claim

Form
Reference

Worked
Example (£)

15.2.9-
15.2.17

1. Take the limit weekly rent per
dwelling for the authority for
2004-2005.

2. Add amount of derogation
from rent rebate subsidy limitation
granted, if any.

Schedule 4A
2(1) & Table 3

FOO1rr

FOO2rr

37.69

15.2.23

3. Identify the@Verage weekly
amount per dwelling“efiservice
charges deemedito béseparated out
by the authority in 2004-2005.

4. Take average weekly rent charged
per dwelling in 2004-2005 (in
accordance with definition given

in the Subsidy Amendment Order
2004).

5. Establish number of weeks in
2004-2005 during which rent
charged.

6. Establish number of weeks in
2004-2005 during which rent not
charged.

7. Multiply (4) by (5) and divide by
the sum of (5) and (6) to produce
the average weekly rent per dwelling
for 2004-2005 appropriately
adjusted for rent-free periods.

8. Multiply (3) by 0.7

P X 0.7

Schedule 4A
2(4)

Schedule 4A
2(3a)

Schedule 4A
2(7a)

Schedule 4A
2(3b)

FOO7rr

FOO3rr

10.00

42

50 weeks

2 weeks

42 X 50 +

(50 + 2) = 40.38

7.00
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0401

Claim

Form
Reference

Worked
Example (£)

9. Add (7) to (8) Q + 47 .38
(PX0.7)

10. Divide (1) + (2) by (9) to give the 37.69 + 47.38 =

rent rebate subsidy limitation factor 0.795483

for 2004-2005

11. Where (10) is equal to or greater

than 1, there is no deduction from

rent rebate subsidy for 2004-2005

in respect of rent rebate subsidy

limitation.

12. Where (10) is less than 1, K FOT11rr = 0.5850 (13) or

calculate proportion of rental income FOO9rr = 0.6667 (14)

rebated | to four decimal places. FO12rr

15.2.22 13. Where (10) is less than 1 and Schedule 4A, FOOOQrr 1-0.795483 =
(12) is less than or equal to 0.61, 3(1) 0.204517 or a
the limitation deduction from rent deduction of
rebate subsidy for 2004-2005, as a 20.4517%
proportion of subsidy otherwise due,
will be 1 - (10).

15.2.24 14.1f (10) is less than 1, and (12) Schedule 4A FOOOTT [(47.38 - 37.69)
is greater than 0.61, the limitation 3(1) + 47.38] X
deduction from rent rebate subsidy [0.61 = 0.6667]
for 2004-2005, as a proportion of = 0.187123 or
subsidy otherwise due, will be (9) a deduction of
—[(1) + (2)] divided by (9) multiplied 18.7123%.

by 0.61 divided by (12).
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Charges for Capital and Interest on Receipts

This chapter covers the subsidy calculations for both capital charges and interest
on receipts. It should be read in conjunction with section 5.8 and Chapter 7 on
capital charges and interest in the HRA.

Section 16.1 covers the calculation of the subsidy capital financing requirement
(SCFR), which features in the calculation of both capital charges and interest on
receipis

Section 16.2 explains the capital charges formula

Section 16.3 explains the interest on receipts formula

Annex A sets out the calculation of the SCFR

Annex B gives a comparison of the SCFR and the mid- CFR

Annexes C and D summarise the subsidy form [ charges and interest
on receipts respectively

Annex E summarises the differencespetween the amounts debited or credited to
the actual HRA in respect of capital c nterest (in accordance with the
Item 8 determination) and the amo &we for in the notional HRA for subsidy
purposes (in accordance with bsigy determination)

Capital charges, along wi, andagement and maintenance allowances, rent
rebates and the Major R s Allowance (see Chapters 14, 15 and 17), are one
of the key expenditure €@mp in the overall subsidy calculation, currently
accounting forggound billion a year.

on receipts is a relatively minor item overall, accounting
though it can be significant for individual authorities. It is a
refore decreases entitlement to subsidy.

By contrast, int
for around £15m,
negative item and

The subsidy calculations for capital charges and interest on receipts are the
notional HRA equivalents of the Item 8 debit and credit calculations in the actual
HRA. There are, however, a number of important differences which are discussed
later in this chapter. The formulae for the calculations are set out each year in the
HRA subsidy determination (whereas those for the actual HRA calculations are
set out in the Item 8 determination). The formula for calculating capital charges
is:

(GXH) +1+Z
where:

G is the subsidy capital financing requirement (SCFR), or zero if a negative amount
(see section 16.1)
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H is the consolidated rate of interest for the authority (see section 7.4)

I is the debt management expenses (see paragraph 106.2.3(ii))

Z is the allowance for premiums and discounts (see paragraph 16.2.3(iii)).

G and I are pre-set and specified in Schedule 2 attached to the HRA subsidy
determination, although G may change if the authority’s stock changes by more than
3,000 dwellings or 10%, whichever is less.

The formula for calculating interest on receipts is:

(AA x average three-month sterling London Interbank Bid Rate at 30 September in
the preceding financial year) + BB

Where:

AA is the equivalent positive value of the SCFR, or zero i
amount (see paragraph 16.3.3)

BB is the amount of interest receivable by the a W 0
paragraph 16.3.4)

AA and BB are pre-set and specz'ﬁed’a 5 to the HRA subsidy determination,
although AA may change if the auﬂoorw hanges by more than 3,000
"

is il or a positive

s HRA morigages (see

dwellings or 10%, whichever i st rate used for a year is pre-set and
specified in the HRA subsidy detétminaltion: for 2006-2007 it is 4.52%.
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16.1

16.1.1

16.1.2

16.1.3
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The subsidy capital financing requirement (SCFR)

Introduction

The HRA CFR is a measure of HRA debt. It is used to calculate the HRA's share of debt
financing costs if it is positive, or investment income if it is negative. The SCFR is a
version of the HRA CFR which is used to calculate subsidy entitlement in the light of
these costs or this income. It is in effect a measure of HRA debt for subsidy purposes,
taken at the mid-year point.

The SCFR is pre-set before the start of each new subsidy year on the basis of audited
data. Not all HRA expenditure and income is taken into account in the subsidy
calculation. The SCFR is therefore constructed in a different way from the HRA CFR, as
follows:

(i) it takes account of receipts from qualifying disposals (LSVTs and SSVTs — see
paragraph 7.1.8) up to two years before the subsidy year — for example, the
SCFR for 2006-2007 takes account of such receipts@p to and including 2004—
2005;

(ii) it takes account of the total amount of capita
funded by borrowing which is supported t
actual capital expenditure funded by bo
on the basis of information pro"de by i

pe for HRA purposes
@ HRA subsidy, rather than
vfts. This is calculated by DCLG
idual authorities (see paragraphs

16.1.7-16.1.8);
(iii) it takes account of transf p xrom the General Fund to the HRA (e.g.
due to appropriation for th rposes of Part I of the Housing Act 1985); and

(iv) transfers of property fi th to the General Fund (e.g. due to
appropriation forgurp er than Part II of the Housing Act 1985): 75% of
the certi alue wellings and 50% of the certified value of land or other

d (for transfer to the HRA) or deducted (for transfer to
m the SCFR. A two-year time lag applies in the same way as
m qualifying disposals.

property
the Genera
for receipts

Annex B sets out comparisons between the SCFR and mid-year HRA CFR.

The calculation of the SCFR for 2006-2007

The SCFR is calculated as follows:
Take

The SCFR for 2005-2006
Add:

(i)  50% of the HRA element of Supported Capital Expenditure (Revenue) 2005—
2006 (as defined in paragraph 16.1.9 below);
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(i)  50% of the HRA Supported Capital Expenditure (Revenue) (SCE) for 20062007
(as defined in paragraph 16.1.7 below); and

(iv) The value of land, houses or other property which was newly accounted for in
the HRA in 2004-2005;

(v)  50% of ALMO supported borrowing for 2005-2006
(vi) 50% of ALMO supported borrowing for 2006-2007
Subtract:

(i)  the reserved part of capital receipts from qualifying disposals arising in 2004—
2005; and

(i)  75% of the certified value of any dwellings and 50% of the value of any other
land or property other than dwellings transferred of the HRA in 2004-2005;

Equals:

Current year’s SCFR
DCLG did not collect data on the value of dwelling and or other property
transferred into the HRA in 2002-200% raph 16.1.2(iii)). Consequently,
for 2005-2006 only, the respective propOotsion e value of any such transfers was
added in to the SCFR, along wigh t ive proportion of the value of property

transferred into the HRA in 200 04.

Once pre-set, the SCFR is n@t nor changed throughout the subsidy year or
retrospectively to corre i esé Exceptions are:

ation is issued to an authority amending the SCFR for
ay be done where, for example, the authority carries out
eft with ‘overhanging debt’ (see Chapter 11);

an LSVT and

(i) when an authority’s housing stock changes by more than 3,000 dwellings or
10% (whichever is less) between 1 April of the financial year prior to the subsidy year
and 31 March of the subsidy year (for 2006-2007, between 1 April 2005 and 31 March
2007). In such circumstances, the authority is required to recalculate the SCFR to take
account of a proportion of the capital receipts from qualifying disposals in both the
year prior to the subsidy year and the subsidy year itself. This has the effect of bringing
forward the year in which such capital receipts are taken into account in the SCFR.
For example, the 2006-2007 SCFR would be reduced by the total reserved receipts
from qualifying disposals in 2005-2006 and by a proportion of each capital receipt in
2006-2007. That proportion would be calculated by multiplying 75% of the capital
receipt, after administrative costs and any levy payment have been deducted, by the
ratio of the number of days remaining in the year after the receipt to 365 (or 366 in

a leap year). This ensures that, where significant stock changes take place, subsidy

is not paid in respect of HRA debt which the authority has the ability to repay. The
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16.1.6

16.1.7

16.1.8

16.2
16.2.1

16.2.2

16.2.3
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proportion of capital receipt used in the calculation may be increased from 75% if
specified by the Secretary of State, if a higher figure is necessary to repay this debt.

This recalculation of the SCFR does not affect the calculation of subsidy for the
following years. In the example above, it is the original SCFR for 2006-2007, which
would be taken as the starting point for the calculation of the 2007-2008 SCFR.

The HRA supported capital expenditure specified amount

With the abolition of Basic Credit Approvals from April 2004, authorities are informed
of the amount of capital expenditure that will attract revenue support, either through
HRA subsidy or through Revenue Support Grant. As in previous years, 50% of the
assumed HRA proportion of that supported capital expenditure (SCE) will be added to
the SCFR in the present year and 50% in the following year. The HRA SCE(R) attracts
HRA subsidy whether or not that actual amount of borrowing is used in practice for
HRA purposes; it is not amended retrospectively to take account of actual use.

LSVT Authorities

Authorities that have completed a Large Scale Vo er in, say, 2004-2005 will
have been allocated a nil SCFR, Debt Manageme penses and HRA SCE specified
amount for 2006-2007 in the HRA sub’sidy detésminau®n 2006-2007.

The subsidy calculation:

example is shown in An
the capital charges sub

G is the subsidy capital financing requirement (see section 10.1)

H is the consolidated rate of interest for the authority (see section 7.4)

I is the allowance for debt management expenses (see paragraph 16.2.3(ii))
Z is an allowance for premiums and discounts (see paragraph 10.2.3(iii)).
There are therefore three elements in the capital charges calculation:

(i) notional interest charges payable by the authority on estimated HRA debt (G
x H in the formula). This is calculated by:
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(a) taking the authority’s subsidy capital financing requirement where this is
positive (G in the formula). This will be nil if the subsidy capital financing
requirement is zero or negative;

(b) multiplying it by the consolidated rate of interest (CRI) for subsidy purposes
(H in the formula). This is calculated in exactly the same way as for the
Item 8 debit (the formula is set out in paragraph 7.4.7; see also Annex F
of Chapter 7 for a worked example). Whereas the SCFR is pre-set for each
subsidy year (and adjusted only in the case of significant stock transfers),
the CRI (and therefore interest charges eligible for subsidy) is calculated by
authorities at the end of the financial year and entered on each claim form;

debt management expenses (I in the formula) — an allowance for debt
management expenses is pre-set for each subsidy year, and is specified in the
subsidy determination. It comprises a fixed sum (e.g. £35,576 for 2006-2007)
plus an amount (e.g. £429 in 2006-2007) for each £1m of an authority’s SCFR
where this is a positive amount. These figures are Based on an initial regression
analysis of authorities’ 1994-1995 debt manageme penses, updated each
year to take account of inflation. Where an autho S@,negative or nil subsidy
capital financing requirement, they are assumed tobe free’of HRA debt and will
receive no allowance for debt management

HRA share of premiums and discou e formula) — the full amount
of the HRA share of any premiuﬁs i 0 the HRA arising from the early
redemption of fixed-rate debt sincejl Ap 95 is eligible for HRA subsidy

(see paragraph 6.4 of th i etermination for the calculation,
paragraphs 7.3.3-7.3.10 f anation and Annex E of Chapter 7 for a
worked example). This ent of the capital charges subsidy entitlement

is not pre-set but is adjusted garotighout the year to take account of any new
premiums payabl with the amount actually debited to the HRA. This
figure is reduced byathe amount of the HRA share of any discounts received by
the authotity®ince 1 April 1995 on the early redemption of a fixed-rate loan and
credited to ‘b"

der Item 8 (this amount is calculated in exactly the same
way as the share of premiums — see Annex B of Chapter 5).

Comparison with Item 8 debit

The allowance for debt management expenses differs from the amount debited to the

HRA under Item 8, as this is calculated in accordance with proper practices rather than
being pre-set with reference to the authority’s SCFR.

No allowance is included in the capital charges part of the subsidy calculation for the
other components of the Item 8 debit to the HRA — that is, interest on notional cash

balances and transfers to the Major Repairs Reserve and General Fund. Interest on
certain pre-1990 deferred purchase arrangements (DPAs) may be eligible for HRA
subsidy under the allowance for other reckonable expenditure (see Chapter 19).

See Table 2 in Annex E for a comparison between the actual HRA Item 8 debit
for capital charges, and the amounts allowed for in the notional HRA for subsidy
purposes.
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16.3.1

16.3.2

16.3.3

16.3.4
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The subsidy calculation: interest on receipts

The formula for calculating interest on receipts is set out below, and appears at
paragraph 9.1 of the HRA subsidy determination. A worked example is shown at
Annex D. The corresponding Item 8 credit calculation, to which the ‘interest on
receipts’ subsidy allowance relates, can be found in section 5.8.

Interest on receipts is the amount calculated by applying the formula:

(AA X average three-month sterling London Interbank Bid Rate at 30 September
in the preceding financial year) + BB

Where:

AA is the equivalent positive value of the SCFR, or zero if it is nil or a positive
amount;

BB is the amount of interest receivable by the authOtity on its HRA mortgages.

The interest rate is pre-set. For example, for 2006-2007

The notional interest earned on net HRA investments

capital investments is assumed to be nil. R is negative, the authority is
assumed to be free of debt, andhi as‘@apital to invest (in that case, AA is the
equivalent positive value of the return on that investment is taken as
the average three-month ste
previous year. As with H
recalculated in the cas si

If an authority’s SCFR is zero or posit&%x nal interest earned on net HRA
he

arges, the SCFR used in this calculation will be
stock changes (see paragraph 16.1.5(i7)).

Assumed inter ceivable on an authority’s HRA mortgages (BB in the
formula)

This is specified in Schedule 5 of the HRA subsidy determination. It is calculated by
multiplying the principal outstanding on mortgages granted by the authority at 1
April of the subsidy year by the average rate of interest payable as at 1 August of the
previous subsidy year on such mortgages. The figure for the principal outstanding

as at 1 April is estimated by the authority, based on the amount outstanding on

the loans at 1 August of the previous financial year less estimated repayments of
principal between 2 August and 31 March of the previous financial year, but excluding
premature repayments and sales of mortgage portfolios. This information is collected
from individual authorities in the base data return for each new subsidy year.
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Differences between the subsidy formula and Item 8 Credit

No allowance is included in the subsidy calculation for the other elements of the Item
8 credit formula — interest on notional cash balances and transfers from the Major
Repairs Reserve.

The amounts calculated under the HRA subsidy determination in respect of interest
on investments and HRA mortgages may differ from the amounts credited to the HRA
under the Item 8 credit. This is because of differences between the HRA and subsidy
CFRs, different interest rates being used, and differences arising from pre-setting the
subsidy allowances.

See Table 1 in Annex E for a comparison between the actual HRA Item 8 credit for
interest on receipts and the amounts allowed for in the notional HRA for subsidy
purposes.

'Q
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Annex A: Calculation of the Subsidy Capital Financing

Requirement for 2005-2006

Manual Stage of Calculation Worked

reference Example (£)

16.1.3 1. Take the Subsidy Capital Financing Requirement 2005-2006 37,706,473
2. Add:

16.1.7 (i) 50% of HRA element of Supported Capital Expenditure (Revenue) 2005— 1,891,500
2006

16.1.7 (i) 50% of HRA element of Supported Capital Expenditure (Revenue) 2006— 2,031,500
2007

16.1.2 The value of land, houses or other property which are newly accounted for in 0
the HRA in 2004-2005

16.1.2 50% of ALMO allowance 2005-2006 250,000

16.1.2 50% of ALMO allowance 2006-2007 250,000
Sub Total: 4,423,000
3. Deduct:

16.1.3 (i) Reserved part of capital receipt arisin%‘ro ualifying sals in 2004— 0
2005.

16.1.3 (i) The equivalent reserved part of certifi of property which ceased to 60,000
be accounted for in the HRA in thepthan by disposal)
Sub Total: 60,000
4. The sum of 1 and 2, less 3, gives sidy Capital Financing Requirement 42,069,473
for 2006-2007
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Annex B: Calculation and Comparison of Mid Year HRA
and Subsidy Capital Financing Requirements for

2006-2007

HRA
Opening HRA CFR 2006-2007

‘ Subsidy (calculated by DCLG)
SCFR 2005-2006

plus

plus

50% of capital expenditure financed by borrowing or
credit approvals that is incurred during 2006-2007 on
land, houses or other property in the HRA, either new or
existing

50% of HRA BCA specified amount for 2005-2006

+

+

50% of the value of land, houses or other property
which commenced or recommenced to be accounted
for in the HRA in 2006-2007 for a reason other than
acquisition (e.g. by appropriation)

50% of HRA eleme

f SCE(R) in 2006-2007

ses or other property newly
HRA in 2004-2005

+

50% of ALMO SCE(R) 2006-2007

minus

minus

25% of
or property that
RA in 2006-2007

37.5% of the certified value o
the certified value of other HR
ceased to be accounted forin t
(other than by disposal)

Reserved part of capital receipt arising from qualifying
disposals in 2004-2005

+

+

50% of voluntary set aside (e.g. 50% of the amount that
the authority determined during 2006-2007 to set aside
from the MRR for the repayment of debt)

75% of the certified value of dwellings and 50% of the
certified value of other HRA property that ceased to be
accounted for in the HRA other than by disposal.

+

50% of the value of any payment by the Secretary
of State to the PWLB, less the amount used to repay
premiums, to pay off overhanging debt in 2006-2007

equals

equals

Mid Year HRA CFR 2006-2007

SCFR 2006-2007
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Annex C: Calculation of HRA Subsidy — Charges for Capital
2006-2007

Manual Stage of calculation Subsidy Subsidy Worked Example
reference Formula Determination (€3)
Reference'
16.1.3 1. Take the 2006-2007 Subsidy G 6.1 (Schedule 2, 41,207,705
16 Annex A Capital Financing Requirement column 1)
(positive)?
7.4.7 2. Calculate the Consolidated Rate H 6.3.1and 6.3.2 7.16%
7 Annex F of Interest (CRI) for 2006-2007
16.2.3 (i) 3. Multiply G by H to give interest (GXH) 6.1 2,950,472
charges on HRA debt admissible for
subsidy. This will be nil where the
SCFR (G) is a negative amount.
16.2.3 (ii) 4. Take the specified amount for 6.1 (Sehedule 2, 50,719
debt management expenses for dolumn'2)
2006-2007
7.3.4 and 5. Take the HRA share of amortised Z 0.4 221,029
16.2.3(iii) premiums and discounts for
2006-2007
6. Add together the sums at (GXH)+ 1 6.1 3,222,220
stages 3, 4 and 5 above to give +7

the amount for capital charges
reckonable for subsidy.

is less.

! References are to 2006-2007 Subsidy Deterpifidtion
2 Should be recalculated in accordance with fparagraph 6.2 of the 2006-2007 Subsidy Determination in the event of
a change in dwelling numbers betweepgl April 2005/and 31 March 2007 of more than 3,000 or 10%, whichever
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Annex D: Calculation of HRA Subsidy — Interest on Receipts
2005-2006

Manual Stage of calculation Subsidy Subsidy Worked
reference Formula Determination Example (£)?
Reference’
16.1.3 1. Take the Subsidy Capital Financing AA 9.1 (Schedule 5, 4,600,000
Requirement for 2006-2007 (If negative, column 1)

equals equivalent positive amount; if nil
or positive, equals zero)?

