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The attached report summarises the current position on the HRA in respect of both 2003/04 and 2004/05 including the forecast closure of the HRA as at 31 March 2005. 

Recommendations:

It is recommended the Executive notes:

1. That the HRA balance as at 31 March 2004 is forecast to be £3,037,216 though subject to audit.

2. That the HRA balance as at 31 March 2005 is forecast to be £3,234,000.

3. That the balance at 31 March 2005 will transfer to the General Fund subject to the consent of the ODPM to the closure of the City Council’s HRA as at that date.

4. The position on closure of the HRA and that a further report will be brought to the Executive later in the budget cycle.
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HOUSING REVENUE ACCOUNT ESTIMATE 2004/05

1. INTRODUCTION

1.1 In July 2004 (Report FS17/04), the Housing Revenue Account (HRA) balance as at 31 March 2004 was reported to stand at £3,037,216 based upon the pre audit closure of accounts.  The audit of the 2003/04 accounts is due to be finalised later this month although the audit of the final 2003/04 subsidy claim does not have to be completed until 31 December 2004.

1.2 The final audited position as at 31 March 2004 may therefore not be known for some weeks.  However, the balance as at that date is not anticipated to be less than the figure of £3,037,216 reported above.

2.
HOUSING REVENUE ACCOUNT 2004/05
2.1 The HRA remains open in this financial year although by now very little activity is expected to be passing through the account.  Because the account is still open, it will attract a notional interest credit.  A small amount of HRA subsidy is also anticipated in respect of prior year debt repayments.  Appendix A sets out the summary HRA for 2004/05.  The balance at 31 March 2005 as set out in the Appendix is forecast to be £3,234,000.

3.
CLOSURE OF THE HRA

3.1 The HRA is scheduled to be closed as at 31 March 2005.  Since the last report to the Executive in July 2004, the 2002/03 subsidy claim has been finalised by the ODPM.  This is a key requirement in the closure process at it relates to the financial year in which the transfer to Carlisle Housing Association took place.  The 2003/04 claim is, as mentioned above, currently being audited with a deadline of 31 December 2004.  While this claim too will have to be finalised by the ODPM prior to closure of the HRA, by its very nature it will be a much less difficult claim than that which pertained to 2002/03.

3.2 The ODPM is aware that the City Council intends to close its HRA at 31 March 2005.  It will be writing formally to the authorities involved, including this one, after 31 December 2004 when any outstanding subsidy issues should have been resolved.

3.3 Meanwhile the remaining financial issues involving Carlisle Housing Association and the City Council are being settled.  Due to budget and other pressures the process has taken rather longer than was originally anticipated but regular meetings between officers of Carlisle Housing Association and the City Council are gradually reducing the remaining areas of concern.  A further report will be brought to the Executive when these issues have been finalised.  Most of these issues have been provided for in closing the accounts for 2002/03 and 2003/04, the only exception being the resolution of the amount due under the Major Repairs Allowance, which is not expected to have a significant impact.

3.4 Appendix B discusses the current level of the HRA balance.  In particular it sets out the reasons why the HRA balance is now forecast to be well above the £1.5m that was thought at the time of LSVT as being required to meet the additional benefit costs arising in the three years following the transfer.

4. RECOMMENDATIONS

It is recommended the Executive notes:

4.1 That the HRA balance as at 31 March 2004 is forecast to be £3,037,216 though subject to audit.

4.2 That the HRA balance as at 31 March 2005 is forecast to be £3,234,000.

4.3 That the balance at 31 March 2005 will transfer to the General Fund subject to the consent of the ODPM to the closure of the City Council’s HRA as at that date.

4.4 The position on closure of the HRA and that a further report will be brought to the Executive later in the budget cycle.

ANGELA BROWN

Head of Finance

Contact Officer:
David Steele



Ext:
7288
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APPENDIX A

HOUSING REVENUE ACCOUNT 2004/05











 £000’s

Balance b/fwd 1 April 2004





   3,037

Interest on Balance






     137

HRA Subsidy 2004/05





       60








 

______

Forecast Balance 31 March 2005 to be 



£3,234
 transferred to the General Fund
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APPENDIX B

HOUSING REVENUE ACCOUNT BALANCE

1.
The target balance for the Housing Revenue Account (HRA) was always set at a minimum of £1m as at the end of the financial year in question.  This was deemed to be a prudent approach and the rent setting strategy was largely dictated by this financial consideration after allowing for committed growth, savings etc.   This advice was modified during the consideration of LSVT to aim for a target balance at transfer of £1.5m.  This was so that the additional rent allowance costs that would fall on the authority following the transfer could be met from the residual HRA balance before the Revenue Support data was able to pick up the City Council’s increased costs and reflect them in the annual grant settlement.  

2.
The original estimate for 2002/03 projected an end of year balance as at 31 March 2003 of £1.705m.  This was of course prior to the result of the LSVT ballot.  The revised estimate for 2002/03 of £2.877m, which was produced just before LSVT, was largely a product of ‘where we were’ rather than a conscious decision to budget for a particular level of balance.  At £2.877m it was actually not too far adrift from the £3.037m now reported as at 31 March 2004.  

3.
In the context of this exercise,  it is important to acknowledge there was a history in recent years of the final HRA balance coming in well above both the original and revised estimate as shown below:

Estimated HRA Closing Balances

Financial Year
Original Estimate

£000’s
Revised Estimate

£000’s
Actual

£000’s
Variation

From Revised Estimate

£000’s

1999/2000
1,898
1,734
3,321
+1,587

2000/01
   845
1,678
3,654
+1,976

2001/02
1,182
2,106
4,397
+2,291

2002/03
1,705
2,877
3,390
+513

2003/04
N/A
2,293
3,037
+744

Total

10,688
17,799
+7,111

4.
In general these variations were the result of a shortfall in expenditure rather than an excess of income.  Reductions in expenditure related mainly to underspends on repairs, both revenue and capital.  The latter saving had the effect that any revenue contributions to capital that had been included in the revised estimate were often not required at the end of the year.

5.
In this context it is not surprising that the prospective HRA closing balance is now well above the £1.5m target.  The situation in 2002/03 was especially difficult.  The long period following LSVT saw on the one hand £0.8m additional repairs passing through the HRA, offset by additional HRA subsidy, an extra DSO contribution and an additional rent arrears payment from CHA being credited to the HRA.  Furthermore the large increase in HRA right to buy receipts that the Council received in 2002/03, to say nothing of the subsequent preserved right to buy receipts, enabled the HRA to avoid any need to make a revenue contribution to capital in either 2002/03 or 2003/04.  This fact alone saved the HRA some £535,000 in 2003/04 as well as a smaller sum in 2002/03.

6.
The Council will need to take a view, based upon its own priorities, as to where it wishes to allocate any remaining balance on the HRA after it has been closed.  The sum of £0.9m has already been set aside as a Benefit Reserve to provide for any unforeseen commitments arising from the new benefit subsidy arrangements that came into force on 1 April 2004.

