Defend Council Housing Briefing on ‘Self-financing of council housing services: Summary of findings of a modelling exercise’ (DCLG March 2008)
“We are talking about the major repairs allowance across the country being 40 per cent short of what most people would estimate is a minimum investment need over 30 years” (Steve Partridge, Housing Quality Network consultant supporting the review group, Inside Housing 14 March 2008).
The two key points to emerge from this report are:

a) that the current system for financing council housing is not viable in the long term, with allowances set well below the minimum investment need; and

b) an admission by the government that they are taxing tenants’ rents and will continue to do so by an increasing amount each year.

The report is the result of a modelling exercise carried out by six councils and the Department for Communities and Local Government to test whether it would be possible for councils to leave the national subsidy system and become self-financing. The DCLG announced the exercise in June 2006 following increasing pressure from tenants, councils, unions and MPs to change the present unfair system of financing council housing. The six local authorities who took part in the exercise did not just go along with the government’s proposals but also came up with proposals of their own, which are discussed by the report.
The government demanded that the councils model their figures on an unrealistic ‘financially neutral’ basis - using the same assumptions which they would have to live with under the subsidy system. As a result the exercise demonstrated that self-financing on this basis, like the existing system, was completely non-viable:

“the business plans for all authorities indicate they need a level of investment over 30 years which is higher than the spending needs assumed in the HRA subsidy system. In other words, their plans for basic sustainability would not be deliverable within the HRA subsidy system if current policies are maintained.
…the underlying cause relates to future funding problems that have their roots in the current levels of subsidy and the assumptions made about the system in the future. It is not a self-financing problem; rather it is a general problem which the self-financing exercise has highlighted”
According to Steve Partridge of the Housing Quality Network, the report identifies that current allowances “undercuts basic investment needs by 43 per cent over 30 years” (Inside Finance, March 2008)

The report also shows that one of the reasons for the starvation of funds to council housing is because government is robbing tenants and this is set to increase. 
“The HRA subsidy system has, apart from internal redistribution, usually been a net consumer of Government funds. Calculations now suggest that it is reaching a turning point. Our forecasts show that if current assumptions about rents and allowances are maintained, the HRA will generate a surplus and that this will increase in size over the coming years.”

The report shows that even councils presently receiving subsidy will soon be in negative subsidy. The amount which each council tenant will be paying to the government in 30 years time will vary from a couple of hundred pounds a year in a small number of cases to over £4000 a year in presently debt-free councils. 
However, the six local authorities clearly didn’t just go along with the government’s proposal but also came up with ideas for genuine solutions which would create a sustainable long-term future for council housing, in a pooled system or out of it. 

As well as showing up the problems in the current system, then, the report also demonstrates a sensible way out: raise allowances within the whole system to sustainable levels (8.1); separate out existing supported debt (7.9); set up ‘long-term borrowing agreements’ within the concepts of prudential borrowing to provide long-term stability for public finances while enabling authorities to make use of the extra resources provided (8.5); ensure that the local ring-fence operates effectively so that money cannot be siphoned off to subsidise council tax payers (6.3.1); and then finally allow those who want to become self-financing to do so, providing extra resources within the settlement to reflect the transfer of risk from central to local government (9.5).
Other Key Points

Councils in negative subsidy are sometimes tempted to complain that their money is going to help councils in other areas. Whereas the true picture is that even councils presently in receipt of subsidy will have to pay out negative subsidy in a few years time. The report shows that Hounslow, a London borough with a current debt of £231m, will be in negative subsidy by 2010/11. Even Sheffield, with one of the biggest debts at £550m, will be in negative subsidy by the end of the 30-year period.
The local authorities who took part in the exercise argued that their business plans should be funded at a sustainable level based on need not on existing subsidy projections. They argue that this would bring improvements such as increasing the supply of new affordable housing; better planning and more local accountability; including scope for more efficiencies. 
The various benefits identified in the report (including the provision of new supply to be financed through a mixture of “receipts, revenue and borrowing”) are related to increased resources and/or more stability (knowing what your income and expenditure are going to be over 30 years rather than changing annually). It is not necessary to become self-financing to achieve these benefits; increased resources and more stability could easily be delivered within the existing pooled regime. 
“As the modelling within the project has indicated that current allowances within HRA subsidy system are insufficient to sustain stock in the long term, a neutral settlement which is sufficient to make self-financing affordable would require prior uplift in the level of allowances for all councils.”

The report demonstrates that the government’s concept of self-financing is not equitable with stock transfer for a number of different reasons. Apart from a small difference in the level of risk-transfer (from one part of the public sector to another compared with the transfer of risk to the private sector) the report does not attempt to justify this difference but instead shows that it would not be acceptable.
The report also provides a detailed suggestion on future borrowing controls. There is no reason why this same concept could not be used to help authorities staying within the system but receiving extra help (whether in the form of revenue support, increased allowances or debt write-off) to limit and control the extent of extra  prudential borrowing the authority took on. It would be a complete answer to the government’s current excuse that it cannot reduce historic debt because it would mean public borrowing spiralling out of control. 
Finally, the report makes it clear that the recent review of the subsidy system has been announced by government in the context that it needs to tackle these projections of chronic underfunding. As Steve Partridge says:

“There’s a persistent national funding problem for the existing council stock which the decent homes standard hasn’t solved. This is not going to go away…solving the funding problem for self-financing is therefore the same thing as solving the funding problems within the subsidy system. Hence the subsidy review…And what of tenants in this debate? Their rent is already a tax. And while most would sign up to the idea of taxation distributing money from the well-off to the vulnerable, what kind of tax is it that distributes income away from vulnerable people?... the money looks like it might already be there after rent convergence. The case is compelling; now it’s up to those running the subsidy review to deliver. Tenants should be entitled to nothing less.” (Inside Finance, March 2008)