16.3.2 2. Take the LIBID* rate as at 30 9.1 4.52%
September 2005

16.3.3 3. Multiply AA by the LIBID rate to give AA X 9.1 207,920
an assessment of interest earned on HRA 0.0452

capital resources (This will be nil if the
SCFR (AA) is a positive amount or nil)

16.3.4 4. Take the assumed interest receivable BB 94 (Schedule 5, 100,000
in 2005-2006 on mortgages or loans column|2)
granted by the authority to buyers of
HRA dwellings
5. Add together the sums derived at (AAX 307,920
stages 3 and 4 above to give the amount | 0.0452)
of interest on receipts reckonable in the BB

subsidy calculation

' References are to the 2006-2007 Subsidy Determination

2 Different figures have been used in this calculationi@emparedwith those used in other worked examples to
illustrate the example of an authority with agiegative MRA capital financing requirement.

3 Should be recalculated in accordance with{paragraph 62 of the 2006-2007 Subsidy Determination in the event of
a change in dwelling numbers betweed™# April 2005/and 31 march 2007 of more than 3,000 or 10%, whichever
is less.

4 LIBID = average three-month,sterling Lehdon Interbank Bid Rate
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Annex E: Interest on Receipts and Charges for Capital —
comparison between HRA entries and subsidy 2005-2006

Table 1 — Interest

Stage of Item 8 Credit’ Subsidy’ Comments
calculation
Notional Mid-year HRA capital financing subsidy capital If subsidy capital financing
Investment requirement where negative (A). financing requirement negative (i.e.
Income requirement where notional capital resources exceed
X negative (AA) notional debt), assume authority
A te of interest will invest the surplus. This results
in\\//eersa’[?neef‘[se' ic; nlg ifwr\(/eesst(r)nnents a rate % In credit to HRA and reduction in
' ) ' subsidy entitlement.
no lower than Consolidated Rate of LIBID rate as at 30 y
Interest (B) September 2005
(0.0452)
+
Interest on Average notional cash balance where | Nil
notional positive (excess of cash receipts over
cash credit cash payments) (C)
balance
X
Average rate of interest on P Average notional cash balance is
investments; if no investments, a rate defined in paragraph 2.1 of the
no lower than Consolidated Rate of Item 8 determination
Interest (B)
+
Interest on Actual interest (E) ecretary of State’s This relates to interest payments
mortgages assumption as to on mortgages and loans granted
interest receivable by authorities to purchasers of
on loans made by HRA dwellings. The assumed
authority to enable a | interest for subsidy purposes
borrower to acquire and the actual interest for HRA
a dwelling within the | purposes may not be identical
authority’s HRA. (BB)
+
Transfer from | Transfer from the Major Repairs Nil This component in the Item 8
Major Repairs | Reserve (T) credit formula reverses out any
Reserve excess of the depreciation charge
debited to the HRA over the
Major Repairs Allowance
+
HRA share of HRA share of discounts receivable on | Nil HRA share of discounts is taken
discounts premature repayment of fixed rate into account in capital charges
loans. (W) element of subsidy calculation
as part of consolidated Z, which
also includes premiums
! References in brackets are to the Item 8 and subsidy formulas, respectively
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Table 2 — Capital charges

Housing Revenue Account Manual

Item ‘ Item 8 Debit? ‘ Subsidy? ‘ Comments
Capital Asset Impairment charges for land or Nil.
Charge property within the authority’s HRA
+ deferred charges attributable to
the HRA (R)
_l’_
Depreciation Depreciation for dwellings within Nil. In most cases DTLR would
for HRA the authority’s HRA, other than the expect authorities to use the
dwellings authority’s share of any dwelling Major Repairs Allowance (MRA),
subject to shared ownership lease together with any depreciation
(SA) charge in respect of assets not
covered by the MRA to calculate
depreciation.
+
Depreciation Depreciation on other land, houses Nil. Other HRA property might

for other HRA

and property within the authority’s

lude garages, estate shops,

property HRA (SB) ng offices and commercial
+
Debt HRA share of authority’s debt ltem 8 amount calculated
Management | management expenses (K) in accordance with proper
Expenses accounting practices
+

HRA share of
premiums

Premium payable by authority on
early repayment of loan (V)

nce for
premiums and
iscounts (2)

Calculated in accordance with
paragraph 6.4 of the HRA subsidy
determination.

_|_

notional cash
debit balance

2006-2007 (1) x Consolidated Rate
of Interest (H)

Interest on net | Mid year Subsidy capital Consolidated Rate of Interest is
HRA debt requiremen financing calculated in accordance with
requirement (G) formulae in paragraph 5 of
X where positive the Item 8 Determination and
. paragraphs 6.3.1 and 6.3.2 of
Consolidated Ratg of Interest (H) X the HRA subsidy determination
Consolidated Rate of
Interest (H)
_|_
Interest on Average notional cash balance for Nil. Where | is a credit balance, it

shall be nil

+

Interest
payments on
deferred/hire
purchase
agreements

Interest on certain pre-1988 deferred
purchase arrangements, and

under restitution or compromise
agreements where original
arrangements were or may be ultra
vires (L)

Amounts included
among ‘other

items of reckonable
expenditure’ in
paragraph 7.1, head
6

Agreements entered into or
varied on or after 7 July 1988
classed as credit arrangements
(section 52 of the 1989 Act)

continued
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Item ‘ Item 8 Debit? ‘ Subsidy? ‘ Comments

+
Transfer to Transfer to Major Repairs Reserve (U) | Nil. If the depreciation charge for
Major Repairs HRA dwellings (other than shared
Reserve ownership) is lower than the

MRA, authorities are required to
transfer an amount equivalent to
the difference from the HRA to
the Major Repairs Reserve.

2 References in brackets are to the Item 8 and subsidy formulas, respectively
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17 The Major Repairs Allowance

17.1 The Major Repairs Allowance (MRA) was introduced in 2001-2002. It represents the
estimated long-term average amount of capital spending required to maintain a local
authority’s housing stock in its current condition.

17.2 The 2007-2008 MRA is based on a set of national average unit costs for each of 13
property types (or ‘archetypes’). These are shown in the following table:

Major Repairs Allowance: unit costs per archetype

Archetype National average MRA per
Archetype (2007-2008

prices) £

Traditional dwellings

Pre-1945 small terrace houses 378
Pre-1945 semi-detached houses 434
All other pre-1956 houses 445
1945-64 small terrace houses 616
1945-64 large terrace, semi-detached and detached hou 709
1965-1974 houses 698
Post 1974 houses 519
Non-traditional dwellings

All houses 567
Traditional and non-tra

Pre-1945 low rise 496
Post 1944 low rise 736
Medium rise (3-5 storey) flats 748
High rise (6 or more storey) flats 899
Bungalows 566
Multi-occupied dwellings

Pre 1945 multi-occ dwellings 496
Post 1944 multi-occ dwellings 736

Nb: Between its introduction in 2001-2002 and 2004-2005, the MRA calculation was
based upon 11 archetypes. The weights for those archetypes for 2004-2005 are given
in Annex A to this Chapter.

17.3 These national unit costs were calculated by estimating the annual cost of replacing
individual building elements (e.g. windows, kitchen, bathroom, roof) as they reach
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the end of their useful life. Data from the English House Condition Survey and the
Valuation Office Agency were then used to establish, at the national level, the likely
timings and costs of replacement of building elements for each archetype. These
amounts were summed to estimate the total expenditure needed for each archetype
to replace these building elements over the next 30 years. Finally, these totals were
converted into annual average MRA costs per archetype.

17.4  The 2007-2008 MRA per dwelling for each authority is calculated as follows:

(i)  Multiply the number of dwellings at 1 April 2006 (including non-permanent
dwellings, but excluding shared ownership dwellings and excluding PFI
dwellings) in each of the 13 MRA archetypes by the national average MRA per
dwelling appropriate to each archetype;

(i)  Summing across all archetypes, the resulting total is the unadjusted MRA for an
authority;

(iii) An authority’s MRA equals its unadjusted MRA tim eographical cost factor
times the geograpbical adjustment;

(@) The geographical cost factor for an a @’r y is same BCIS measure as
described above at maintenance S is listed in Annex 1 below.

(b) The geographical adjustr& 00¥-2008 is 0.972210. It is the sum
over all authorities of their dju. MRAs divided by the sum over all
authorities of their times their geographical cost factors.
The geograpbhbical a sures that application of the geographical
cost factors does h
adjustment is less than ecause the geographical cost factor is

0 , on average, English HRAs have a geograpbical

cost factor greater t one.

(iv) An authori
oduce its MRA per dwelling. This is shown in Schedule 1 Part III,
Column 1 of the 2007-2008 HRA Subsidy Determination. The full calculation for
any authority is presented in Annex F to the HRA Subsidy Determination.

PFI dwellings

17.5  Where an authority enters a PFI contract in respect of dwellings accounted for in the
HRA, the PFI allowance is payable pro-rata from the date the contract is signed. This
allowance is intended to cover the capital expenditure element of PFI schemes. As
indicated above, the MRA provides resources to local authorities to maintain their
stock in its current condition. The MRA is not paid for dwellings that are part of a PFI
scheme, as the capital costs of maintaining those dwellings are already reflected in
the PFI credit and the subsidy that it attracts. MRA ceases in respect of the dwellings
covered by the PFI scheme from the date the contract is signed.
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Where a PFI contract is entered into part way through a year a special Determination
is normally issued to the authority to generate the payment of its PFI Allowance

and to adjust its MRA entitlement. The methodology used by CLG to recalculate the
authority’s MRA entitlement for the year(s) covered by the special Determination is as
follows:

the MRA per dwelling (as detailed in column 1 of schedule 1 to the
Determination) is multiplied by the number of dwellings which are included in
the PFI scheme. This figure is then subtracted from the overall MRA entitlement
for the authority (as detailed in the List of Major Repairs Allowances which
accompanies the Determination).

The above recalculation only applies to the first and possibly second year of a PFI
scheme as the number of dwellings included in the PFI scheme will eventually feed
into the Base Data Return.

However, dwellings in PFI schemes that are only concerfied with one element of the
dwelling, e.g. heating, continue to attract MRA.

Further details on the MRA can be found on CLG’s
communities.gov.uk/index.asp?id=1154213 This i
played by the MRA within the new financial fr:
of the methodology underlying the unit costs
description of the archetypes propos&i f

differ from the 2001-2002 archetypes; anghan a:
over time.

It is necessary to distinguish asis,on which the MRA has been calculated and

allocated to local authorities from thefules governing the way that it can be spent. In

broad terms, the only redtti s on the use of the MRA are that it should be spent

on works relating to stoekwithin the HRA, and that it should be used for capital

expenditure (ot \‘ ! hia olition) or repayment of debt. The treatment of the MRA
(]

scription of the role

ore detailed account
chetype; a more detailed

ger term and the way that they

unt of how the MRA will be updated

in the accounts 1 1 in more detail in section 7.2.
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The 2004-2005 MRA was based on a set of national average unit costs for each of
eleven property types (or ‘archetypes’). These are shown in the following table:

Major Repairs Allowance: unit costs per archetype

Archetype National Average MRA per
Archetype (2004-2005 Prices)

(£)

Flats

Pre-1945 Low-Rise (including multi-occupancy dwellings) 424

Post-1944 Low-Rise (including multi-occupancy dwellings) 667

Medium Rise 676

High Rise 831

Traditional houses

Pre-1945 1-2 Bedroom 422

Pre-1945 3+ Bedroom 439

1945-64 1-2 Bedroom 627

1945-64 3+ Bedroom 640

1965-74 621

1975+ 347

All non-traditional houses 580
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18.1

18.2

183

18.4

18.5

Guideline Rents

Introduction

The guideline rent calculated each year for each local housing authority is the main
item of notional income in the calculation of HRA subsidy. Guideline rents are
covered by paragraph 8 of the HRA subsidy determination.

In December 2000, the Government announced that it would be introducing a new
national formula for calculating social rents, (i.e. covering both the local authority and
Registered Social Landlord sectors), and that it would introduce this new formula rent
progressively over ten years from April 2002 (see Chapter 8). Following a consultation
exercise in 2001, the Government announced that the rents used in the HRA subsidy
system at the time (i.e. the guideline rent and the limit rent for rent rebate subsidy
limitation purposes) would also be aligned with the new formula over the same ten
year period. (From 2004-2005 the limit rent is no longefpart of the HRA subsidy
system, but is part of the calculation of the rent rebate subsidy payable by DWP.
However, the guideline rent remains part of the HRA s % tem). Starting in
2002-2003, therefore, the guideline rent has moved gradua om its value in 2001
2002 towards a value based on the new formula, cing that the guideline rent
should generally approach the formula rent ingrease even steps over ten years.

The calculation of guideline rents forSu oses in 2004-2005 is set out
below with a worked example at Annex Aplt should, however, be stressed that local
authorities’ general responsibilgi tting have not been changed and they
may decide to levy an average re igher or lower than the guideline rent,
depending on their view of s eeds and the requirement to balance the HRA
(see Chapter 8).

rents need to be calculated for each individual property,

tioMdis based on average values and does not make any
ibution of rents around the guideline rent within the
rents for each authority are set out in column 2 of Schedule 4 of

Although formu
the HRA subsi
assumptions ab
authority. Guideli
the HRA subsidy d

Limits on rent changes

Councils should move the rent for each council property to the formula rent (or
within 5%, subject to local circumstances), so far as possible by March 2012. However,
protecting tenants from large annual rent rises takes precedence and so Ministers do
not want any tenant’s rent to change by more than RPI + 0.5% +/— &2 in any year.
That may mean that some authorities will require longer than 10 years to restructure
all their rents.

Rent caps

In high property value areas, it is possible that the moderating effect of the relative
earnings factor will not preclude formula rents at unacceptably high levels.
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To protect tenants in high property value areas, Ministers therefore announced in
November 2001 that there would be a maximum ceiling or ‘cap’ to the formula rent
depending on property type. If the formula rent for a particular property is higher
than the rent cap, then the formula rent will be replaced by the rent cap.

In introducing these caps, it is not intended that authorities reduce rents to the caps
instantly. If an authority has actual rents higher than the rent caps, the subsidy system
will assume movement towards the formula rent in ten roughly equal steps, subject to
the RPI + 0.5% — &2 limit on rent reductions.

The replacement formula rent caps for 2007-2008 are:

Bedsit £102.32
1 bedrooms £102.32
2 bedrooms £108.33
3 bedrooms £114.36
4 bedrooms £120.37
5 bedrooms £126.39
6+ bedrooms £132.41
L 2

September of the preceding y:

The caps will increase each year by RPI% re RPI is the all-items increase as at

The impact of ‘caps’ a

In line with the proposal§ an d in the June 2002 consultation paper adjustments
will be made inghe HRA Sabsidy determination for 2003—-2004 and onwards to the
guideline rent t@itake of the impact of caps and the limit on annual rent
changes.

Adjustments are magle on the basis of the difference between what the average rent
would have been without limits and caps had the rent restructuring guidelines been
followed in full in all other respects and what it would have been with the limits and
caps. The effect of this is that an authority which has applied the policy in full should
not be significantly worse or better off than it would have been had there been no
limits or caps. Adjustments are made a year in arrears (using option A’ from the
consultation paper of June 2002).

It was only possible to make adjustments in the 2003—-2004 HRA subsidy determination
for those authorities who provided the necessary information in the base data return
form 03B2. For that year only, this was optional. Where authorities were unable to
produce the information, the former ODPM made adjustments in respect of 2002—
2003 and 2003-2004 in the 2004-2005 HRA subsidy determination. Authorities

must ensure that they are in a position to provide the information that will
enable the necessary calculations to be made for future years.
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Calculation of guideline rents for 2007-2008

The basic steps involved in the calculation are as for 2002-2003, with the base data
rolled forward accordingly. (Please see the previous version of the HRA manual for the
calculation of 2002-2003 and 2003-2004 guideline rents.) The calculation is as follows:

(a) Calculate the average formula rent for 2007-2008 for each authority. The
calculation of the average formula rent for subsidy purposes is described in

Chapter 8.

(b) Uprate each authority’s guideline rent for 2006-2007 by 4.1% to bring it up to
2007-2008 values.

(¢) Derive the guideline rent for 2007-2008 by moving the uprated guideline rent as
at (b) 1/5" of the way towards the formula rent at (a). Hence:

Weekly Guideline Rent for 2007-2008 equals:
(Weekly Guideline Rent for 2006-2007 time
plus

1/5 times [(Average Weekly Formu —2008) minus (Weekly
Guideline Rent 2006—-2007si 0%1) |

The result is rounded to nny per week.

(d) Make the adjustments fi
nearest penny per wegk. (Th

and *limits’. The adjustment is rounded to the
as no adjustment to the guideline rent in the

2007-08 HRA Subsi termination. Instead, a Rental Constraint Allowance
was paid. For fur de lease refer to paragraph 7 of the 2007-08 HRA
Subsidy ination.) A brief description is given at paragraph 18.17 below.

(e) Multiply th
guideline ren

sted guideline rent by 52 to provide the 2007-2008 annual
er dwelling. This figure is shown to two decimal places.

For the purposes of HRA subsidy, the guideline rent is converted into an assumed, or
notional, rent income. This is done by multiplying the annual guideline rent by the
number of dwellings, and then multiplying the total by a factor of 0.98. The factor of
0.98 allows for the expectation that it will not generally be possible for all properties to
be occupied at any one time. The calculation therefore allows for 2% of properties to
be void and hence generating no rent income. The 2% is applied to all authorities — no
account is taken of the actual level of voids in individual authorities. This means that
authorities have an incentive to minimise the level of voids, in order to benefit from
any increase in rental income which this generates. A level of voids lower than 2% will
not lead to any reduction in subsidy:.

The factor of 1.041 applied to the 2006-2007 guideline rents in the procedure above
is based on the outcome of the Three Year Review which confirmed a real terms rent
increase of 0.5% for the local authority sector in 2006-2007. The 4.1% uplift factor
comprises the RPI at September 2006 (3.6%) plus a 0.5% real terms increase.
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18.15

18.16

18.17

18.18
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The subsidy calculations for the 2002 Spending Review were based on the assumption
that the average guideline rents would increase in line with actual rents. However,
actual rents in 2001-2002 were, on average, some 16% above guideline. The result is
that moving guideline rents towards formula rents has the effect of raising guideline
rents by more than the expected increase in actual rents. The average guideline rent
increase for 2007-2008 was 7.11%. The average actual unconstrained rental increase
would for 2007-08 was 6.4%. This has the effect of reducing total local authority HRA
resources. The Government, however, decided that this effect on resources should
be offset by an equivalent increase in management and maintenance allowances. In
2007-08, this rebasing element increased management and maintenance allowances
by 1% (see Chapter 14).

The number of dwellings used in the calculation is pre-set at the total number of
dwellings (including the authority’s share of dwellings in shared ownership, and the
dwellings equivalent of bed-spaces in hostels and houses in multiple occupation)

as at the 1 April preceding the financial year. For the 2004-2005 HRA subsidy
determination, therefore, the relevant dwellings are as a€yl April 2003.

level except where
0 per cent or 3,000,
comparing the pre-
set dwellings total with the position at the endyof cial year (as recorded

on subsidy claim forms). In the case of the 20 RA subsidy determination,
this means comparing the number of@lw at 1 April 2006 with the number
as at 31 March 2008. If the change is greater t
rental income for the year is r re is no change to the pre-set guideline
rent but the number of dwellin ated to measure the average number of
dwellings over the course of cial year in the way described in paragraph 4.4 of
the HRA subsidy determination 20

The calculation of notional rental income remains at thi
there is a change in the total number of dwellings o

Amending Determination 2006. This provides for the calculation and payment of

an off-set in-year for authorities who implement the recommended 5% cap on rent
increases and also replaces the previous calculations for compensation for “caps and
limits”.

As in 2006-2007, it is anticipated that the rental constraint allowance will be included
in the second advance claim form.
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Annex A: Guideline Rents for 2007-2008

Guideline Rent Calculation 2007-2008: Paragraph 8 of the HRA Subsidy
Determination 2007-2008

Stage of Calculation Worked Base Data
Example Form (07B2)
Reference

Stage 1: Calculate Formula Rent

1 Dwellings as at 1 April 2006 2,735 FO12ri

2 Number of 1 bedroom dwellings as at 1 April 2006 ( bedroom 786 FOO4ri
weight=0.9)

3 Number of 2 bedroom dwellings as at 1 April 2006 ( bedroom 953 FOOS5ri
weight=1.0)

4 Number of 3 bedroom dwellings as at 1 April 2006 ( bedroom 815 FOOGri
weight=1.1)

5 Number of 4 bedroom dwellings as at 1 April 2006 ( bedroom 35 FOO7ri
weight=1.2)

6 Number of 5 bedroom dwellings as at 1 April 2006 ( bedroom 3 FOO08ri
weight=1.3)

7 Number of 6 or more bedroom dwellings as at 1 April 2006 ( bedroém 0 FOQOri
weight=1.4)

8 Number of bedsits as at 1 April 2006 ( bedroom weight=0.8) 143 FO10ri

9 Number of HMO dwellings equivalent as at 1 April 2006 (“6edroom 0 FO11ri
weight=1.0)

10 | Average LA bedroom weighting 0.9935

1 National Average Manual Earnings 1997-99 £316.40

12 National Average Property Value in Japftary 1999 £49,750

13 National Average Rent in April 2000 £54.62

14 | Authority’s County Average Mafilal Earningsf1997-99 £332.50

15 | Local Average LA Property Value atil, April 2006 in January 1999 prices £51,945 FOO2ri

16 | Relative county manualearningsyiLine 14 divided by Line 11] 1.0509

17 Relative property value [Liné 15 divided by Line 12] 1.0441

18 | 2001-2002 Formula Rentiper dwelling per week [Yr 2000-2001 £59.48
Formula Rent multiplied by $.043 ]

19 | 2002-2003 Formula Rent per dwelling per week [Line 18 multiplied by £60.79
1.022]

20 | 2003-2004 Formula Rent per dwelling per week [Line 19 multiplied by £62.13
1.022]

21 2004-2005 Formula Rent per dwelling per week [Line 20 multiplied by £64.18
1.033]

22 2005-2006 Formula Rent per dwelling per week [Line 21 multiplied by £66.49
1.036]

23 | 2006-2007 Formula Rent per dwelling per week [Line 22 multiplied by £68.61
1.032]

24 | 2007-2008 Formula Rent per dwelling per week [Line 23 multiplied by £71.43
1.041]

continued
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Stage of Calculation Worked Base Data
Example Form (07B2)

Reference

25
26

27

28

29

30

31

32

33

34

35

36

37

Stage 2 : Calculate Guideline Rent

Pre-set Guideline Rent for 2002-2003 per dwelling per week £47.86
2002-2003 Pre-set Guideline Rent per dwelling per week uprated by £48.91
2.2% [Line 25 multiplied by 1.022]

2003-2004 Imputed “Guideline Rent” per dwelling per week [If Line 1 £50.38
> 0, then Line 26 + { 1/9 X (Line 20 — Line 26)}]

2003-2004 Imputed “Guideline Rent” per dwelling per week uprated £52.04
by 3.3% [Line 27 multiplied by 1.033]

2004-2005 Imputed “Guideline Rent” per dwelling per week before £53.56
caps & limits adjustment {Line 28 + { 1/8 X (Line 21 — Line 28)}]}

2004-2005 Imputed “Guideline Rent” per dwelling per week before £55.48
caps & limits adjustment, uprated by 3.6% [Line 29 multiplied by 1.036]

2005-2006 Imputed “Guideline Rent” per dwelling per week before £57.06
caps & limits adjustments{ Line 30 + { 1/7 X (Line 22 — Line 30)}]}

2005-2006 Imputed “Guideline Rent” per dwelling per week before £58.88
caps & limits adjustment, uprated by 3.2% [Line 31 multiplied by 1.032]

2006-2007 Imputed “Guideline Rent” per dwelling per week before £60.50
caps and limits adjustments {Line 32 + { 1/6 X (Line 23 — Line 32)}1}

2006-2007 Imputed “Guideline Rent” per dwelling per week before £62.98
caps & limits adjustment, uprated by 4.1% [Line 33 multiplied by 1.047]

2007/08 imputed Guideline rent pd pw (no caps and limits @adjustment £64.67
in 07/08)

2007-2008 Pre-set Annual Guideline Rent per dwelling [Life,35 £3,363.01
multiplied by 52]

Stage 3 : Calculate Notional Rental Incomie

Line 36 X Line 1 X 0.98 £9,013,875.70
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19.1
19.1.1

19.1.2

19.1.3

19.1.4

19.1.5

19.1.6

Other Items of Reckonable Expenditure

Introduction

In addition to the main items of expenditure (management and maintenance
allowances, the Major Repairs Allowance and capital charges), a number of
miscellaneous items are taken into account in the overall HRA subsidy calculation.
Although these represent a relatively small percentage of total subsidy paid to
authorities, substantial sums can sometimes be involved for individual authorities.

The following sections of this chapter describe each of these items, which are known
as other items of reckonable expenditure in the HRA subsidy determination
(paragraph 7 and the various ‘heads”), as follows:

19.2 — Rent of Leasehold Property

19.3 — Leased Equipment

19.4 — Deferred purchase and other credit a
Annex A lists the individual items, indicates eyldre recorded in the HRA, and

summarises the extent to which they qualify fo sidy (with cross-references to
the HRA subsidy determination).

The HRA subsidy rules for so
certain extent, intertwined with
also with the Capital Finance
to be reckonable for HRA s

ellaneous items are complex and, to a
m 8 and capital charges subsidy rules and
ns 2003. However, the common factors are that,

(i) the expenditure in‘question must relate to HRA property;

(ii) it must be the HRA; and
(iii) HRA subsidy on the expenditure in question must not be claimed as part of the
capital charges subsidy.

Not all miscellaneous items of expenditure recorded in the HRA are taken into
account in the HRA subsidy calculation.

An authority’s assumed expenditure on these other items is fixed on the basis of
contractual commitments at 1 August in the year preceding the subsidy year. Where
an individual agreement includes variable elements, for example interest rates, which
may affect the payment due, the amount is based on the rates applying at 1 August

of the previous year. Equally, when a lease is due to expire during the year, or the
authority is planning to dispose of the properties or vary the terms of the contract, the
amount of HRA subsidy claimed should be only the contractual amount payable up to
the date of the scheduled expiry, disposal or variation.
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19.2.1

19.2.2

19.2.3

19.2.4

19.2.5

19.2.6
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Rent of leasehold property
(Heads 1-4 of Table A in HRA subsidy determination)

These Headls relate to the payment of rent on land, dwellings and other properties in
the HRA, which are leased rather than owned by an authority.

Under the capital finance system (see Chapter 3), most new leases taken out on or
after 1 April 1990 are treated as credit arrangements. As such, authorities require
credit cover for the initial cost of these leases which in many cases is the capital cost of
the lease, comprising both the cost of any premium and the net present value of the
rental payments due under the lease.

This principle is the basis for the treatment for HRA subsidy purposes of rents paid by
authorities on leased property within the HRA. Rental payments on such properties
are not generally charged to the HRA directly. Instead, leases are taken into account
in an authority’s HRA and subsidy capital financing requirements (CFRs) and, where
these CFRs are positive, will increase the Item 8 debit to the HRA and attract HRA
subsidy indirectly as capital charges. New leases (i.e. sing r11 1990) and certain
variations of existing leases, are generally treated as new b o g. HRA subsidy on
the corresponding payments will be paid if the cr ed upon is taken into

=
v

account in the subsidy capital financing require R) (see Chapter 16.1).
Rental payments on various types of ?ase acq ore the current capital finance
system came into effect are charged HRA under debit Item 3, but are

eligible for HRA subsidy on a revenu han a capital basis.

The key factors in determining w
for HRA subsidy purposes a t:

tal payments are reckonable expenditure

(i) theyare not to begtreat penditure for capital purposes;

(ii)  the lease rded in the HRA, rather than in the General Fund;

These factors in turn will depend on:
(i) the date the lease was acquired, renewed or, in some cases, varied; and

(i) the length of the lease.

Date of acquisition, renewal or variation

The key date is 23 October 1990. From that date, rental payments (as well as
premiums) on all new leases over three years have been treated as capital expenditure
for HRA and HRA subsidy purposes, as described in paragraphs 19.2.1 and 19.2.2
above.
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19.2.9
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In general terms, subject to certain value-for-money controls, rents on leases acquired
before 23 October 1990 are reckonable for direct HRA subsidy on a revenue basis,
whereas those acquired after that date attract HRA subsidy indirectly as capital
charges. HRA subsidy is no longer payable for expenditure on rent for an interest in
land for development acquired between 1 April 1981 and 22 October 1990.

The HRA subsidy rules summarised at Annex A are primarily concerned with leases
acquired before 23 October 1990. Within this broad group there are various sub-
divisions, with different rules applying to leases acquired in different periods,
according to the HRA subsidy rules applying at the time.

In all cases the date of acquisition is determined, for HRA subsidy purposes, by the

date on which an authority enters into a binding contract, not the date of physical
acquisition.

Length of lease

All leases of up to ten years of dwellings taken on after
of housing homeless households (see the HRA (Exclusio
are excluded from the HRA. No HRA subsidy can b '
short-term leases from 1 April 1995, the date whe
on short-term leases ceased.

ses) Direction 1997)
rents arising under

L 4

Leased equipment

(Head 5 of Table A in the HR. Determination)

This Head relates to annual paym.
authorities for leased eqiip
purposes. Examples in e

made under contracts entered into by
new-build or renovation schemes for HRA
for vebicles, plant or machinery, such as central

Annual payments
are called ‘hire pu
purposes if they ari
provided that:

er agreements to hire equipment (irrespective of whether these
ase’ or ‘leasing’ agreements) are reckonable for HRA subsidy
from a contract entered into on or before 21 December 1989,

(i) theyare not credit arrangements as defined in section 7 of the Local
Government Act 2003 or in the Capital Finance Regulations 2003;

(i) the terms of the lease have not been varied since that date;

(iii) in cases where the installation of the equipment was not complete when the
contract was entered into, the authority actually became the lessee of the

equipment on or before 30 September 1990;

(iv) there is no binding obligation (as opposed to an option) in the agreement to
purchase the equipment; and
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(v) the payments are annual rental payments under the lease, and that lease does
not make any distinction between the principal and interest elements of the
payments. If it does, HRA subsidy may only be claimed on the interest element.

Any payments made in respect of the termination of a lease, or for the purchase of
the equipment or other lump sum (as opposed to annual) payments, do not generally
qualify as reckonable expenditure for HRA subsidy purposes. This applies even if

any termination payments are calculated by reference to the annual payments which
would otherwise have been made, although HRA subsidy would be allowed on any
rental payments which are payable up to the date of termination.

Increases in payments as a result of additional tax liabilities to the finance institution
would also not be eligible for HRA subsidy if this increase is payable only by means of
a lump-sum payment. But where the increase is in the form of adjusted future annual
payments, under the terms of the lease agreement, the payments generally will qualify
for HRA subsidy.

1990, HRA subsidy may be payable as part of the g
that:

(i)  thelease is a credit arrangemerﬁas in section 7 of the 2003 Act;

(i)  credit cover for the initialgco e was provided by a supported
borrowing approval taken accomnt in the calculation of the subsidy capital
financing requirement R

Operating leases are credit arrangements and no HRA subsidy is payable on
these as either capital ¢ es or other items of reckonable expenditure.

Deferred purchdse and other credit agreements

(Head 6 of Table A'in the HRA subsidy determination)

This Head relates to interest payments on certain credit agreements entered
into under the former Housing Subsidy regime. These include deferred purchase
agreements but exclude those leasing agreements covered by Head 5, which are
covered in section19.3.

In order to qualify for HRA subsidy, such agreements must:

(i)  not already attract HRA subsidy as capital charges under paragraph 6 of the
HRA subsidy determination (i.e. the amount of any outstanding advance from
the authority’s loans fund in respect of such agreements must not have been
included in their initial opening subsidy credit ceiling for 1 April 1990);

(i) relate to expenditure on property, works or equipment which would otherwise
have been debited to the HRA;
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(iil) either:
(@) have been entered into by the authority before 7 July 1988; or

(b) have come into being on or after 7 July 1988 and before 1 April 1990
but which were not transitional credit arrangements by virtue of section
52(2)(d) of the 1989 Act;

(iv) have not been varied since 21 December 1989.
The amount of interest qualifying for HRA subsidy under this Head is the lower of:

(i)  the actual payments due (based upon contractual commitments at 1 August in
the year preceding the subsidy year); or

(i) notional interest payable if the Consolidated Rate of Interest (CRI) had been
used (see paragraphs 7.4.6—7.4.8 for the calculatiogof CRI).

eeme
teligib

HRA subsidy is also paid under Head 6 in respec ayments of interest under
restitution or other compromise arrangementsgin where there is doubt about
the vires of the original agreement. The f HRA subsidy in such circumstances
is limited to the lower of the amount thaggvou ve been eligible under the original
agreement, and actual interest un@der the restitution or compromise
arrangement. But if an authority suspended payments on a deferred
purchase agreement, withou into a compromise arrangement, no HRA
subsidy will be payable.

ats, such as legal fees
¢ for HRA subsidy.

Other liabilities payable under the terms of individual a
and indemnities against additional tax payments, are.no

HRA subsidy n other agreements

With effect from il 1990, deferred purchase, hire purchase and similar
arrangements are generally treated as credit arrangements. This means that credit
cover is generally required for the initial cost of each arrangement entered into or
varied on or after 1 April 1990, at the time the contracts are entered into. In the
case of leases, which are also generally credit arrangements, credit cover is generally
needed at the time when the authority becomes the lessees under the arrangement.
See section 7 of the 2003 Act and the Capital Finance Regulations for more details,
and in particular for exceptions to the general rules. Agreements entered into for
these purposes will therefore increase an authority’s HRA and HRA subsidy CFRs
and (provided these are positive) increase the Item 8 debit and their entitlement to
subsidy on loan charges. Interest payments on agreements entered into on or after
1 April 1990 do not therefore attract subsidy under this Head.

HRA subsidy treatment of repayment of principal

The rules on the repayment of principal on or after 1 April 1990 are as follows:
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(iii)

repayment of principal on agreements entered into after 1 April 1990 may
be met from an authority’s provision for credit liabilities (PCL) as they arise;

sums due on or after 1 April 1990 on transitional credit agreements may also
be met from PCL, but any such payments on HRA-related agreements are not
eligible for HRA subsidy; and

repayment of sums due on or after 1 April 1990 under agreements entered

into before 8 July 1988 cannot, however, be met from PCL and must be met
from other resources available to an authority, revenue contributions or credit
approvals. If met from credit approvals, such repayments will be eligible for HRA
subsidy in the usual way.

'Q
\
™
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Annex A: Other Items of Expenditure — subsidy/HRA

comparison

Type of Expenditure

HRA Subsidy

Determination
for 2004-2005

Amount of
reckonable
expenditure
specified in

Reckonable for Subsidy

Rent of leasehold property

Rent for an interest in land, houses and other property
acquired before 1 April 1981

Head 1

Debit Item 3

Column 1
Schedule 3

Rent for an interest in dwellings acquired between 1
April 1981 and 16 August 1989 for which a premium is
payable

Head 2

Debit Item 3

Column 2
Schedule 3

Rent for an interest in dwellings acquired between 1
April 1981 and 16 August 1989 for which no premium
is payable, where the rent has not changed since 16
August 1989

Head 3

Debit Item 3

Column 3
Schedule 3

Rent for an interest in dwellings acquired between 17
August 1989 and 22 October 1990 (whether or not a
premium is payable) together with rent for an interest,in
dwellings acquired between 1 April 1981 and 16 August
1989 for which no premium is payable, where the rent
has changed since 16 August 1989

Head 4

Debit Item 3

Column 4
Schedule 3

Annual payments for leased equipment, excluding
any payments for purchase, in new-build ogféfiovation
schemes, where the authority became lessee

—on or before 21 December 1989, or
—on or before 30 September 1990 whese
— the contract for installatiomwas @tpor

— the equipment installation werk started on or before
21 December 1989 and whereithere was in existence
on 21 December 1989 an agreement under which the
authority would become lessee of the equipment and
the terms of the lease have not been varied since 21
December 1989

Head 5

Debit Item 3

Column 5
Schedule 3

Interest payments not covered by paragraph 5 or Head
5 under arrangements which would have been credit
arrangements under s7 of the 2003 Act if entered

into on or after 1 April 1990 (deferred purchase
arrangements) where

—the arrangements were used to meet expenditure on
property, works or equipment which would otherwise
have been debited to the HRA

— the authority entered into the contract for the
property, works or equipment before 7 July 1988 or after
7 July 1988 and the arrangement is not a transitional
credit arrangement

— the terms of the arrangement have not been varied
since 21 December 1989

Head 6

Debit Item 8
(Item L in the
[tem 8 capital
charges
accounting
adjustment
in paragraph
4.5)

Column 6
Schedule 3
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Claims, Payments, Collection of Negative HRA Subsidy
and Certification Procedures

This chapter covers the conditions and procedures for claiming HRA subsidy, for
making subsidy payments and collecting assumed HRA surpluses.

Annex A provides a timetable for the annual base data and claim sequence.
Annex B sets out the Recoupment of Housing Revenue Account Subsidy Rules 2004.
Annex C sets out the General Determination of Administration of Housing Revenue

Account Subsidy 2004.

The statutory framework

Sections 79(2), 80(3), 80A, 80ZA, 85, 86 and 87 of the 198
framework for the administration of HRA subsidy (see @
General Determination of Administration of Housi

(see Chapter 20 Annex C), sets out the conditio I'pgocedures for claiming HRA
subsidy and the time and manner of subsidy and collections. All earlier
General Determinations of Administrgio f i evenue Account Subsidy are

revoked from 16th February 2004. \
The claim process Q
HRA subsidy has the followifig stages:

Data collection

(i) advanceb certified by 31st August in the year preceding the claim
year; and

(i) auditor base data return certified by 10th October in the year preceding the
claim year;

Claims

(i) first advance claim certified by 31st March in the year preceding the claim year;
(i) second advance claim certified by 31st August in the claim year;

(iii) advance final claim certified by 30th September in the year following the claim
year; and

(iv) auditor final claim certified by 31st December in the year following the claim
year.
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(If any of these dates fall on a bank holiday or weekend, the deadline is the last
working day before the date.)

Annex A illustrates the timetable for the claim process.

The claim cycle

DCLG’s internet based subsidy and grants system — LOGASnet — is based on activity
‘cycles’. A cycle may comprise the whole of a claims cycle, from base data capture

to auditor-certified final claim, spanning a 30 months+ period. However, it could
comprise two cycle steps, for example the advance base data return and the auditor
base data return. Each step within a cycle has a reference consisting of four characters.
The first two characters identify the financial year concerned, e.g. 05 (2005-20006); the
second two identify the step e.g. 02 (the second step in that cycle). The cycle steps
used, and due to be used, in respect of the financial year 2005-2006 are as follows:

05B1 Advance Base Data Return — due by 31 August 2004
05B2 Auditor-certified Base Data Return — due by 10" O
0501 First Advance Claim Form — due by 31 Ma

0502 Second Advance Claim Form — @e I"August 2005

0503 Advance Final Claim For b September 2006

0504 Auditor-certified Final Claj e by 30" December 2000.

The advance base datageturns dre used by DCLG to collect provisional data from
authorities for use in the calculagion of the pre-set element of HRA subsidy for the
following year.

base data return is identical to the advance base data return
and contains the same information. The auditor certified base data return will be
made available by DELG to each authority’s auditor via LOGASnet. When authorities
have completed the advance return they should notify their auditor that the data is
available for certifying. Auditors will require authorities to make any necessary changes
themselves to the advance base data return. This is in line with Audit Commission
practice for other certified claims.

The auditor-cer

Once satisfied with the certified amendments which authorities have made the
auditor will certify (or re-certify) the data on line, thus automatically making the
certified data available to DCLG. The auditor-certified data will be used by DCLG in
the calculation of the pre-set element of HRA subsidy for the following year.

Claims, payments, collections and audit procedures

Where the auditor-certified base data return is not certified by the deadline, DCLG
may not have sufficient time to make the calculation for an authority before the issue
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20.9

20.10

20.11

20.12

20.13

20.14
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of the annual general determination of HRA subsidy. In that event, DCLG may, in order
to protect the Exchequer, make assumptions about an authority’s data which might
have an adverse effect on the pre-set specified amounts for the following year. It is

in the authority’s interests, therefore, to ensure that the auditor-certified base data
return is completed correctly and certified by the deadline.

DCLG also expects local authorities to check thoroughly the data entered on the
return. DCLG continues to receive a number of requests to amend pre-set data after
the annual HRA subsidy determination has been finalised and issued. Ministers’ policy
is not normally to change pre-set figures after the determination has been made. It

is therefore of prime importance that authorities check the certified data, or those
entered on any previous return (e.g. the base rent for limitation purposes, as provided
on electronic claim form 97B2), if those data are to be used for pre-setting.

The first advance claim should be certified by authorities by 315 March. On-
account payments of HRA subsidy and on-account collection of amounts of negative
HRA subsidy due in the period from May to September Will be based on the data in
this form and the HRA subsidy determination for the yea

The second advance claim should be certified Q ies by 31 August.
On-account payments of HRA subsidy and on-ac on of amounts of
negative HRA subsidy due in the period from @c td February will be based on
the second advance claim form and t&e &% ation for the year.

The advance final claim sets out the ority®s' unconfirmed outturn figures for
the year. It is due by 31st Decemb e year following the relevant subsidy year.
It is the basis for calculating any nce'due to the authority or receivable by DCLG,

after deducting the amounts aid or collected in respect of the first and
second advance.

The auditor-certified lc is identical to the advance final claim form. At the
same time that ities eertify the advance final claim form, which then becomes
available to DCL rity should notify its auditor that the data are available for
certifying. Auditor§will require authorities to make any necessary changes themselves
to the advance finalglaim. Once satisfied with the certified data submitted by an
authority, the auditor will certify the data on line, thus automatically making that data
available to DCLG.

The first and second advance claim forms are also used to collect additional
information for monitoring and developing the HRA subsidy system. Authorities
should note that inaccurate data certified in this part of these claim forms may lead
to DCLG making incorrect assumptions about the impact of future changes in the
HRA subsidy system. Data required for information purposes may vary from year to
year, as may the information required for the HRA subsidy calculation. This additional
information may include items such as actual HRA data, data on rent arrears and rent
increases and information on the purchase and disposal of dwellings.
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Validation and overclaiming checks

On line claims may contain checks which restrict entries which can be made to
particular fields. Where an entry fails a check, an error message will appear which will
explain the scope of the restriction. In some instances, the authority will be allowed to
confirm that the entered data is in fact correct, in which case the validation message
will not prevent submission of the data. In other cases it will not be possible to certify
the data while the error message is generated and the authority will have to insert
data that meets the validation criteria. Such criteria might, for example, require that
average rent per week cannot be more than a certain set amount, so as to avoid
submission of incorrect data. In addition, DCLG may carry out validation checks which
test an entry on the form against certain conditions — for example, previously supplied
data. Details of the main tests will be explained on the claim, or in accompanying
correspondence.

Forms may also contain overclaiming checks, or overclaiming checks may be carried
out separately. It is DCLG’s usual policy that, where a return fails an overclaiming

In addition, DCLG may look at the pattern of aut esficlaims across several years

— for example substantial reductions or increaSes the second advance and the
advance final. Where this pattern poiggs t@ypersistent overclaiming, under-collection,
or weaknesses in authorities systems, ke the matter up with the authority.

Where a claim or return fails a
explanation has not been provi
until a satisfactory responsefs recei

r overclaiming check and a satisfactory
ay reduce, withhold or delay payment

Certification
The Chief Finan

FO) of the authority (or an officer delegated to act on

his or her behalf) must certify the advance base data return, first and second advance
claim and the advange final claim forms on-line on LOGASnet. The auditor version of
the base data return and the auditor version of the final claim form must be certified
on-line on LOGASnet by the authority’s auditor appointed by the Audit Commission.

In certifying the authority’s data the CFO confirms that he or she has carried out
the appropriate checks and that the data provided are, in accordance with the
relevant legislation, circulars, notes and instructions and that to the best of his or
her knowledge and belief the information provided is correct. The CFO undertakes
that the authority has systems and controls in place to check the data provided, and
that the authority will notify DCLG immediately of any matters which raise questions
of financial principle (e.g. regularity and propriety, known or suspected frauds and
losses) relating to HRA subsidy.

213



Housing Revenue Account Manual

20.21

20.22

20.23

20.24

214

Copies of claim forms and records

Local authorities must keep records relating to their returns and claims to enable
them to show, and their auditor to check, that the auditor-certified base data return
and the final claim forms have been correctly certified and to satisfy DCLG that all
returns and claims have been correctly completed.

Change of address, bank or other details

Where an authority changes their address, bank or other details, the CFO should
notify DCLG in writing. DCLG conducts various checks to ensure that the changes are
valid.

The payment process

There are currently ten scheduled on-account paymentsg@nd collections of HRA
subsidy each financial year, monthly from May to FebruaryiRayments are normally
to be made on the 15th day of the month or the first wq
Authorities are notified of the payment dates before the ¢ of the financial
year, and are notified of the amounts to be paid ormally at least

10 working days in advance of payment. Paymen made via the Bankers
Automated Clearing Services (BACS), with payme egative HRA subsidy due to
the Secretary of State being made by direegdebit where authorised by authorities.

Provided complete and properly m atayreturns and claims are submitted on time,
the amounts paid or collected ase e following:

(i) first advance claim — fige pay or collections, each being equal to one-tenth
of the total amoung®f Subsidy claimed or the total amount of negative HRA
subsidy due to th&S8ecre f State in accordance with the data in the first
advance . thesefive payments or collections to be made in the months of

May to Se

(i) second advange claim — five payments or collections, each being equal to one-
tenth of the total amount claimed or the total amount of negative subsidy due in
accordance with the data in the second advance claim, but adjusted to take into
account any amounts of subsidy overpaid or underpaid to the authority, or any
negative subsidy overpaid or underpaid to DCLG, in respect of the first advance
claim; these five payments or collections to be made in the months of October
to February;

(iii) advance final claim — for authorities in receipt of subsidy, a single payment,
or one (or, if necessary, more) recovery. Where the claim shows a balance due
to an authority, DCLG will pay 80% of the balance due as a single amount on the
first practical payment date at least two weeks after certification of the claim.
Where the claim shows a balance due to DCLG, DCLG will recover the amount
of the excess. This recovery will be made, by the issue of an Invoice.
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For authorities from whom negative subsidy is being collected, a single
(or, if necessary, more) collection or payment. Where the claim shows a balance
due to DCLG, DCLG will collect the balance due as a single amount on the first
practical payment date at least two weeks after certification of the claim. Where
the claim shows a balance due to the authority, DCLG will pay the amount of the
excess. Collection will normally be by direct debit or such other arrangement as
has been made with the authority for collecting negative subsidys;

auditor-certified final claim — for authorities in receipt of subsidy, a single
payment or one (or, if necessary, more) recovery. Where the claim shows a
balance due to an authority, and provided the claim is not accompanied by an
auditor’s qualification letter, DCLG will pay the balance due to the authority.
Where the claim is accompanied by an auditor’s qualification letter, DCLG will
consider the issues raised and discuss them with the authority and withhold any
further payment until the authority’s entitlement to HRA subsidy is determined.
Where the claim shows a balance due to DCLG, DCLG may recover the amount

’

of the excess whether or not the claim was accompanied by an auditor’s

¢ claim shows a balance
accompanied by an auditor’s
o the authority. Where the
ation letter, DCLG will consider
uthority and withhold any further
e t to a refund of negative HRA subsidy is
balance due to DCLG, DCLG may recover
r or not the claim was accompanied by an

ill normally be done by direct debit or such

begn made with the authority for collecting negative

qualification letter, DCLG will pay the ba
claim is accompanied by an audftor’

determined. Where the cla
the amount of the exce

auditor’s qualification [etter. ‘Ehi
other arrangeme
subsidy;

authorities'm during the year between being entitled to receive HRA
subsidy and B€ing required to pay amounts of negative HRA subsidy to the
Secretary of State for a year. Where this is the case, payments or collections will
be adjusted as necessary to take account of collections or payments already

made.

20.25 Authorities should note that it is not DCLG’s practice to accept:

(@

(iD)

claims or base data returns other than on-line through the LOGASnet system or
such other system as the Secretary of State may approve;

amendments to advance claims or returns submitted after the deadline for the
form or return, although in exceptional circumstances DCLG may consider
making changes — e.g. where the authority have overclaimed HRA subsidy. It will,
however, be possible for authorities to amend their certified data up until an
amendment deadline, which will be the same as their certification (in effect their
submission) deadline, as specified in paragraph 4.1 to the Determination. This
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means that authorities may certify and submit data more than once (including
their advance final claim), provided that is done before the relevant deadline.
They should inform their auditors if they propose to do so, to avoid abortive
work on their part;

(iii) amendments to claims or returns other than on-line through the LOGASnet

system or such other system as the Secretary of State may approve.

Interim payments

Only in very exceptional circumstances will DCLG consider making an interim
payment to an authority. Such a payment would be made at any time during the year.

Demands for repayment

DCLG will normally recover overpayments of subsidy paighon account. An Invoice will
be issued requiring settlement within a specified period. Aughorities are expected to
settle by making a payment to DCLG by the settlement %\ ere an overpayment
relates to a claim against an authority which has bee e

o the successor authority

t in line with the Invoice.

or will abate the successor authority’s on-accoun
DCLG may charge interest and or cos‘s where

also charge other costs agisi he collection of late payments. Authorities have
been encouraged to mdndat e of direct debits in order to avoid the possibility
of late paymen

Interest \
DCLG may, as a matter of policy, e interest on any negative amounts of HRA
subsidy required to be paid @hic not been received by the due date, and may
fro
e

Charges for inter hether against an unpaid Demand Note or in respect of unpaid
negative subsidy;, be raised as separate Demand Notes, which authorities will be
expected to settle bymaking a payment to DCLG by the settlement date. It is not
currently proposed that interest charges should be recovered by Direct Debit.

Late claims

[LAGGARDS PROCESSING] If a form is not certified by an authority on the Logasnet
system by the deadline, DCLG will normally take the following action:

(i) advance and auditor-certified base data return — part or all future on-account
payments of HRA subsidy will be withheld until the form is received;

(i) first advance claim — there is provision in the 2004 Administration Determination
for DCLG to make assumptions about the amounts of HRA subsidy to be paid
or the amounts of negative HRA subsidy to be recovered in such cases. DCLG
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proposes to use these powers to determine on-account payments of negative
HRA subsidy, relying on its powers to withhold or abate on account payments
where subsidy is due to authorities;

(iii) second advance claim — DCLG proposes to adopt a similar approach at this
stage,

(iv) advance final claim — where appropriate, some or all future on-account payments
of HRA subsidy will be withheld until the claim is received; and

(v) auditor-certified final claim — where appropriate, part or all future on-account
payments of HRA subsidy will be withheld until the claim is received.’ In
addition, payment may be withheld or delayed pending receipt by DCLG of
information relating to the authority’s claim for any year where DCLG has asked
for extra information;

(vi) Itis DCLG’s policy normally to refuse requests by l@e¢al authorities for extensions
to the deadlines for certification of claims and base returns.®

The audit certification process

20.30 A condition of HRA subsidy is that an authorit ide a base data return and
a final claim form, both certified by atau itor appointed by the Audit Commission.
DCLG may make assumptions about t m of negative HRA subsidy to be

recovered where no data or claim f hagbeen provided.

20.31 The auditor will test the return_an i ainst a number of prescribed tests set
out in annual Certification I issued by the Audit Commission. The Audit
Commission aims to issugythe Certification Instructions in July each year. The auditor
must perform all the t in ance with the Certification Instructions. The
auditor may pe ad nal tests if these are felt to be necessary.

20.32  The Certification uction tests are designed to ensure that the return or claim:

(i) complies with'the subsidy determinations;

(ii)  is correctly compiled; and
(iif) agrees with the authority’s accounts.

20.33  Where the auditor is satisfied that the return or claim complies with the tests and is
fairly stated, the auditor will certify the return or claim form.

5 Authorities should note that DCLG will not accept an auditor-certified final claim which has been heavily qualified as a result of the
authority not having kept adequate records and supporting information. Authorities should note that it is their responsibility to ensure
that adequate records are maintained which enable the auditor to certify the return or claim. It is also their responsibility to agree with
their auditors a timetable that will allow the auditor-certified returns to be entered onto the Logasnet system by the relevant deadline.

6 This is not the same as ‘unlocking” a claim on LOGASnet to enable an authority to make such amendments after the normal deadline,
as may be required by the authority’s auditor to enable him to certify the claim without qualification. DCLG will, of course, action such
requests provided they are made by the auditor and in accordance with published procedures. See 20.37 et seq.
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20.34  Where the auditor is not satisfied that the return or claim is fairly stated, the auditor

20.35

20.36

20.37

20.38
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may certify the return or claim, subject to:

(i) amendments which have been agreed with and provided by the authority — in
such cases the auditor may identify the amendments in a qualification letter; or

(i) a qualification letter setting out the areas of concern. The auditor will set out the
areas of concern, refer to the relevant subsidy determinations and Certification
Instruction tests, and quantify where possible the amounts involved in terms of
subsidy entitlement.

Where an auditor-certified final claim is accompanied by an auditor’s qualification,
DCLG will normally:

(i) recover in full any balances receivable;

(i) withhold payment of any balance of HRA subsidy da¢ to the authority against
the auditor-certified final claim until the issues raised by the auditor have
been considered and resolved to the satisfaction ¢ % and the authority’s

entitlement to HRA subsidy has been determined;
(iii) notify the authority of the action which bé taken in respect of
each issue raised by the auditor and @3 spondence to the Audit

Commission; L 2
(iv) require the authority to = a'§pecified date (normally within four weeks
from the date of DCLG’s r St) the auditor to certify the response and

comment as appropria

(v) where an agreemefit cagnot e reached, consult the authority on the action
which DCLG inte to take, prior to making any payment or seeking further
recovery;

(vi) notify the aughority electronically, once the issues have been resolved of its

e a final decision under section 80A of the 1989 Act.

DCLG seeks to respond to audit qualifications as soon as possible but may need some
time to consider the issues raised.

Amendments to auditor-certified final claim forms

DCLG may consider an adjustment by the authority to the auditor-certified final claim,
whether or not that claim is accompanied by a qualification letter from the auditor,
where it is satisfied that the adjustment is required to properly reflect the amount of
HRA subsidy due to the authority for the relevant year. Adjustments can, however,
only be made before the Secretary of State makes a final decision under section 80A of
the 1989 Act.

Authorities should note that DCLG has powers to reopen a claim at any time before
a decision is made under section 80A of the 1989 Act where it is considered that an
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authority has overclaimed HRA subsidy. Any proposed recovery would be subject to
the Recoupment of Housing Revenue Account Subsidy Rules 2004 and the authority
would be consulted on any such proposed recovery.

Final decision as to the amount of HRA subsidy

The Secretary of State will make a final decision according to section 80A as to the
amount of HRA subsidy payable to a local housing authority for a year and will notify
the authority of his decision electronically after the end of the financial year. Once this
amount has been notified to the authority, neither the local authority nor DCLG will
be able to amend the claim.

DCLG makes its final decision once the auditor-certified final claim has been received
and any matters raised by the auditor in any qualification letter accompanying the
claim form or any other outstanding issues have been resolved. Where the amount

of subsidy already paid to an authority for the financial ygar is less than the amount
finally decided, the authority would be entitled to be paidighe balance. Where subsidy
has been paid to an authority in excess of the amount cided, the Secretary of
State is empowered to recover the excess.

DCLG will make its decision only once all payme coveries have been made so
that the amount of HRA subsidy payable corr e amount actually paid.

Recoupment

The Recoupment Rules made u sec 6 of the 1989 Act set out the
circumstances where DCLG ecover overpaid HRA subsidy (see The Recoupment
of HRA Subsidy Rules 2004: Annex

These are where;

(i) aclaimisi '

(i)  information ecords, including audit trails, are considered to be incorrect,
misleading or inadequate;

(iii) there is a miscalculation of HRA subsidy entitlement; or

(iv) there is a breach of a condition in an HRA subsidy determination or a special
determination relating to the payment of HRA subsidy.

Where DCLG proposes to recover overpaid subsidy under the Recoupment Rules, the

authority concerned will be consulted on the proposed recovery.

Special determinations and directions

The Secretary of State has power under sections 80 and 87 of, and Schedule 4 to, the
1989 Act to vary the subsidy rules and the Item 8 debit and credit rules set out in the
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general determinations and to vary the provisions of Schedule 4 by virtue of
section 87A.

20.45  An authority may apply to DCLG for a special determination or direction. In certain
circumstances DCLG may instigate the special determination or direction.

20.46  When submitting an application for either a special determination or a direction,
authorities should provide the following information:

(i)  the sub-paragraph(s) of the general determination or direction which the
authority wants to be changed;

(i)  the reason for the change, including the financial impact of the current rule on
the authority in terms of subsidy loss, impact on council rents and the General

Fund;

(iii) the amendment required and the year(s);

(iv) an estimate of the financial impact on the authori equest is granted, in

terms of subsidy, council rents and the General Fu

(v) any other relevant information and copi pets, including committee
reports and minutes; and

(vi) a contact point at the authority.

20.47 DCLG will ensure that all applic nsidered fairly and consistently. A
substantive response setting ’s initial view will generally be sent to the
authority within four weeks [©f receipt 6f the application. Where an application is
rejected, the authority ( four weeks to respond with further supporting

evidence.

20.48 Where an applica
a draft of the spe
special determinati

epted, the authority is given at least four weeks to consider
I'determination or direction. Subject to their comments, the
n/direction will then be issued.
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Annex A: The HRA Subsidy Claim for One Year from
2004-2005 onwards

| PRIOR YEAR | CLAIM YEAR | FOLLOWING YEAR |

Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan

Advance Base T
Data by 31*
August

Auditor-certified T
Base Data by
10" October

First Advance by 31* March T
Second Advance by 31* Alg\
Advance Final " September T
it

o) ed Final by 31% December T
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Annex B: The Recoupment of Housing Revenue Account

1.1

1.2

1.3
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Subsidy Rules 2004

The First Secretary of State, as respects all local housing authorities in England, in
exercise of the powers conferred on him by section 86 of the Local Government and
Housing Act 1989 hereby publishes the following rules:-

Citation and Commencement

These Rules may be cited as The Recoupment of Housing Revenue Account Subsidy
Rules 2004 and shall have effect as respects the recoupment of HRA Subsidy by the
Secretary of State from February 16 2004.

Subject to paragraph 1.3 The Recoupment of Housing Revenue Account Subsidy Rules
1993 are hereby revoked.

993 shall continue to
Secretary of State prior

The Recoupment of Housing Revenue Account Subsid
have effect as respects the recoupment of HRA S
to February 16 2004.

Interpretation ¢

In these Rules:- \
“authority” means a local ho ority; and

“HRA Subsidy” means sing Reveénue Account Subsidy

Cases of Rec

Where HRA Subsi
the payment in the

has been paid to an authority the Secretary of State may recover

Rule 1
Where HRA Subsidy has been overpaid because:

(@) aclaim is incorrect;

(b) information or a record kept by the authority or supplied by the authority to the
Secretary of State is incorrect, misleading or inadequate;

(c) amiscalculation of the authority’s entitlement to HRA Subsidy was made by the
authority or the Secretary of State.
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Rule 2

Where there is a breach of a condition whether or not in a Special Determination and
relating to the payment of HRA Subsidy.

Amount Recoverable
(@) Rule 1, the amount by which HRA Subsidy has been overpaid,

(b) Rule 2, the amount by which HRA Subsidy has been overpaid as a result of the
breach of condition.

Means of Recovery

(a) Recovery of overpayment shall be made by a demand note requesting an
amount to be repaid which is issued by the Secretacy of State;

(b) where repayment is not made as requested, intere
outstanding amount from the due date at the curt
plus 2%.

John Apps Y 3
For and on behalf of the Secretary of St\
16 February 2004 Q

pbe charged on the
of England base rate
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Annex C: The General Determination of Administration of

1.1

1.2

1.3
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Housing Revenue Account Subsidy 2004

The First Secretary of State as respects all local housing authorities in England, in
exercise of the powers conferred on him by sections 79(2), 80ZA and 87 of the
Local Government and Housing Act 1989, and of all other powers enabling him in
that behalf, after consulting such representatives of local government and relevant
professional bodies as appear to him to be appropriate, and with the consent of the
Treasury, hereby makes the following determination:-

Citation, commencement and savings

This determination may be cited as the General Determination of Administration
of Housing Revenue Account Subsidy 2004 and shall have effect in relation to the
payment of HRA subsidy and collection of negative HRA subsidy for the year beginning
1 April 2004 and subsequent years.

This determination shall have immediate effect in a

recoupment of HRA subsidy for the years beginn Ajpril 2003 and preceding years.

The General Determination of Admi@tr ion of Ho
2002 is hereby revoked.

Interpretation Q
In this determination:

“authority” means a loc

ing Revenue Account Subsidy

ousing authority;

“base data” mea
authorities in adv
HRA subsidy for th

as the Secretary of State requires to be provided by local
e of the relevant year, to be used for the purposes of determining
ear;

“cycle” means the claims cycle period in respect of HRA subsidy and negative;

“cycle step” means a requirement to supply base data or claims information on the
Logasnet data capture screen as appropriate at a specified point in the cycle, for the
purposes of calculating the amount of HRA subsidy payable to an authority or the
amount of negative HRA subsidy due from an authority, as the case may be;

“debit” means, where it refers to the debit of negative HRA subsidy by the Secretary
of State, the collection of sums due by any appropriate method, including but not
limited to, a direct debit arrangement with an authority;

“demand note” means a request for recovery of overpayment of HRA subsidy paid on
account;
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“HRA subsidy” means Housing Revenue Account subsidy payable to an authority
under section 79 of the Local Government and Housing Act 1989;

“Logasnet” refers to the ODPM Internet based local government grants and subsidies
system;

“negative HRA subsidy” means the amount debited by an authority to its HRA and
payable to the Secretary of State under section 80ZA(1) of the Local Government and
Housing Act 1989;

“SAP” refers to the ODPM finance and accounting system;

“relevant year” means the year for which HRA subsidy is payable; and

“year” means a period of 12 months beginning on 1st April.

General conditions for payment of HRA subsidyito authorities and
collection of negative HRA subsidy from aut o o

Subject to compliance by the authority with the : ’ is determination:-

3.1.1  the Secretary of State shall make pay subsidy to an authority on
account of the authority’s en‘tle HRA subsidy, or collect payments
of negative HRA subsidy on ac authority’s liability to pay the

Secretary of State, for ar as appropriate, in accordance with
paragraph 5;

or receipts of negative HRA subsidy on

3.1.2  such payments of
; ring the relevant year in accordance with

account may be

receive HRA subsidy being required during the relevant year to
pay neg Dsidy to the Secretary of State where revisions during
that yea It in an authority becoming liable to pay negative HRA subsidy

initially paid'negative HRA subsidy becoming entitled, as a result of revisions,
to receive HRA subsidy;

3.1.3  the Secretary of State may at any time after the end of the relevant year and
prior to the final decision for the relevant year revise his estimate of the total
amount of HRA subsidy payable or negative HRA subsidy due for that year and
may credit the outstanding amount or recover any excess from the authority
in accordance with paragraph 7;

3.1.4  the Secretary of State shall, where revised data indicates that additional HRA
subsidy is payable or negative HRA subsidy due, make a further payment of
HRA subsidy on account or make a further debit of negative HRA subsidy on
account, as applicable, following receipt of the advance final claim for the
relevant year in accordance with paragraph 8;
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3.2

4.1

4.2
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3.15

the authority’s entitlement to HRA subsidy or liability for negative HRA
subsidy for the relevant year, as applicable, shall be determined after both the
end of that year and receipt by the Secretary of State of auditor-certified data
for that year, and a further payment or recovery made, in accordance with
paragraph 9 of this determination and section 80A of the Local Government
and Housing Act 1989.

Where an authority fails to comply with the provisions of this determination, the
Secretary of State may make such assumptions as he considers appropriate in
calculating the amounts of HRA subsidy to be paid to, or the amounts of negative HRA
subsidy to be recovered from, an authority in accordance with this determination.

Information to be supplied and records to be kept

Subject to paragraph 4.3, authorities shall prepare and ensure certification of, in
respect of each relevant year:-

4.1.1

4.1.2

4.1.3

4.1.4

4.1.5

4.1.6

an advance base data return no later than 31 A the year preceding the
relevant year;

an auditor-certified base data return, to
directly from the authority’s auditor
later than 10 October in the ygar greceding

d by the Secretary of State
the Audit Commission, no
e relevant year;

a first advance claim by no \ﬂl March in the year preceding the
relevant year;

a second advance ¢ y ter than 31 August in the relevant year;
an advance findl'clai later than 30 September in the year subsequent
to the

tified final claim, to be received by the Secretary of State directly
from the authority’s auditor appointed by the Audit Commission, by no later
than 31 De@ember in the year subsequent to the relevant year.

Subject to paragraph 4.3, authorities may certify, in respect of each relevant year:

4.2.1

4.2.2

4.23

following receipt by the Secretary of State of the advance base data return,
one or more revised advance base data returns by no later than 31 August in
the year preceding the relevant year;

following receipt by the Secretary of State of the first advance claim, one
or more revised first advance claims by no later than 31 March in the year
preceding the relevant year;

following receipt by the Secretary of State of the second advance claim, one
or more revised second advance claims by no later than 31 August in the
relevant year;
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4.4

4.5

4.6

4.7

4.8.
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424  following receipt by the Secretary of State of an advance final claim, one or
more revised advance final claims by no later than 30 September in the year
subsequent to the relevant year.

Where any date referred to in paragraphs 4.1 or 4.2 falls on a Saturday, Sunday or
bank holiday, authorities shall ensure that the return or claim, as the case may be, is
certified by no later than the immediately preceding working day.

All returns and claims shall be submitted by means of the data capture screen on the
Logasnet system or such other system as the Secretary of State may approve, and
shall be accompanied by such information, as is required, either generally or in any
particular case, in order to satisfy the Secretary of State that the return or claim has
been correctly completed and contains the correct information.

At the same time as submitting each advance base data return, revised advance base
data return, advance final claim and revised advance final claim to the Secretary of
State, an authority shall, where necessary, notify its audit@t appointed by the Audit
Commission, of the completion, certification and availabilitfaof each advance base data
return, revised advance base data return, advance final d revised advance final
claim submitted by it to the Secretary of State.

Where, in the course of examining, as part of the ification process,

(a) an advance base data return or fevi ce base data return sent to it by
the authority, prior to submitting udi ertified base data return to the
Secretary of State; or

(b) an advance final claim is€e advance final claim prior to submitting an
auditor-certified final ¢laim tagth€ Secretary of State;

the auditor appointed byighe Audit Commission considers that changes to the entries
on such a retur im shieuld be made, the authority shall make such changes to
the returns or cl uthority and auditor agree should be made.

Where, following the submission by the auditor appointed by the Audit Commission
of an auditor-certified base data return or auditor-certified final claim, the Secretary of
State considers that revisions to the entries on such a return or claim should be made,
to properly reflect the amount of HRA subsidy payable to or negative HRA subsidy
due from the authority for the relevant year, authorities will be required to make such
revisions and, as necessary, notify the auditor that amendments have been made and
re-certified by the authority and that the return or claim is available to be re-certified
by the auditor. The auditor shall submit to the Secretary of State a re-certified return
or claim as the Secretary of State may require.

Authorities shall ensure the proper process of certification of returns and claims; and
in particular:

4.8.1  shall nominate a claims administrator to the Secretary of State to carry out

such functions as are required for the completion of the submission process
for claims and returns on the Logasnet system.
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4.9

5.1

5.2

5.3
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4.8.2  shall nominate a claims certifier to the Secretary of State to certify base data
and claims data for submission on the Logasnet system. This should be the
authority’s chief finance officer, within the meaning given by section 5(8) of
the Local Government and Housing Act 1989, or an officer of the authority
to whom the authority’s chief finance officer has formally delegated such
powers and formally notified the ODPM.

4.8.3  the claims certifier is deemed to have accepted that any amounts claimed or
payable are correct and that any demand for a debit or recovery of a payment
will be paid by the due date.

The authority shall keep records relating to its base data returns and to claims in
respect of HRA subsidy and collection of negative HRA subsidy in such a way and for
such period:

4.9.1 aswill enable it to show, and its auditor to check, that the certified return or
claim for each relevant year has been fairly state@, and

4.9.2  asare required to satisfy the Secretary of State eturns and claims have
been correctly completed.

Payments of HRA subsidy and collecti gative HRA subsidy on
account ¢

sidy, and collection of negative HRA
all’be made as follows:

Subject to paragraph 6, payments
subsidy, on account for the rele

5.1.1  payments shall be ndade d the relevant year upon ten dates notified
to authorities by ecrefdry of State prior to the commencement of the

5.1.2  each pa

Secretary OfiState, having regard to the first and second advance claim, and
any other rélevant information available to him, to be the total amount of
HRA subsidy due, or negative HRA subsidy payable, for the relevant year.

Subject to paragraphs 5.1, 5.3 and 6, collection from authorities of negative HRA
subsidy shall be debited in such manner as is agreed between the authority and the
Secretary of State from time to time.

Where the Secretary of State issues a demand note via the SAP system requiring
payment by an authority of an amount in respect of recovery of subsidy, or requires
an amount to be debited in respect of negative HRA subsidy, the authority shall make
payment of the amount required in the manner agreed and at such time or within
such period as the Secretary of State may require.
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Adjustments during the relevant year

The Secretary of State may at any time during the relevant year, having regard to

the first and second advance claims and any other relevant information, revise his
estimate of the total amount of HRA subsidy payable or negative HRA subsidy due for
the relevant year and in that event the amount of each payment or debit outstanding
in respect of the relevant year shall be revised accordingly.

A payment of HRA subsidy on account which is due on one of the dates notified to
authorities in accordance with paragraph 5 may be reduced, withheld or delayed:

6.2.1  where a base data return or claim, whether or not in relation to the relevant
year, which the authority is required to prepare and submit by a date specified
in paragraph 4.1 of this determination, (whether that base data return or
claim is required to be submitted to the Secretary of State directly by the
authority, or by the authority’s auditor appointed by the Audit Commission)
has not been received by the Secretary of State by the required date; or

6.2.2  pending receipt by the Secretary of State of infg
the authority’s HRA subsidy entitlement or liab
for any year as specified in paragraph 4.9

or records relating to
egative HRA subsidy

Where a demand note issued or debit request een paid in accordance with
paragraph 5.3 (including refusal of a direcgdebiBunder an existing arrangement), the
following applies: \

6.3.1 interest may be payabl ount outstanding from the due date at

the current Bank of E
separately from anyfother
HRA subsidy, for
calculation of | su

baserate plus 2%; such interest to be debited
it of negative HRA subsidy or recovery of
the Exchequer, and to be excluded from the
otherwise paid, debited or recovered; and

6.3.2  inaddit t of a debit of negative HRA subsidy due and not paid,

of State may charge an authority an amount equal to any further
d by him as a result of late payment of sums due, such amount
separately from any other debit of negative HRA subsidy or
recovery of HRA subsidy, for payment to the Exchequer, and to be excluded

from the calculation of total subsidy otherwise paid, debited or recovered.

Adjustments after the end of the relevant year

At any time after the end of the relevant year and prior to the final decision for the
relevant year in accordance with paragraph 9.3, the Secretary of State may, having
regard to any claim for the relevant year and any other relevant information, revise his
estimate of the total amount of HRA subsidy payable to the authority, or of the total
amount of negative HRA subsidy payable to the Secretary of State for the relevant year.

7.1 Where the revised estimate of the total amount of HRA subsidy payable to the
authority is less than the previous estimate, the Secretary of State may recover
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8.1

8.2

8.3

8.4

9.1
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the excess from the authority, or where it is greater, pay the authority the
difference.

7.2 Where the revised estimate of the total amount of negative HRA subsidy
payable to the Secretary of State is less than the previous estimate, he may
pay the authority the difference, or where it is greater, recover the difference
from the authority.

Payment and collection on account following advance final claim

Following receipt by the Secretary of State of the authority’s advance final claim for
the relevant year in accordance with paragraph 4.1.5, the Secretary of State shall,
having regard to any claim for the relevant year and any other relevant information,
revise his estimate of the total amount of HRA subsidy payable or negative HRA
subsidy due for the relevant year.

Subject to paragraph 8.4, the Secretary of State shall ma
recovery of HRA subsidy as applicable on account for t

adjusting payment or
nt year, as follows:-

8.2.1  such payment or recovery on account sh
date following receipt of the advance fin

the first practicable

8.2.2  the amount of any such paymentQn aceount s all be 80% of the difference
between the aggregate of pay ts subsidy on account made to
the authority for the releva % the revised estimate made following
receipt of the advance of'the amount of HRA subsidy due to the
authority for the relev

Subject to paragraph 8.4 ecrefary of State shall make an adjusting debit or credit
of negative HRA subsidfyas applieable on account for the relevant year, on the first
practicable dat winggeceipt of the advance final claim.

In respect of suc
credit of negative
State to:

sting payment or recovery of HRA subsidy or adjusting debit or
subsidy, nothing will prejudice the power of the Secretary of

8.4.1  withhold or delay any such payment, recovery, debit or credit pending receipt
by the Secretary of State of information or records relating to the authority’s
HRA subsidy entitlement or liability to negative HRA subsidy for any year as
specified in paragraph 4.9; and

8.4.2  make any such payment, recovery, debit or credit on dates other than those
previously notified.

Final decision

Following receipt by the Secretary of State of an auditor-certified final claim, the
Secretary of State will not consider any adjustment by the authority to that claim
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except if an amendment is submitted as a revised auditor-certified final claim, or in
accordance with this paragraph:

If the auditor-certified final claim is accompanied by a qualification letter issued by the
auditor through the Logasnet system:

9.2.1

9.2.2

the Secretary of State will discuss this with the authority as appropriate and
will seek to resolve all the matters to which the qualification letter relates; and

where:
(i)  the amount of HRA subsidy claimed for the relevant year is greater than
the aggregate of payments of HRA subsidy on account (if any) made in

respect of the relevant year; or,

(i) the amount of negative HRA subsidy due is less than the aggregate of
amounts of negative HRA subsidy collecte€

the Secretary of State will not pay any excess o
the authority:

(@) until the Secretary of State has dec whether or not the auditor’s
qualification letter raises mattersiabo ich he needs to consult the

authority; and L 4

(b) until all the matt Nualiﬁcation letter relates are resolved.
Section 80A of the Local Goy; nd Housing Act 1989 (final decision on amount

of HRA subsidy) shall apply @nd theref6re:

9.3.1

9.3.2

93.3

9.3.4

9.3.5

the Secretary offState shall, as soon as he thinks fit after the end of the year,
cisiom, as to the amount (if any) of HRA subsidy payable to an

e HRA subsidy due from an authority for that year and

once notified to the authority the decision is conclusive as to the amount (if
any) payable by way of subsidy or due as negative subsidy and shall not be
questioned in any legal proceedings;

where the amount (if any) of HRA subsidy paid to an authority is less than
the amount finally decided, or the amount (if any) of negative HRA subsidy
collected from an authority is more than the amount finally decided, the
authority is entitled to be paid or repaid the balance;

where the amount (if any) of HRA subsidy paid to an authority is in excess of
the amount finally decided, the Secretary of State may recover the excess, and

may charge interest from such time and at such rates as he thinks fit;

where the amount (if any) of negative HRA subsidy collected from an
authority is less than the amount finally decided, the Secretary of State shall
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issue a demand for the amount due. Interest and costs may be charged in
accordance with paragraph 6.3;

9.3.6  without prejudice to other methods of recovery, a sum recoverable under
section 80A may be recovered by withholding or reducing subsidy;

9.3.7  nothing in section 80A affects any power of the Secretary of State to vary a
determination as to the amount of subsidy before the final decision is made.
John Apps

for and on behalf of the Secretary of State

16 February 2004

'Q
\
™
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Former Negative Subsidy Authorities — The
Transitional Measures Scheme and The Interim
Measures Scheme

Authorities that were required to transfer resources from their Housing Revenue
Account (HRA) to their General Fund under section 80(2) of the Local Government
and Housing Act 1989 are known as former negative subsidy authorities. These
authorities had assumed rental and other income greater than both their assumed
expenditure on the housing stock, and their entitlement to subsidy on rent rebates
granted to HRA tenants. Up to and including 2003-2004, such authorities were
required to transfer an amount equivalent to the resulting negative amount of HRA
subsidy from their HRA to their General Fund.

With effect for the financial year from April 2004 and onwards, rent rebate
expenditure and associated subsidy has been removed the HRA, and the
requirement to make such section 80(2) transfers has héernwepealed. Instead, where
the amount of HRA subsidy calculated is negative, an & @ W is required to pay an
equivalent amount to the Secretary of State (see ) Subject to the measures
described below, this will prevent housing resou ifag lost to other services.

From April 2001, when the Major RepairsAllo RA) was paid for the first
time, former negative subsidy authoritigs g ly had to make a much smaller
transfer, as they were eligible for m &ubszdy than without the MRA. In many
cases the transfers ended.

res were needed, explains the form of the
ures for making an application under the

This chapter sets out why spécicl m
measures and summari e pro
transitional measures

ars from 20042005 onwards for a transitional
measures transfe m 1S HRA to its General Fund. For years up to and including
2003-2004, an authority could apply for both a transitional measures transfer from
its HRA to its General Fund and a interim measures transfer from its Major Repairs
Reserve to its HRA. The interim measures scheme ran for three years, and so from
2004-2005 such transfers are no longer available. If an authority wishes to apply
for an interim measures transfer in respect of an earlier year, they should consult
Chapter 22 of the previous edition of this manual for more details. Obviously if the
combined total of the interim measures and transitional measures transfers exceeds
the total resources in the Major Repairs Reserve, part or all of the transitional
measures transfer to the General Fund will have to be financed from resources in
the HRA, not the Major Repairs Reserve.

An authority m.
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21.1.1

21.1.2

21.1.3

21.1.4

21.1.5

21.1.6
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Transitional measures scheme

Some local authorities in the past have relied on the transfer from the HRA to the
General Fund when drawing up their annual budgets and expenditure plans. These
authorities have a number of options to compensate for the reduction in the transfer
from their HRA. In principle they could reduce the cost of services charged to their
General Fund, fund them in the short term from reserves, or increase their council
tax. It is for the authority to decide how it adapts to this change in the income to
their General Fund. However, Ministers have agreed to provide transitional measures
for these authorities to allow them time to phase in the reduction in the transfer to
the General Fund and adjust to their new financial position. These measures were
announced to Parliament on 21 November 2000 in reply to a Parliamentary question
from Bill Rammell MP (Hansard column 124).

Form of transitional measures

these transitional

ity to decide whether

% ey can be used to
e transitional measures to

is free to adopt a different

a ean for which measures are

f transitional measures will

or an Item 10 direction to allow a

es.

There is no compulsion on authorities to take advantagé
measures. Ministers take the view that it is for the local
to leave resources in the HRA, or Major Repairs Reserve
support the housing service, or to transfer them u

the General Fund to support other services. An

policy on applying for transitional measures i
available. Authorities wishing to take advantag
need to apply each year to the Secret
transfer under the terms of the transitional mea

Fund if they choose for a od offho'more than ten years from that date. There is an
upper limit to the amoufit th e transferred in each year during that period. An
authority may also choosgyto fund this transfer, or part, from the HRA to the General
Fund from the i Major Repairs Reserve (equivalent to its Major Repairs
Allowance) by m rallel Item 9 direction crediting the HRA.

Amount and period of the measures

Communities And Local Government would, of course, consider representations
from authorities as to the amount to be transferred in respect of any financial year.
But, other than in very exceptional circumstances, it expects to adopt the following
approach to calculate the maximum amount an authority may transfer each year.

The maximum period for any authority for which transitional measures are available
is ten years. Transitional measures are available to many authorities only for a shorter
period. The first year in which authorities could benefit from these transitional
measures was 2001-2002.

The maximum amount that an authority is allowed to transfer each year under the
transitional measures depends on a base amount for each authority, and is reduced
year by year, by a fixed step reduction, from this base amount.
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The base amount for each authority is equal to the amount which was transferred
under section 80(2) from their HRA to their General Fund in the financial year 1999—
2000. The calculation is based on the position in 1999-2000 as that is the latest year
for which audited data were available when the scheme was introduced. The step
reduction in the amount of the maximum transfer for each authority is the larger of:

(i)  the additional amount that would be raised from an increase of £10 in Band
D council tax (and equivalent increases in the other bands) based on the
authority’s council tax base for 1999-2000;

or

(i) one-tenth of the base amount, so that after ten years the amount of the transfer
under the transitional measures will be nil.

The maximum amount an authority could apply to transfer under the transitional
measures in 2001-2002, therefore, was the base amountfless one step reduction, less
any transfer the authority is required to make under sectiomy80(2). The maximum
amount in year two (2002-2003) was the base amount
any transfer under section 80(2), and so on. In eac r
2004 an authority also had to make any transfer r. cr section 80(2).

Special arrangements L 2

Where an authority which makes a
2001-2002, makes no such tra
further transfer, the maximum am
three will be the ‘base amo , less
reductions.

Nder the transitional measures in

—2003, but in 2003-2004 applies to make a
t th&authority will be allowed to transfer in year
transfer under section 80(2), less three step

axi transfer the authority can apply to make under the

) period of the transitional measures, may be reduced.
This will happen #ii€re is a significant improvement in an authority’s financial
position, in respectof either their HRA or their General Fund, as a result of some
other factor, or if th@'size of the authority’s stock changes by 10 per cent or 3,000
properties from their 1999-2000 figure.

transitional mea

In any event, Communities And Local Government would not expect to agree to
transitional measures, in addition to any section 80(2) transfer, if their effect would
be to increase the total transfer from the HRA to the General Fund above a limit
calculated as the amount of the transfer in 1999-2000 less the annual step reductions
for that authority.

Funding transfers under the scheme

From 2004-2005, in light of additional pressures on some eligible authorities as a
result of the repeal of section 80(2), Communities And Local Government will recycle
some of the additional money to be captured from surplus authorities towards the
cost of the scheme.
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21.1.13 Those eligible authorities who choose to make a transfer under the scheme must fund
one third of the amount themselves. Communities And Local Government is content
that authorities use MRA resources to fund this if they so wish. The remaining two
thirds will be met by way of a reduction in the amount they would otherwise be due
to pay the Exchequer.

21.1.14 Authorities are required to make a depreciation charge in their HRA and to transfer a
sum equivalent to this (or the MRA if higher) to the Major Repairs Reserve. Authorities
granted a direction to make a transfer to their General Fund under the transitional
measures scheme would be allowed to transfer back a proportion from the Major
Repairs Reserve to the HRA.

21.1.15 This transfer would be shown in the HRA as an adjustment below the net cost of
services. This will enable authorities to show the full depreciation charge in the
net cost of services and also allow them to part fund the transitional transfer to the
General Fund from MRA resources. Communities And Local Government considers
this preferable to requiring authorities to fund such tran§fers by making savings
elsewhere in the HRA or by increasing rents.

Making an application

21.1.16 From 2004-2005 onwards, Communities And
measures by making Item 10 debit directions t
to apply for the scheme to transfer resour
parallel item 9 credit direction will also ade
the transfer using resources frédm i
to benefit from the transitional

overnment will give effect to the
e an authority which chooses
its HRA to its General Fund. A
ere an authority wishes to fund
jor airs Reserve. An authority which wants
ould apply for an Item 10 debit direction
(and Item 9 credit direction j iate), setting out the amount of the transfer
they would like to make from thei to their General Fund for the financial year
in question, and explaigifng h fits within the terms of the transitional measures
permissible or is some lesser amount).

r

21.1.17 A special determ
effect to the part-
outlined above.

RA subsidy will also be made for the authority, giving
ding of the transfer by Communities And Local Government as

21.1.18 When an authority makes an application under this scheme either:

(i)  their auditor should confirm the amount of their section 80(2) transfer in 1999—
2000 and the annual step reduction that will apply for the authority; or

(ii)  their Chief Financial Officer should certify that the figures being used are
in accordance with those in the authority’s audited accounts, and draw
Communities And Local Government’s attention to the location of these figures
in the authority’s accounts.

21.1.19 An authority should only make one application in respect of each financial year,
although Communities And Local Government is flexible about when applications
can be made. Applications should be made after the HRA Subsidy and Item 8 general
determinations for the financial year have been made, and before any final decision
under section 80A of the 1989 Act as to the amount of subsidy payable for that
financial year.
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22.2

22.3

Dwelling Definitions for Subsidy Purposes

The HRA subsidy calculation is based in part on the number of dwellings in a local
authority area. This chapter explains how that figure, and others derived from it,
are worked out.

Introduction

Dwellings data are used in a number of ways in the HRA subsidy calculations:
(i)  the total number of local authority dwellings is used in the calculation of
assumed income from guideline rents, the allowances for management and

maintenance, and the Major Repairs Allowance (MRA);

(i) a detailed breakdown of dwellings by built form, n@nber of bedrooms and age is

(iii) a breakdown of dwellings as between houses, hig

(iv) starting in 2002-2003, a breakd@wn wellings by number of bedrooms is used
in the calculation of formula (and& guideline and limit) rents.
u

The number of dwellings used ingthese ations is normally the number which
is assumed to be within the a ’'s HRA on 1 April in the year preceding the
financial year.

4 elling is defined by the HRA subsidy determination — see,
in particular, the ‘ifterpretation’ section, paragraph 2.1. In general a dwelling means

one of the followin

(i) abuilding or part of a building (together with any yard, garden, etc.) which is
provided by a local authority for occupation by a single family unit together with
any lodger;

(i)  a ‘cluster’, which means a set of rooms in a house in multiple occupation
(HMO), where there is separate accommodation for two or more persons
but sharing a common kitchen, bathroom and lavatory. For these purposes,
where such a house accommodates six persons or less, it counts as one cluster,
and where it accommodates more than six persons, the number of clusters is
calculated by dividing the number of persons by six, with any balance counting
as one cluster (note that this calculation is done separately for each HMO and
not for the total of bed-spaces across all HMOs in the authority);
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22.4

22.5

22.6

22.7

22.8

22.9
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(iii) a group of bed-spaces in a hostel. For these purposes, a hostel with up to three
bed-spaces is counted as one group, while for a hostel with more than three
bed-spaces, the number of groups is calculated by dividing the total by three,
with any balance counting as one group (note that this calculation is done
separately for each hostel and not for the total of bed-spaces across all hostels in
the authority);

(iv) adwelling within the above categories that is being used by the authority
for another purpose (e.g. other than as a dwelling) provided that it is not a
permanent change of use.

A dwelling occupied by a local authority tenant to whom section 100(2) of the
Housing Act 1988 applies (i.e. a tenant of the local authority who has opted not to
become a tenant of a person approved by the Housing Corporation under section 94
of that Act) does not count as a dwelling for subsidy purposes.

All dwellings for which the authority has granted a lease€er a period of 21 years

Dwellings within the HRA for which the authority has gfa
years should be included - this includes those leased aged by, registered
ese purposes is the

remains to run.

Dwellings which have been disposed ®f
excluded entirely from the count of dwellings

rent to mortgage scheme should be
1l HRA subsidy purposes.

Dwellings may be omitted from
the list of properties availabl
e.g. because the roof has b
habitation without maj

of whether they are cur
omitted simply
unavailable for o

if they been permanently removed from
ation and are effectively uninhabitable,
or because they could not be made fit for
. They should not be omitted simply on the basis

tly ocCupied or available for letting. Nor should they be
theghave been unoccupied for some time or are temporarily
ile awaiting refurbishment.

The 2001-2002 deteégmination introduced a further set of dwellings which should be
excluded from the 1" April 2000 count. These are dwellings which:

(i)  were unoccupied and not available for letting on 1 April 2000; and which

(i)  the authority had formally resolved, before 1 April 2000, should be disposed of
or demolished.

It should be noted that, for the purposes of exclusions under the previous paragraph
in respect of the 2001-2002 determination, the reference date of 1 April 2000
continues to apply when dwelling numbers are being recalculated in the event

of a significant change in the number of dwellings (according to paragraph 4.4 of

the 2001-2002 determination). In effect, this means that council resolutions made
after 1 April 2000 have no effect on the number of dwellings for the 2001-2002
determination. Similarly, even where a resolution has been made before 1 April 2000,
a dwelling cannot be excluded if it only becomes empty and unavailable for letting
after 1 April 2000.
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22.10  For the 2002-2003 determination, this reference back to the 1 April was dropped. The

22.11

22.12

effect is that an unoccupied dwelling which, at any time, the authority has formally
resolved should be demolished or disposed of and which is no longer available for
letting, shall from that time not be treated as a dwelling for the purposes of the
determination. This change does not affect the number of dwellings as at 1 April that
are pre-set in the determination. It may, however, affect the number of dwellings
which are taken into account when an authority examines whether its HRA stock

has changed by more than 3000 dwellings or 10% by the end of year to which the
determination relates. The change means that an authority needs to look at whether
it has formally resolved, after 1 April in the preceding financial year (i.e. the date as at
which dwellings are counted for pre-setting purposes), to dispose of or demolish any
dwellings and whether those dwellings are unoccupied and no longer available for
letting. Any such dwellings should be excluded from the stock count from the date at
which all the relevant conditions applied.

It is important to note that the changes noted above apply only for the purposes

of the determination in which they were included. Hene@, the change noted in
paragraph 22.8 applies only to subsidy claims for 2001-2002 and not to claims
relating to earlier years. Similarly, the further change nofe aragraph 22.10 applies
only to subsidy claims for 2002-2003 onwards.

Classification of dwellings

¢
For various elements of the subsidy calaulat e number of dwellings needs to be
broken down into certain categorie WS

(i) Shared ownership — the ¢ io of management allowances and guideline

rent income includes ’s share of dwellings in shared ownership.
The calculation of mai allowances and the MRA excludes the authority’s
share. (The tena sharéissignored for all subsidy purposes);

(ii) Non-per

excluded n rmanent dwellings on the grounds that the MRA measures the
spending needed to maintain a home in its current condition
over a 30-year'period. Non-permanent dwellings include prefabs, mobile homes,
caravans and houseboats. From 2002-2003, non-permanent dwellings are no
longer classified separately and do therefore attract MRA;

(iii) Flats — a flat is a self-contained dwelling where a material part of that dwelling
lies above or below the remainder of the building in which it is situated. There is
no separate category of maisonette as such. But, on the basis of this definition,
most maisonettes are, in practice, likely to fall within the definition of a flat. Non-
permanent and multi-occupied dwellings cannot be classified as flats and must
be counted as houses;

(iv) High/Medium/Low-Rise — blocks of flats of up to two storeys are classified as
low-rise, three to five storeys as medium-rise, and more than five storeys as high-
rise. When classifying flats on this basis, the ground floor is always to be included
to give the total number of storeys above ground level even if the lowest floors
do not contain flats or the ground floor contains open space. Basement flats
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V)

(vi)

(vii)

(viii)

(ix)

(xi)

should, however, be disregarded in determining the number of storeys, so that
a block which has e.g. a basement flat, a ground floor flat and a first floor flat
would count as two storeys and hence a low rise block. Once a block has been
put into a particular height category, all the flats in the building fall within the
relevant category. (For example, the two lowest floors in a high-rise block still
count as high-rise flats and not as low-rise);

Houses — a house is any dwelling which is not a flat. At the moment this
means that bungalows are classed as houses although, in the future, a separate
bungalow archetype is likely to be created for MRA purposes;

Age of dwelling — the age of a dwelling relates to the original date of
construction and not the date of any subsequent conversion or refurbishment;

Traditional/non-traditional — for MRA purposes, houses are split between
traditional and non-traditional. Traditional dwellings are those with masonry

or timber structure, while non-traditional are thoséhwith concrete or metal-
framed structure (see MRA documentation — bttp://wtbw. communities.gov.
uk/stellent/groups/odpm_housing/documents/page ), house _027161.hcsp).
If a dwelling has two types of structure, the predo structure should
determine its classification;

Bedsits — a bedsit is a self-contained flat Wit edrooms. For 2001-2002,
bedsits were included in the on€b ategory. From 2002-2003,
bedsits continue to count as one 00 ellings for the purpose of the

maintenance calculation

ever, a category in their own right for the

HMOs and Hostels ion between hostels and houses in multiple
occupation (HMOg)'1s ys clear-cut. The first consideration is the extent
to which facilities age shared. If key facilities (kitchen, bathroom and lavatory)

en 1Qis likely that the dwelling should be considered as a hostel
“Iprsome cases, however, some or all of the key facilities may
be shared, but there may be other reasons for regarding the dwelling as a hostel
rather than a EMO. An example would be the provision of welfare services to the

occupants — such services are not normally provided to occupants of HMOs;

Hostels versus separate dwellings — authorities may sometimes be
uncertain as to whether what they regard as a hostel should be treated as a
group of separate dwellings for HRA subsidy purposes. There is inevitably

a degree of discretion to be used in making such a judgement. However, in

the Department’s view, separate dwellings is unlikely to be the appropriate
classification where facilities are shared (even if this is only a living room rather
than kitchen/bathroom) or where welfare services are provided,

Bed-spaces — a bed-space is any space for one person in a bed: a double bed

is two bed-spaces. There is no distinction by age — even a cot counts as a bed-
space. For most subsidy purposes, bed-spaces are converted into dwellings using
the formula described above. However, for the purposes of the maintenance
allowance calculation, there are specific weights to be applied directly to bed-
spaces.



Appendix A Contact List

Enquiries Contact

Arms Length Julia Gristwood
Management

Organisations (ALMO)

Telephone
number

020 7944 3713

E-mail address

Julia.gristwood@communities.gsi.gov.uk

Capital charges in HRA Steve McAllister

020 7944 3582

Stephen.mcallister@communities.gsi.gov.uk

Closure of HRA Victoria Akeredolu

020 7944 3506

Victoria.akeredolul@communities.gsi.gov.uk

Somnath
Chatterjee

Dwellings

020 7944 3588

Somnath.chatterjee@communities.gsi.gov.uk

Housing Supported
Capital Expenditure (SCE)
Allocations

Stephen Biddulph

020 7944 3576

Stephen.biddulph@communities.gsi.gov.uk

HRA and HRA subsidy
— general policy

Bryan Lea

020 7944 3585

Bryan.lea munities.gsi.gov.uk

HRA Private Finance
Initiative (PFI):
— policy Ellie Simcox

— HRA subsidy Steve McAllister

020 7944 3606
020 @44 82

HRA subsidy — payments | Victoria Akeredolu

and claims

Local Authority
Social Housing
Grant Transitional
Compensation:
lister

— with debt authorities Stephen

— debt free authorities fie

Imcox@communities.gsi.gov.uk

tephen.mcallister@communities.gsi.gov.uk

toria.Akeredolu@communities.gsi.gov.uk

0 7944 3582
020 7944 3645

Stephen.mcallister@communities.gsi.gov.uk

Ruth.bloomfield@communities.gsi.gov.uk

Local government Gr. Fletcher

accounting issues

020 7944 4235

Graham.Fletcher@communities.gsi.gov.uk

Local government capital | Ross Buchanan

finance system

020 7944 4234

ross.buchanan@communities.gsi.gov.uk

LOGASNET (replacement
for GASPS/LASS)

Nigel Smith

020 7944 3597

Nigel.Smith@communities.gsi.gov.uk
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Subject Contact Telephone E-mail address

number

Major Repairs Allowance | Somnath Chatterjee 020 7944 3588 | Somnath.chatterjee@communities.gsi.gov.

(MRA) uk

Management and Somnath Chatterjee 020 7944 3588 | Somnath.chatterjee@communities.gsi.gov.
Maintenance Allowances uk

Other items of Steve McAllister 020 7944 3582 | Stephen.mcallister@communities.gsi.gov.uk

reckonable expenditure
and reckonable income

Pooling of housing Steve McAllister 020 7944 3582 | Stephen.mcallister@communities.gsi.gov.uk
capital receipts
Prudential Regime Trevor Emmott 020 7944 4226 | Trevor.Emmott@communities.gsi.gov.uk
Regional Housing
Boards:
— general enquiries Stephen Biddulph 020 7944 2939 | Steph iddulph@communities.gsi.gov.uk
— region-specific Regional Government

enquiries Office

Rent rebates:

— subsidy policy and Dave Marley (DWP) 020 7712 205 .marley@dwp.gsi.gov.uk
accounting
— subsidy limitation Bryan Lea 02&9 Bryan.lea@communities.gsi.gov.uk

Rents Bryan Lea 585 | Bryan.lea@communities.gsi.gov.uk

Right to Buy Chris Meader 3422 | Chris.Meader@communities.gsi.gov.uk

Housing transfer Simon Llewellyn 944 3608 | Simon.Llewellyn@communities.gsi.gov.uk
Transitional measures Bryan Lea 0 7944 3585 | Bryan.lea@communities.gsi.gov.uk

for Negative Subsidy

Authorities
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Appendix B General Determinations, Directions and Rules

Extant administration determinations for 1996-97 onwards
With effect for 1997-98 onwards

The General Determination of Administration of Housing Revenue Account Subsidy
(No. 2) 1997 amended by the General Determination of Administration of Housing
Revenue Account Subsidy 1998

With effect from 2002-2003 onwards

The General Determination of Administration of Housing Revenue Account Subsidy
2002

With effect from 2004-2005 onwards

The General Determination of Administration of Housing'Revenue Account Subsidy
2004— see Chapter 20, Annex C

Extant directions
With effect from 1990-91
The Housing Revenue Account (Dwem S ccount) Direction 1990

The Housing Revenue Accoun argyof Reénts and Charges) Directions 1990

With effect from 1992-9

The Housing Revenue A (Ex€lusion of Short Term Leases) Direction 1991 (does
not apply in relation to pr y acquired after 31 March 1997)

With effect fro

The Housing Revefiue Account (Exclusion of Leases) Direction 1997
The Housing Revenue Account (Modification of the Item 3 Debit) Direction 1997

With effect from 2000-01

The Housing Revenue Account (Accounting Practices) Directions 2000
The Housing Revenue Account (Mortgages) Direction 2000

With effect from 2003-04

The Housing Revenue Account (Support Services) Direction 2003

With effect from 2004-05

The Housing Revenue Account (Rent Rebate Subsidy Deductions) Direction 2003

With effect from 2006-07

The Housing Revenue Account (Accounting Practices) Directions 2007
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Extant orders
With effect from 2004-05
The Income-related Benefits (Subsidy to Authorities) Amendment Order 2004

Housing revenue account subsidy and item 8 determinations from
1996-97 onwards

1996-97

The Housing Revenue Account Subsidy Determination 1996-97
The Item 8 Credit and Item 8 Debit (General) Determination 1996-97

1997-98

The Housing Revenue Account Subsidy Determination #997-98, as amended by the
Housing Revenue Account Subsidy and Item 8 (Amendment) Determination 1997

The Item 8 Credit and Item 8 Debit (General) Determi
the Housing Revenue Account Subsidy and Item

)97-98, as amended by
nt) Determination 1997

1998-99 V'S

The Housing Revenue Account Subsi

&‘nination 1998-99 amended by

the Housing Revenue Account tefminations 1998-99 and 1999-00

(Amendment) Determination 1999and the Housing Revenue Account Subsidy
000-01 (Amendment) Determination 2000

Determinations 1998-99, 199900 a
The Item 8 Credit and 8 it (General) Determination 1998-99 amended by

the Item 8 Credigand Item8 Debit (General) Determinations 1998-99, 1999-00 and
2000-01 (Amen téPmination 2000

1999-2000

The Housing Revenue Account Subsidy Determination 1999-00 amended by

the Housing Revenue Account Subsidy Determinations 1998-99 and 1999-00
(Amendment) Determination 1999 and the Housing Revenue Account Subsidy
Determinations 1998-99, 1999-00 and 2000-01 (Amendment) Determination 2000

The Item 8 Credit and Item 8 Debit (General) Determination 1999-00 amended by
the Item 8 Credit and Item 8 Debit (General) Determinations 1998-99, 1999-00 and
2000-01 (Amendment) Determination 2000

2000-01

The Housing Revenue Account Subsidy Determination 2000-01 amended by the
Housing Revenue Account Subsidy Determinations 1998-99, 1999-00 and 2000-01
(Amendment) Determination 2000
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The Item 8 Credit and Item 8 Debit (General) Determination 2000-01 amended by
the Item 8 Credit and Item 8 Debit (General) Determinations 1998-99, 1999-00 and
2000-01 (Amendment) Determination 2000

2001-02

The Housing Revenue Account Subsidy Determination 2001-02
The Item 8 Credit and Item 8 Debit (General) Determination 2001-02

2002-03

The Housing Revenue Account Subsidy Determination 2002—-03
The Item 8 Credit and Item 8 Debit (General) Determination 2002—-03

2003-04

Determination 2003 and The Housing Revenue Accoun Determination

2003-2004 (Amendment No. 2) Determination 20

The Item 8 Credit and Item 8 Debit (General) Be ination 2003-04

L 4
2004-05
The Housing Revenue AccoungSu ination 2004-05
The Item 8 Credit and Item it'General) Determination 2004-05
2005-06
The Housing R e Acepunt Subsidy Determination 2005-06

The Item 8 Credi Item 8 Debit (General) Determination 2005-06

2006-07

The Housing Revenue Account Subsidy Determination 2006-07
The Item 8 Credit and Item 8 Debit (General) Determination 200607
The Item 8 Credit and Item 8 Debit (General) Determination 2005-06 Amending

Determination 2006

Recoupment rules
With effect for 1990-91 until 10 May 1993

The Recoupment of Housing Revenue Account Subsidy Rules 1991
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With effect from 10 May 1993

The Recoupment of Housing Revenue Account Subsidy Rules 1993

With effect from 16 February 2004

The Recoupment of Housing Revenue Account Subsidy Rules 2004 — see Chapter 20,
Annex B

'Q
\
™
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Appendix C Key Abbreviations and Terms

Terms
1985 Act: The Housing Act 1985

1989 Act: The Local Government and Housing Act 1989
1993 Act: The Leasehold Reform, Housing and Urban Development Act 1993
2003 Act: The Local Government Act 2003

2003 Regulations: The Local Authorities (Capital Finance and Accounting) (England)
Regulations 2004 as amended

Admissible Allowance: the obligation to set aside 2% €
ceiling (HRA set-aside), as the HRA's contribution to the
Revenue Provision, was abolished by the Local Govern
time, the corresponding HRA subsidy element, Admissi
was calculated with reference to the Mid Year Sul eiling (MYSCC), has
been removed. In some cases removal of bothgth@
represented a net loss to the authori% ODPM the introduced transitional

arrangements in the form of an Admissi nce, payable until 2006-2007, to
allow authorities time to adjust to the loS§in subsidy entitlement.
Amortisation: where the whol of expenditure is not taken to a revenue

an I
account in the year in which i##&inc@ered — the process of spreading the cost over a
number of years.

Archetype: the term used for the classification of different types of dwellings, for
example, in the ion'Qf the Major Repairs Allowance (MRA). Maintenance
allowances and irs allowances were based on 11 archetypes (see Chapter
17) in 2004-2005 Rut they will be based on 13 archetypes from 2005-2006.

Bedsit: a dwelling defined as a self-contained flat without a bedroom. Although at
present, for the calculation of HRA subsidy, a bedsit is classified as a one-bedroom flat,
in the future it may become a separate category (see Chapter 22).

Bed-space: a space in a hostel or HVIO for any one person in a bed. No distinction

is made for the age of that person so that a cot is counted as one bed-space and a
double bed is counted as two bed-spaces. For most purposes of the HRA subsidy, bed-
spaces are converted into dwellings using the formula described in paragraph 2.1 of
the HRA subsidy determination, referred to in the definitions of hostel and HMO (see
Chapter 22).

Capital Charges: roughly speaking, charges in respect of borrowing and credit used

to finance capital expenditure. The charges for capital are one of the key expenditure
components in the overall HRA subsidy calculation (see paragraph 6 of the HRA
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subsidy determination). The term is also used to refer to the Item 8 debit to the HRA
(see Chapters 7 and 106).

Capital Finance Regulations: The Local Authorities (Capital Finance and
Accounting) (England) Regulations 2003 (S.I. 2003/3146) as amended.

Chief Finance Officer (CFO): officer of a local authority with responsibility for the
administration of its financial affairs (see section 5(8) of the 7989 Act).

CIPFA Code: The Prudential Code for Capital Finance in Local Authorities published
by the Chartered Institute of Public Finance and Accountancy (CIPFA) (2003).

Cluster: a group of rooms in a House in Multiple Occupation serving as separate
accommodation for two or more persons but sharing a common kitchen, bathroom
and lavatory. Accommodation for six or fewer persons in a HMO counts as one cluster.
Where a HVO accommodates more than six people, the number of clusters shall be
calculated by dividing the number of persons by six, witljany balance counting as one
cluster (see paragraph 2.1 of the HRA subsidy determination).

¢ for the year on all

( including temporary

Consolidated Rate of Interest (CRI): the average i
money borrowed by an authority (not just relati
borrowing. It is calculated on an accruals basi of the CRI will depend
on the proportion and level of fixed and variable i 8t rates, on the historical
profile of borrowing and the authorit?s agement policy over the years.
There is a unique CRI for each authorit e paragraph 5.4.1 of the HRA subsidy
determination, paragraph 5 ermination and Chapter 7.4).

of credit arrangements relies on the accounting
03 Act identifies the qualifying liabilities
which are to give rise t ements — these are meant to be long-term
liabilities arising from th€@acquisition of capital assets. There is power to refine that
definition by re iens, tojtarget it more precisely and regulations have been made
to this effect.

Credit arrangements: the
concept of liabilities. Sectio

Debt-free: an auth@rity is debt-free when it has no money outstanding by way of
borrowing other than disregarded borrowing (see regulation 1 of the Capital Finance
Regulations for the full definition).

Depreciation: the measure of the value of a fixed asset consumed during an
accounting period (see Chapter 7.2).

Discounts: amounts receivable in respect of loans redeemed earlier than the
originally agreed term, where the lender can now re-lend the money at a higher
interest rate (see Chapters 5.8 and 10).

Dwelling: this is defined each year in paragraph 2.1 of the HRA subsidy
determination, for the purposes of HRA subsidy (and for estimating the number of
dwellings remaining within the HRA when an authority applies for a direction under
section 74(3)(d) of the 71989 Act allowing it to account for dwellings outside the HRA).
A dwelling is defined as:
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(i)  abuilding or part of a building (together with a yard, garden etc.) which is
provided for occupation by a single family unit together with any lodger;

(ii)  a cluster of rooms in a House in Multiple Occupation serving as separate
occupation for two or more persons but sharing a common kitchen, bathroom
and lavatory;

(iii) a group of three bed-spaces in a hostel;

(iv) adwelling within the above categories which is temporarily being used by an
authority for another purpose other than that of a dwelling.

But a dwelling falling within any of paragraphs (i) to (iv) above is not a dwelling for the
purposes of HRA subsidy and estimating dwelling numbers if it is either:

(i) adwelling which is occupied by a tenant to whom section 100(2) of the Housing
Act 1988 applies; or

(i) an unoccupied dwelling which the authority had
2000 should be demolished or disposed of an
letting on 1 April 2000 (see Chapter 22).

esolved before 1 April
o longer available for

Flat: a flat is defined as a self-contained dwelli
lies above or below the remainder of ¢h ildi
purposes of the HRA subsidy most maisonettes
a flat.

material part of that dwelling
in which it is situated. For the
likely to fall within the definition of

Formula Rent: the rent arisi
announced in December 2

omythe application of the new national formula

iM is to gradually implement the new national
formula rent over a peridd o rs, starting in April 2002. The formula is based
partly on the relative capital valuc of the property, partly on manual earnings in the
surrounding ar ar n the number of bedrooms.

GDP Deflator: s Domestic Product (GDP) is the value of the aggregate
production of goodgiand services in the economy within a given time period — usually
a year. The GDP Deflator is an index used to estimate the real price of goods and
services in the economy within the current time period. It is calculated by dividing the
total value of GDP by a measure of the real volume of GDP in the same period.

General Determination: a determination (e.g. of HRA subsidy) which applies to all
local authorities.

General Fund: refers to the General Fund excluding the ring-fenced HRA, and where
the 1989 Act refers to ‘some other revenue account of the authority’ (section 91 of the
Local Government Finance Act 1988 requires authorities to keep a General Fund).

Geographical Cost Factors: there is one factor used in the calculation of
management allowances for the variation in management costs between geographical
areas; and another factor used in the calculation of maintenance allowances for the
variation in maintenance costs between geographical areas (see Chapter 14).
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Guideline Rent: a rent per week per dwelling calculated annually for every

local housing authority and constituting the main Item of notional income in the
determination of HRA subsidy (see Chapter 18 and paragraph 8 of the HRA subsidy
determination).

High-Rise: a block of flats of six or more storeys. All flats in a high-rise block are
classified as high-rise flats.

Hostel: a building in which residential accommodation is provided other than

in separate and self-contained sets of premises, and either board or facilities for

food preparation are provided. A group of three bed-spaces in a hostel counts as

one dwelling for HRA subsidy purposes (see paragraph 2.1 of the HRA subsidy
determination). Factors which may distinguish a hostel from a House in Multiple
Occupation are the provision of welfare services to residents, and key facilities
(kitchen, bathroom and lavatory) not necessarily being shared in a hostel (see Chapter
22).

House: for the purposes of the HRA subsidy a house is
flat. From 2005-2006, bungalows are a separate bungal
of MRA and maintenance allowances.

House in Multiple Occupation (HMO): a
not form a single household. A cluster of roo
HRA subsidy purposes. A HMO cannd®b
house.

ccupied by persons who do
in O counts as a dwelling for
d as a flat and must be counted as a

Housing Revenue Account (
with Part VI of the 1989 Act,
Government and Housing At 198
2000/30506).

: ing Revenue Account kept in accordance
ed by the 1993 Act, the 1996 Act and the Local
ctronic Communications) Order 2000 (S.1.

CcO Capital Financing Requirement (HRA CFR): a

wo measures of debt used are: the position at the start
at (termed the opening HRA CFR), and an average figure for debt
throughout the yedgy(termed the mid-year HRA CFR). The HRA CFR replaces HRA

credit ceiling.

Housing Revenue Account (HRA) Subsidy: where assumed expenditure in
meeting the running costs of HRA stock exceeds assumed income, HRA subsidy is
paid by central Government grant to local authorities; where assumed expenditure is
less than assumed income, “negative subsidy” is paid to central Government by local
authorities (see sections 79-86 of the 7989 Act, the HRA subsidy determination and
Chapters 13 to 22).

HRA Subsidy Determination: the General Determination of Housing Revenue
Account Subsidy for the financial year in question.

HRA Property/HRA Stock: land, houses and other buildings within the HRA, as
defined in section 74 of the 1989 Act and any directions under that section (see
Chapter 4.1).
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Item 8: refers to Item 8 of Parts I and II of Schedule 4 to the 1989 Act. These require
authorities to credit/debit (respectively) to their HRA amounts in accordance with a
formula determined by the Secretary of State. The formula provides for amounts to be
credited in respect of interest and debited in respect of capital charges in relation to
HRA property.

Item 8 Determination: a determination made under either or both of Item 8 of
Part I or Item 8 of Part I of Schedule 4 to the 1989 Act. Normally the term ‘the Item
8 determination’ is used in the manual to refer to the Item 8 Credit and Item 8 Debit
(General) Determination for the financial year in question.

Local Authorities: Local Housing Authorities in England (see section 1 of the 1985
Act).

Low-Rise: a block of flats of up to two storeys.

ure element of the HRA
hority’s relative need to
e Allowance covers

Maintenance Allowance: a part of the notional expené
subsidy calculation which represents an estimate of eac
spend on the maintenance of its housing stock. The Ma %

expenditure upon response repairs, planned works, basi S

determination and Chapter 14.2).

Major Repairs Allowance (MRA): e f the HRA subsidy, introduced for
the first time in 2001-2002. The MRA progides authority with estimated long-
term average amount of capit s reguired to maintain their stock in its
current condition (see paragra, RA subsidy determination and
Chapter 17).

50

Management Allowan¢e: rt @f the notional expenditure element of the HRA
subsidy calculation whichiyrepresents an estimate of each authority’s relative need

of its housing stock (see paragraph 4.1 of the subsidy
14.1).

determination a

Medium-rise: a bl@ek of flats of three to five storeys. Each flat in a medium-rise block
is classified as a medium-rise flat.

Minimum Revenue Provision (MRP): the amount which authorities are required
to set aside from revenue as provision for credit liabilities. This applies only to the
General Fund. The obligation to set aside 2% of the opening HRA credit ceiling (HRA
set-aside), as the HRA's contribution to the authority’s Minimum Revenue Provision,
was abolished by the 2003 Act.

National Maintenance Scaling Factor: a common scaling factor used in the
calculation of Maintenance Allowances, which relates an authority’s maintenance
allowance to the national total of maintenance allowances (see Chapter 14.2).

National Management Scaling Factor: a common scaling factor used in the

calculation of Management Allowances which relates an authority’s management
allowance to the national total of management allowances (see Chapter 14.1).
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Negative subsidy authority: where the amount calculated under the HRA subsidy
determination for an authority is negative. Negative subsidy authorities are required to
transfer an equivalent amount to ODPM under Section 80ZA of the Local Government
and Housing Act 1989 (as inserted by section 90 of the Local Government Act 2003)
(see paragraph 3.1 of the HRA subsidy determination and Chapters 13 and 21).

Non-permanent dwelling: a dwelling which does not have either fixed or
permanent foundations, for example prefabs, mobile homes, caravans and
houseboats available for all-year occupation. Non-permanent dwellings are currently
excluded from the calculation of the MRA (see paragraph 2.1 of the HRA subsidy
determination).

Non-traditional build dwellings: for the purposes of the MRA, non-traditional build
dwellings are classified as those whose load-bearing structural members are wholly or
predominantly concrete or metal (as opposed to timber or masonry). This includes
many system and most high-rise dwelhngs If a dwelhng has two types of structure,

sle onal HRA', based on
idy ent1tlement.

maintenance, and income, for example rent inco
these calculations is used to determine an autho

Pooling of housing capital receipfs: i ceipts from the sale of housing land
provided for in the 2003 Regulations.

ill be pooled, including proceeds from

s from large-scale and small-scale
voluntary transfers (whic ed “qualifying disposals”) — including preserved
rights to buy arising as part Of the er agreement — are excluded, although they
will be taken into accourtin'@alculating authorities’ entitlement to HRA subsidy and
HRA CFR. ODPM will as et 5% of the receipt is used to repay debt, or — if
higher — such ion e receipt which is necessary to reduce the SCFR to
zero or lower. F ousing receipts (i.e. not from RTB sales or transfers),
the pooling rate e 75% from dwelling sales and 50% from the sale of other HRA
property (e.g. bareland, shops, garages, surplus vacant dwellings).

75% of receipts from Right T
sales to existing tenants or occu

Premiums: amounts payable where debts are redeemed earlier than the originally
agreed term. This permits the lender to receive compensation for forgone interest
receipts which they would have received on the loan or loans (see paragraph 5.5 of
the HRA subsidy determination and Chapter 7.3).

Private Finance Initiative (PFI): a long-term contractual arrangement between a
public sector organisation, such as a local authority, and the private sector to deliver
local services which involves a transfer of risk from the public to the private sector.

Private Finance Transaction (PFT): a transaction under which relevant assets or
services are made available to an authority, or works carried out for it, in exchange for
periodic payments commencing after the services have started to be provided, and
which depend on performance standards or the use of the asset. See Article 11 of the
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Local Authorities (Capital Finance) (Consequential, Transitional and Saving provisions)
Order 2004 (S.12004/533) for the full definition of PFT.

Qualifying disposals: a disposal of an interest in housing land which is a qualifying
disposal for the purposes of section 135 or 136 of the Leasehold Reform, Housing and
Urban Development Act 1993.

Rent rebates: housing benefit granted to local authority tenants (see section 134 of
the Social Security Administration Act 1992).

Rent Rebate Subsidy Limitation: limits the amount of subsidy entitlement on rent
rebates when rents have increased above limit levels determined by the Secretary of

State (see Chapter 15).

The Secretary of State: The Secretary of State for Office of the Deputy Prime
Minister; previously the Secretary of State for Transport, Local Government and the

Regions.
aredsewnership lease. A
a premium calculated by

e cost of providing the

Shared-ownership dwelling: a dwelling subject to a
shared-ownership lease is a lease granted on a pay t
reference to a percentage of the value of the dw

dwelling, and under which the tenant will or ntitled to a sum calculated by
reference to the value of the dwelling. In effec t owns part of the value of
the dwelling, and pays rent to the authorifiai ect of the rest. The tenant’s share
of the property is omitted from all HRA sabsi culations. The authority’s share of
the property is omitted in the ' culations of Maintenance Allowances
and MRA.

Subsidy Capital Financing Requirement (SCFR): a version of the HRA CFR
which is used to calculatg€subsid titlement in the light of debt financing costs
or investment income. in effcct a measure of HRA debt for subsidy purposes,
taken at the mi ointiflhe SCFR replaces the Mid Year Subsidy Credit Ceiling
(MYSCO).

Supported borrowing: mainstream funding for housing investment by local
authorities is provided in the form of revenue support to cover borrowing costs

(e.g. interest payments). In the years up to 2003-2004 the allocations made (credit
approvals) also acted as limits on the amount of borrowing authorities could
undertake. The allocations for 2004-2005 (Supported Capital Expenditure (revenue))
reflect the level of borrowing for which central government will meet the costs; it

is now open to authorities to borrow more than this where they have the revenue
funds to cover the costs. The revenue funding is provided through HRA subsidy and
Revenue Support Grant on the basis of the split of past spend between HRA and non-
HRA housing.

Threshold: the circumstances where an authority’s total housing stock changes
by more than 10% or 3,000 dwellings (whichever is less) over a two-year period,
beginning with the date on which relevant stock data are based for subsidy purposes.
Where an authority experiences an above threshold stock change, it shall recalculate
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certain aspects of its HRA subsidy entitlement which were pre-set in the determination
(see paragraphs 4.4, 6.2 and 8.2 of the HRA subsidy determination and Chapters 11,
14 and 16.1).

Traditional build dwellings: for the purpose of the MRA, traditional build dwellings
are classified as those whose load-bearing structural members (walls, floors and roofs)
are wholly or predominantly masonry or timber. This includes all timber-framed
buildings (irrespective of cladding type), block and brick cavity-wall construction and
solid brick/block/stone construction. If a dwelling has two types of structure, the
predominant structure should determine its classification.

Transitional arrangements: refers to the variety of methods used in the calculation
of the HRA subsidy to ensure that authorities do not have to cope with excessive
changes in Management Allowances and Maintenance Allowances in any one year
(see Chapters 14.1 and 14.2).

Uninhabitable dwelling: a dwelling which would req major works in order
to make it fit for habitation. It may be omitted in the calculasion of the number of
dwellings for HRA subsidy purposes.

Unsupported borrowing: where authorities’ r diture is less than
their income they can, from 1 April 2004, use the ssincome to meet the costs
of borrowing to finance capital expenditure. Authoritie§ are required to determine
an affordable borrowing limit (sectiof®3 3 Act), having regard to the CIPFA
Code, which requires authorities to takednto a nt certain factors, including in
particular the level of revenue avdilable to support long-term borrowing,
over and above that provided th ral government support.

Usable capital receipts: this incl all receipts from the sale of non-HRA assets
and the proportion fro e RA assets which is not subject to pooling under
regulation 12 of the 2005 Regulations.

Abbreviations @nd acronyms

ALMO: Arms Lengthi"Management Organisation

AMRA: Asset Management Revenue Account

ASB: Accounting Standards Board

BACS: Bankers Automated Clearing Services

BVACOP: the CIPFA ‘Best Value Accounting Code of Practice 2001’
CFO: Chief Finance Officer

CRI: Consolidated Rate of Interest

DFG: Disabled Facilities Grant



DLOs: Direct Labour Organisations
DPAs: Deferred Purchase Arrangements
DSO: Direct Service Organisations

DWP: Department for Work and Pensions
HMO: House in Multiple Occupation
HRA: Housing Revenue Account

ITO: Internal Trading Organisation
LAAP: Local Authority Accounting Panel
LIBID: London Interbank Bid Interest Rate
LSVTs: Large-Scale Voluntary Transfers
M&M: Management and Maintenance

MRA: Major Repairs Allowance .

MRP: Minimum Revenue Provision \
MRR: Major Repairs Reserve Q
PFI: Private Finance Initiati

PFTs: Private Finance actions

PWLB: Public oard
PYA: Prior Year Adjustments

RCA: Rental Constraint Allowance

RCCOs: Revenue Contributions to Capital Outlay

RSLs: Registered Social Landlords

RTB: Right to Buy

Housing Revenue Account Manual

SORP: Statement of Recommended Practice recognised by the accounting standards

board
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A

Accounting procedures of HRA

— Asset Management Revenue Account (AMRA) 4.2.35

— background 4.2.1 - 4.2.2

— cash accounting 4.2.23

— consolidated balance sheet 4.2.34

— links with Consolidated Revenue Account and General Fund 4.2.25 - 4.2.33
— Major Repairs Reserve 4.2.20 — 4.2.22

— non-statutory practices 4.2.18 — 4.2.19

— prior year adjustments 4.2.24

— statutory practices 4.2.3 — 4.2.17

Admissible allowance 5.3.3, 13.4 — 13.7, Chapter 1
Admissible set aside 5.3.3, 13.7, 16.1.3 - 1%1. Chapte Annexes A and B

Affordable borrowing limit 2.2.2 = 2.2.7, 2.2.2&1 2.4
Amenities shared by community 4.2.2 ap nex A, 5.4.3,5.9.1

Anti-social behaviour allowance 5.3. . 13.

Appropriations

Approved investments

Arms Length Management

— and transfers into and o fH 1.2-11.5

— notional HRA investinent income 5.8.4

anisations Chapter 3 Annex A, 5.3.2

Asset Management Revenue Account 4.2.35

— capital asset charges accounting adjustment 7.2.16

— Item 8 debit: HRA Interest costs 7.4.2

Average Notional Cash Balance 6.7.8, 7.4.9 — 7.4.11, 7.4.14, Chapter 16 Annex F
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— cash accounting 4.2.23
— initial financing of premiums 7.3.13 - 7.3.15

— Item 8 debit: HRA interest costs 5.8.6 — 5.8.7, 5.8.14, Chapter 5 Annex A, 7.4.1
- 7.4.3, Chapter 7 Annex A
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B
Bad or doubtful debts Chapter 4 Annex A, Chapter 13 Annex B
— Item 7 Credit: Reduced provision for 5.7
— Item 7 Debit: Provision for 6.7
Basic Credit Approvals 7.1.6
— see also Supported capital expenditure (revenue)
Best Value
— accounting code of practice 2.5.4, 4.2.18, 5.9.7, 5.9.13, 6.1.2
Budget procedures of HRA 4.3
— audit of HRA 4.3.14
— background 4.3.1
— end of year deficit 4.3.11 — 4.3.12
— end of year surplus 4.3.13

— implementation and review 4.3.6 — 4.3.7

— making a budget 4.3.2 — 4.3.5
— publicity requirements 4.3.8 — 4.3.1Q) A
Business Plans \

— for local authorities Chapter 1 ne

C
Capital charges Chapter 7, 16

count 4.2.35

capital asset char ccounting adjustment 7.2.16 - 7.2.17

cost of capital char

subsidy calculation 16.2, Chapter 16 Annexes D and F

— see also Item 8 Debit: Sums calculated as determined by Secretary of State
Capital expenditure 2.4

— capitalisation directions 2.4.3

— definition 2.4.1- 2.4.2
enhancement 6.1.5 - 6.1.8, 7.2.4

grants or contributions 5.4.4

housing programmes 3.1

— Item 2: expenditure for capital purposes 6.2
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links to receipts and the HRA 3.3

major repairs reserve 7.2.12, 17.8

minimum revenue provision Chapter 2 Annex A

PFI schemes 7.3.16, 10.8, 17.6

Capital financing requirement (CFR)

see Credit ceilings
see Overall CFR
see HRA CFR

see Subsidy CFR
Capital grants 3.2.7, 5.4.4

Capital Receipts
— definition 2.3.1 - 2.3.2

links to capital expenditure and the HRA 3.3

— pooling of housing capital receipts 3.4
timing of receipts 2.3.3
use of capital receipts 2.3.4 — 2.3.8, ‘ZQ apter 4 Annex B
Capital resources for housing 3.2
— allocation of central governme ou \.10

capital grants 3.2.7
— contributions from reve 3

— disabled Facility grants 13

— supported borrowing 3.2.6, 3.2.12
— unsupported borrowing 3.2.4
— usable capital receipts 3.2.2
Capitalisation directions 2.4.3, Chapter 2 Annex A
Cash accounting 4.2.23
Charges for services and facilities
— see Item 2
Claims for HRA subsidy Chapter 20
— amendments to auditor-certified final claims 20.37 - 20.38
— audit certification process 20.30 — 20.36
— certification 20.19 - 20.20
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— claim cycle 20.4 - 20.7
— claim process 20.2 - 20.3
— final decision as to amount of HRA subsidy 20:39 - 20.41
— interest 20.28
— late claims 20.29
— payment process 20.23 - 20.26
— procedures 20.8 - 20.14
— recoupment 20.42 - 20.43, Chapter 20 Annex B
— repayments 20.27
— special determinations and directions 20.44 — 20.48
— statutory framework 20.1
— validation and over-claiming 20.15 — 20.18
Closing HRA Chapter 12

— applications to close account 12.3

background 12.1 - 12.2

re-opening account 12.20 — 12.22 TS A
timetable and related matters 12.16 - 8
treatment of balances 12.19 1\
Consolidated balance sheet 4.2.34

Consolidated rate of interest

— calculation of Chapter ne
Consolidated revenue a
Cost of capital charge
— see Capital charge
Credit Approvals
— see Basic credit approvals
— see Notional credit approvals
— see Qualifying credit approvals
— see Supplementary credit approvals
— see Supported borrowing
— see Unsupported borrowing
Credit arrangements
— borrowing 2.2.18 - 2.2.19
— cost of 2.2.21 - 2.2.22
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— deferred purchase, hire purchase and similar arrangements 19.4.5, Chapter 19
Annex A

— definition 2.2.20
— HRA consequences of 3.3.4 — 3.3.7
— Item 3 debit 6.3
— Item 8 debit 7.4
— Major Repairs Reserve 4.2.21
— minimum revenue provision Chapter 2 Annex A
— PFI schemes 10.8
— rent of leasehold property 19.2
— use of capital receipts 2.3.5
Credit ceilings
— debt free authorities 2.3.8
— minimum revenue provision Chapter 2 Annex A,
— see also HRA Capital Financing Requiremen
— see also Opening HRA credit ceiling
— see also Overall Capital Financing R uA-t
— see also Subsidy Capital Financi quirement

Credit cover

— deferred purchase and othegredizr gements 7.4.12, 19.4.5
— leased equipment 19.3 apter 19

n
— rent of leasehol ty 19,2

D

Debit balance from previous year (Item 9 debit) Chapter 4 Annex A, 6.9, Chapter 13
Annex B

Debt free authorities

— pooling of housing capital receipts 3.4

— previously set-aside receipts 2.3.7 — 2.3.8
Debt management and repayment costs

— Item 8 debit 7.3, Chapter 7 Annex A
Deferred charges 7.2.1, 7.2.4 - 7.2.17
Deferred purchase agreements

— intereston 7.4.1 - 7.4.3, 7.4.12 - 7.4.14

— see also Other items of reckonable expenditure
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Depreciation charge

— capital asset charges 7.2.6 — 7.2.7

Major Repairs Reserve 5.8.12 - 5.8.13, 7.2.13

see also Item 8 credit

— see also Item 8 debit
Determinations Chapter 4 Annex A, Chapter 13 Annex A
administration Chapter 13 Annex A, Chapter 20 Annex C

— HRA subsidy 10.14, 11.17 - 11.18, 11.24, 12.9, 13.13 - 13.18, Chapter 20

Item 8 debit and credit 5.8, 6.8, Chapter 7
special determinations 6.10, 10.14, 11.26 - 11.27, 20.44 - 20.48
Disabled Facilities Grant 3.2.13

Discounts

— accounting for 7.3.11 - 7.3.12
— HRA share of 5.8.9 - 5.8.11, Chapt@ 5@3, apter 16 Annex F
Dwellings Chapter 22, Chapter 4 Annex B \

E

End of year deficit 4.1.5, 4.3.1, 4.3@, .3.11 -4.3.12, 6.9
End of year surplus 4.3.13, 6.

1

English House Conditio
Enhancement 6.1.5, 7.2.
Essential care services 1.4, &1.5, 4.2.5
Expenditure for capital purposes

— see Capital expenditure

External debt 7.4.6 — 7.4.8, Chapter 7 Annex F

F

Formula rent 8.6 — 8.15, 8.28 — 8.29
— impact of caps and limits 15.2.18
— see also Limit rent

— see also Guideline rents

accounting procedures 4.2.14, 4.2.22, 4.2.35, Chapter 4 Annex B, 7.2.8 - 7.2.11

former negative subsidy authorities -Transitional Measures Scheme 21.1.14 — 21.1.15
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G

Geographical cost adjustment 14.1.24

Geographical cost index 17.4

Guideline rents 5.3.2, 8.23 - 8.24, 13.8, Chapter 18
— calculation of guideline rents 18.11 — 18.15, Chapter 18 Annex A
— impact of caps and limits 18.8 — 10
— limits on rent changes 18.4

— rent caps 18.5 - 18.7

H
Homeless households

— short term leases for housing 4.1.6, 6.3.1, 19.2.10
Housing amount

— minimum revenue provision Chapter 2 Annex A
Housing benefit transfers 5.5

Housing capital finance Chapter 3

L g

capital expenditure programmes 3.1
capital receipts pooling 3.4 \
— capital resources 3.2 Q
links between expenditur a@t and the HRA 3.3

Housing element

— of supported ca nditure (revenue) Chapter 16 Annex C

Housing repairs account
— contributions to (Itém 6 debit) 6.6

— expenditure 9.5

— income 9.6 - 9.7

nature of account 9.2

statutory basis for 4.2.4, 4.2.10, Chapter 4 Annex A, 9.1

transfers from (Item 6 credit) 5.6

Housing Revenue Account Chapter 4
— accounting procedures 4.2, Chapter 4 Annex B
— audit of 4.3.14
— background 4.1.1 - 4.1.4
— budgeting procedures 4.3
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— mid year HRA CFR 3.3.2, 5.8.3, Chapter 5 Annex A, 7.1.7 - 7.1.8, Chapter 7
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closing the account Chapter 12

links to capital finance system 3.3

nature of account 4.1.8 — 4.1.9

statutory framework Chapter 1, 4.1.5 - 4.1.7
subsidy 4.1.10 — 4.1.11, 5.3, 6.5, Chapter 13

valuation of assets 4.2.12 — 4.2.13

Annexes D and F, Chapter 16 Annexes B and F

— opening HRA CFR Chapter 2 Annex A, 5.8.9, Chapter 5 Annex B, 7.1.5 - 7.1.6,

Chapter 7 Annexes C and E

HRA credit ceilings

see opening HRA credit ceiling

HRA set aside 5.3.3, 7.1.6, 7.3.1
HRA subsidy

annual determination 13.13 — 13.18
budgeting and accounting for HRA 493 J4.3.13, 4.3.14

calculation 13.4 — 13.9 \

closing the HRA 12.16 - 12.17, 12.24

Item 8 credit 5.3

notional HRA 4.1.10 - O

overall negativ itlemenp4.2.29, 6.5, 6.10
r 13 Annex A

statutory basis 1
supported borrowiig 3.2.6

see also Claims for HRA subsidy
see also Determinations

see also Subsidy CFR

Impairment charges 7.2.4, Chapter 7 Annex A

Incentive areas

rent rebates 4.2.29, 5.9.6, 6.10.6

Interest charges

affordable borrowing limit 2.2.5
calculation of HRA 7.4.3
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— notional 16.2.3
Interest on receipts
— subsidy calculation 16.3, Chapter 16 Annex E
— comparison between HRA entries and subsidy 2004/05 Chapter 16 Annex F
Interim measures scheme Chapter 21
Internal trading organisations
— accounting for surpluses 5.9.7 - 5.9.13
Item 1
— credit to HRA: Rents 5.1

— debit to HRA: Expenditure on repairs, maintenance and management 6.1

— credit to HRA: Charges for Services and facilities 5.2

— debit to HRA: Expenditure for capital purposes 6.2

— credit to HRA: Housing Revenue Account subsi
— debit to HRA: Rents, rates, taxes and @e arges 0.
— credit to HRA: Contributions to s expenditure 5.4

— debit to HRA: Rent rebates 6.

— credit to HRA:
— debit to HRA: S

using efit transfers 5.5

d under Section 80(2) 6.5

— credit to HRA: Transfers from the Housing Repairs Account 5.6

— debit to HRA: Contributions to the Housing Repairs Account 6.6

— credit to HRA: Reduced provision for bad or doubtful debts 5.7
— debit to HRA: Provision for bad or doubtful debts 6.7
Item 8: Sums calculated as determined by Secretary of State
— credit to HRA 5.8, Chapter 5 Annex A
— debit to HRA 6.8, Chapter 7 Annex A

— credit to HRA: Sums directed by the Secretary of State 5.9

debit to HRA: Debit balance from the previous year 6.9
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Item 10
— credit balance from previous year 5.10

— debit to HRA 6.10

L

Large scale voluntary transfers 5.3.6, Chapter 11

exemption from rent rebate subsidy limitation 15.2.27

— see also Closing the HRA

see also Overhanging debt

see also Qualifying disposals

Leased equipment 19.3, Chapter 19 Annex A

LIBID rate
— calculation of CRI 7.4.7, Chapter 7 Annex F
— calculation of interest on receipts 16.3.2 — 16.3.3, Cha Annex E
— comparison of HRA and subsidy entries Chapter x F

Limit Rent 5.2.8, 15.2.9 - 15.2.17

derivation of limit rent 15.2.7 - 15.2.‘

effect of limits 8.17 — 8.18 8\
formula rents 8.6 — 8.16 Q

impact of caps and limits 156‘ 19
rent rebate subsidy limifation 15.2.1 -15.2.3, 15.2.20

Local authority compan

Local authority mortgage .8, Chapter 5 Annex A
Local government capital finance system Chapter 2

— accounting practices and investment 2.5

— application 2.1.4

— borrowing and credit 2.2

— capital expenditure 2.4

— capital receipts rules 2.3

— introduction 2.1.1 - 2.1.3

— minimum revenue provision Chapter 2 Annex A

M

Maintenance allowances 14.2
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calculation of total maintenance allowances 14.2.21 — 14.2.24

calculation per authority 14.2.2 14.2.12

— calculation per dwelling before transitional arrangements 14.2.1 — 14.2.17

calculation per dwelling after transitional arrangements 14.2.18 — 14.2.20

PFI 11.5

Major Repairs Allowance Chapter 17
— definition 3.2.5

depreciation charge for HRA dwellings 7.2.6

HRA subsidy calculation 13.7, Chapter 13 Annex C
— PFI 10.18 - 10.19

SCE(R) 16.1.10

unit costs per archetype 17.2
Major Repairs Reserve 7.2.12 - 7.2.15
— accounting for 4.2.20 — 4.2.22, Chapter 4 Ann

average notional cash balance 5.8.6 - 5.8.7

transfer from 5.8.12 - 5.8.14 V'S
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Management allowances 14.1
— calculation of total allowance
— calculation per dwelling transitional arrangements 14.1.1 — 14.1.27
elling afer transitional arrangements 14.1.28 — 14.1. 30

4.1.24

— calculation per

n
Minimum Revenue Provisionl Chapter 2 Annex A

Money market funds 2.5.1

N
Negative subsidy entitlement
— statutory background 1.9, 4.1.5
— transitional measures scheme 5.9.3 - 5.9.5, 6.5.2, 6.10.6, Chapter 21
— see also Claims for HRA subsidy
New Financial Framework
— accounting procedures 4.2.10 — 4.2.14, Chapter 4 Annex B
— statutory background 1.1, 1.7
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Notional credit approvals

— PFI credits 10.10
Notional HRA

— see HRA subsidy
Notional interest

— costs 7.4, 16.2.3

— earned 5.8, 16.3.3

0]
Opening HRA credit ceiling
— see Opening HRA CFR
Other items of reckonable expenditure Chapter 19
— calculation of HRA subsidy 13.4
— deferred purchase and other credit agreements 19.
— introduction 19.1.1 - 19.1.6

— leased equipment 19.3

\ 4
— rent of leasehold property 19.2
Overall Capital Financing Requirement
— calculation of Consolidated rat erest'Chapter 7 Annex F
— calculation of HRA share counts Chapter 5 Annex B

calculation of remiums Chapter 7 Annex E

are

Minimum Revenu

vision Chapter 2 Annex A

Overhanging debt 11.13 — 11.16, Chapter 11 Annex B
— estimating 11.20 — 11.22
— outstanding HRA debt 11.17 — 11.19

P

Phased unpooling 8.31 — 8.32

Pooling of housing capital receipts 2.3, 3.4
— background 2.3.1
— costs to be deducted 3.4.4
— definition 2.3.2
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interest on late payments 3.4.6

receipts subject to pooling 3.4.2 - 3.4.3

— timing of pooling payments 3.4.5

timing of receipts 2.3.3

transitional arrangements for debt-free authorities 3.4.7

use of capital receipts 2.3.4 - 2.3.5, 3.2.2
Pooling of HRA surpluses 1.10
Premiums payable on premature debt redemption 7.3.3 - 7.3.10

accounting for 7.3.11 - 7.3.12

— calculation of the Item 8 debit Chapter 7 Annex A
HRA share of Chapter 7 Annex E, 16.2.3

initial financing of 7.3.13 — 7.3.15

overhanging debt 11.15, 11.21

Private Finance Initiative schemes Chapter 10
background 10.1 - 10.4

calculating PFI credits 10.11 — 10.12‘
HRA and 10.5 - 10.10

support through HRA subsidy - \
Provision for credit liabilities

— minimum revenue provisieni€Chapter 2 Annex A

— pooling of housing capitaliceceipts 2.3.6

Prudential capital financ ter 2

— accounting practices 2.5.2 — 2.5.12

— affordable borrowing'limit 2.2.2 - 2.2.7
— applicable regulations 2.5.13 - 2.5.14
— borrowing and credit 2.2

— control of borrowing 2.2.11

— credit arrangements 2.2.18 — 2.2.22

— government borrowing limit 2.2.8 — 2.2.10
— local authority companies 2.5.1

— policy and principles 2.1

— protection of lenders 2.2.14

— security for loans 2.2.15 - 2.2.16
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— sources of loans 2.2.12 - 2.2.13

— temporary borrowing 2.2.17

Q
Qualifying credit approvals 7.1.6, Chapter 7 Annex C

Qualifying disposal 3.4.2,
— calculation of mid-year HRA CFR 7.1.8, Chapter 7 Annex D
— significant stock transfer 11.18, Chapter 11 Annexes A and B
— subsidy CFR 16.1.2 - 16.1.3, 16.1.7 - 16.1.8, Chapter 16 Annexes A and B

R

Regeneration grants 3.2.8

Rental Constraint Allowance 18.17

Rent allowances 15.1.1 - 15.1.2, 15.1.6
Rent on leasehold property

— see Other items of reckonable expenditu

Rent rebates 6.4, Chapter 15 A g
— background 15.1.1 - 15.1.2, \
— deductions 4.1.6, 6.10.2 Q
— responsibilities 15.1.6 — 15 4"
— statutory background 1,9, 4. .1.3-15.1.5

subsidy 13.10

|
[95]
c
o
L.
Q.
~<
=
ot
S
jamg
©)

5.9.6, 6.10.6

transitional measu

see also Specified allowances

Rent restructuring 8.4 — 8.5
— limit rents 15.2.8
— treatment of service charges 8.26 — 8.30
Rent to mortgage leasehold
— dwellings for HRA subsidy purposes 22.6
— service charges 5.2.5 - 5.2.6, 9.6
Rental income 5.1, Chapter 13 Annex B
— accounting for 5.1.8

— budgeting for 5.1.5 - 5.1.7
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HRA subsidy 5.1.9 - 5.1.11, 13.8

rent setting powers 5.1.1 - 5.1.4

— surplus 1.10

see also Guideline Rents

see also Rent Rebates

Reserved receipts
— qualifying disposals 11.18, 16.1.7
Retirement benefits
— accounting practices 2.5.5, 4.2.9
— definition 2.2.20
Right to buy leaseholds
— service charges 5.2.5 = 5.2.6

S
Service charges 5.2, 8.25 — 8.30
budgeting and accounting for 5.2.1 = 5.2.4

— phased unpooling 8.31 — 8.35
— right to buy and rent to mortg x.Z.S -5.2.6,9.6

— statutory background 1.5, Chapt

— treatment under rent restru¢turing

— see also Rent rebate s@bsid tation

— see also Rent r
Set aside 2.3.1, 5.3.3
debt free authoritie§ 2.3.7 - 2.3.8

— see also Admissible set aside
— see also HRA set aside
— see also Minimum Revenue Provision
— see also Pooling of housing capital receipts
— see also Voluntary set aside
Short-term leases 19.2.10
— for housing homeless households 6.3.1, 19.2.10
— statutory framework 4.1.6
Special determinations 20.44 — 20.48
— budgets 4.3.4 - 4.3.5
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end of year deficit 4.3.12

Major Repairs Allowance 16.1.10
— PFI schemes 17.6
Recoupment of HRA subsidy 20.42, Chapter 20 Annex B

transfer of stock 11.27

transitional measures scheme 21.1.17
Specified allowance
— rent rebate transitional measures 5.9.6, 6.10.6
Statement of Recommended Practice 2.5.4, 4.2.18
Subsidy Capital Financing Requirement 7.1.4, 16.1, Chapter 16 Annexes A and B
— charges for capital 16.2.2 — 16.2.3, Chapter 16 Annex D
— interest on receipts Chapter 16 Annexes E and F
— transfers and disposals 11.5, 11.23 - 11.27, Chapter X A
Supplementary Credit Approvals

— ALMOs Chapter 3 Annex A
— transfer of stock 11.18, Chapter 11 “I\Q
— see also Opening HRA CFR \
— see also Subsidy SCFR
Supported borrowing 3.2.6
— allocation 3.2.12, O

— ALMO Chapter 3 Anne

xpenditure (revenue)
e (revenue) (SCE(R)) 3.2.6
16.1.9 - 16.1.10, Chapter 16 Annex C

Supported capital expend
— HRA specified amo
— significant stock changes 11.18
— subsidy CFR 16.1.3, Chapter 16 Annex A

T

Tenant’s improvements

— right to compensation for 6.1.8 - 6.1.10
Transfers and disposals of property Chapter 11

— see also Large scale voluntary transfers

— see also Appropriations
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Transfers between General Fund and HRA 4.2.28 - 4.2.29
— accounting for Chapter 4 Annex B
— end of year deficit 4.3.12
— end of year surplus 4.3.13
— Item 8 debit 6.8
— Item 9 credit 5.9
— Item 10 credit and debit 5.10.2, 6.10
— Housing Repairs Account 5.6, 6.6, Chapter 9
— Major Repairs Reserve 4.2.21, 5.8.12 - 5.8.14, 7.2.10 - 7.2.15
— statutory background 4.1.3 - 4.1.9

— transitional measures scheme 21.1.1 = 21.1.19

U
Unsupported borrowing 3.2.4

— Minimum Revenue Provision Chapter 2 Annex
Usable capital receipts 2.3.4 — 2.3.5, 3.3.8
— accounting for Chapter 4 Annex B M
— definition 3.2.2 \
— interest earned on 5.8.5 Q
: O

Voluntary set aside

— see Mid-year H

W

Welfare services
— accounting for 6.1.2 — 6.1.3
— statutory framework 1.4, 4.1.5, Chapter 4 Annex A
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Consolidated Rate of Interest (CRI), calculation of the — Chapter 7 Annex F
Guideline Rents for 2004-2005, calculation of — Chapter 18 Annex A

Housing capital receipts — in-year recalculation of subsidy CFR for 2004-05 and
2005-06 — Chapter 11 Annex A

Housing Revenue Account Subsidy — worked examples — Chapter 13 Annex C
HRA share of discounts, calculation of — Chapter 5 Annex B

HRA share of premiums — Chapter 7 Annex E

HRA Subsidy — charges for capital, calculation of — Chaptéx 16 Annex D

HRA Subsidy — interest on receipts, calculation of — Ché @ Annex E

HRA element of supported capital expenditure ( calculation of —

Chapter 16 Annex C

Item 8 Credit, calculation of — Chaptgr AA\

Item 8 Debit, calculation of — e \ex A

Mid-Year HRA Capital Financi e ment, calculation of — Chapter 7 Annex D
Subsidy Capital Financiag Requisement (SCFR), calculation of — Chapter 16 Annex A

Opening HRA nding Requirement, calculation of — Chapter 7 Annex C
Overhanging debtjgalculation of — Chapter 11 Annex B

Rent rebate limitation deduction from rent rebate subsidy 2004-2005, calculation of
— Chapter 15 Annex A
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