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1. Recommendations

1.1 Itis recommended that Housing, Homelessness and Fair Work Committee:
1.1.1 notes the outcome of the annual budget consultation;

1.1.2 notes the proposed £2.5 billion ten-year investment programme to deliver
Council commitments, including 10,000 new affordable homes;

1.1.3 notes that the cost of achieving net zero carbon in Council housing by 2030
has been built into the business plan and;

1.1.4 notes the risks to the delivery of the HRA budget strategy set out at 4.31 and
the mitigating actions.
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Housing Revenue Account (HRA) Budget Strategy
(2020-2030)

Executive Summary

2.1

2.2

2.3

2.4

This report sets out an ambitious HRA Budget Strategy to deliver £2.5 billion
investment in building and improving Council homes to deliver Council
commitments on affordable housing and net zero carbon by 2030. Capital
investment will be accompanied by improvements in how we deliver housing
services to increase customer satisfaction. The Strategy is aimed at reducing
tenants cost of living, with below inflation rent increases and service charges frozen
for the fifth year in a row.

Capital investment has more than doubled over the last five years and is expected
to more than quadruple over the next five years as we meet the 20,000 homes
target and increase investment in existing homes. A fabric first approach for new
build and existing homes that minimises the requirement for energy use will reduce
costs for tenants. The Budget Strategy also includes a carbon innovation fund
starting in 2021 to trial innovative technologies, approaches to retrofit and support
carbon offsetting.

The HRA Budget Strategy presented in this report will enable wider area
improvements; including the regeneration of Granton Waterfront, Pennywell,
Craigmillar, Meadowbank, Fountainbridge, Powderhall and Wester Hailes.

The major risks to the delivery of the strategy and mitigating actions are set out at
section 4.31 of the report. The alignment of investment priorities identified through
budget consultation, savings identified through the Housing Service Improvement
Plan (HSIP) and a wider review of the debt portfolio has resulted in a further
reduction in the deficit to £22.7 million, postponing it by a further 11 years
(2034/35). Committee is asked to note the outcome of the budget consultation
process and the proposed strategy.

Background

3.1

On 21 March 2019, Housing and Economy Committee approved the 2019/20 HRA
capital programme for investment of £108.954 million in new homes, existing
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3.2

3.3

3.4

homes (including external fabric and estates) and services. This was the largest
annual capital investment programme to date in Council homes.

On 6 June 2019, Housing and Economy Committee received an update on the
HSIP. The report set out the approach to redesigning the Housing Service with a
specific focus on developing more effective and responsive services for customers.
The approach to improvement complements the significant planned investment in
tenants’ homes and estates, whilst significantly improving customer satisfaction,
operating performance and reducing costs. A further update is set out in a separate
report to this Committee.

On the 14 May 2019, Corporate Policy and Strategy Committee approved the
Council’'s Sustainability Approach, which included Edinburgh working towards a net
zero carbon target by 2030, with a hard target of 2037. In response to this the
Housing Service has commissioned two separate pieces of consultancy work on
options to achieving net zero carbon across the Council’s new build housing
programme and the Council’s existing stock. The Council’'s approach to achieving
zero carbon in Council housing is set out in a separate report to this Committee.

On 29 August 2019, Housing Homelessness and Fair Work Committee considered
a report on the HRA budget strategy and agreed to seek tenants’ views on the
budget strategy, what has been achieved to date, priorities over the next five years
and tenant experience of services and potential service improvements.

Main report

4.1

4.2

4.3

The HRA manages the income and expenditure for the Housing Service. The
Housing Service is entirely self-financing and receives no funding from the General
Fund (GF). The annual revenue budget of c.£100 million is almost exclusively
funded from tenants’ rents (95%), with the remaining 5% coming from service
charges. The annual capital investment programme is funded through a
combination of prudential borrowing, Scottish Government grant funding and
reserves.

The HRA budget is prepared annually following the review of the 30-year HRA
Business Plan and the Capital Investment Programme and is approved by Council
following consultation with tenants. This report sets out the policy direction that
underpins the one-year budget, draft five-year capital programme and 30-year plan
that will be presented to the Council on 20 February 2020. Appendix 1 sets out the
HRA Business Plan and budget setting process.

Consultation and Engagement

The budget strategy is informed through an extensive programme of consultation
and engagement with tenants. This includes regular surveys to assess customer
satisfaction with the service, focus groups to enable in-depth exploration of key
issues, tenant panels, tenant led service inspections and scrutiny, resident and
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4.4

4.5

4.6

4.7

4.8

4.9

community meetings and an annual budget consultation which is co-designed with
tenants.

Over 80% of tenants who responded to previous consultations told us that they
supported the investment plan, funded by a 2% rent increase, identifying the
following priorities to be delivered over a five-year period:

4.4.1 building new affordable homes;
4.4.2 investing in making existing homes easier and cheaper to heat; and

4.4.3 reducing the cost of living through the delivery of a variety of different
services, including an energy advice service, a tenant discount scheme, low
cost broadband service and community food growing.

Subsequent budget consultations have confirmed support for the key priorities,
including support to increase rents beyond 2%, if priorities could be delivered more
quickly. In 2019/20 around 81% of tenants said they supported the key priorities
but, alongside support for capital investment, tenants prioritised investing in
improving core housing services, such as day to day housing management, and
repairs and maintenance of Council homes, as well as the wider estate
management. This resulted in a scaling up of investment in existing and new
homes (35% increase on previous year), as well as responding to tenants’ requests
to prioritise improvements in core services through a three-year Housing Service
Improvement Plan.

This year’s consultation has generated a similar profile of responses with
respondents supporting the need for more affordable homes and investment in
existing homes and estates. When asked what area of the service needed
improvement almost half of all comments were linked to the repairs service. The
focus being on improving the ways to report repairs, appointment times, the speed
and quality of repairs and how complaints are handled when an issue arises.

The majority of respondents (60%) were in favour of removing rent free fortnights to
more closely align with monthly Universal Credit (UC) payments and salaries for
tenants in employment. Scheduled rent payment dates for the annual rent charge
will be spread over the full year (as of 1 April 2020) instead of 48 weeks to help
tenants’ budget better, avoid getting into debt, and manage the monthly UC
payments.

Delivering the Strategy

The 2020/21 HRA Budget strategy supports the delivery of £2.5 billion investment in
homes and neighbourhoods over ten years that aims to build more homes,
modernise existing homes and neighbourhoods and transform frontline services to
tackle inequality and reduce tenants cost of living. Capital investment has more
than doubled over the last five years and is expected to more than quadruple over
the next five years.

Work is well underway to accelerate the delivery of affordable housing in the city
and to achieve this Council’s commitment to build at least 10,000 social and



4.10

411

4.12

4.13

4.14

affordable homes over five years (by 2022), with a plan to build 20,000 by 2028.
This year’s plan also assumes that house building will continue beyond the ten-year
commitment, with an additional ¢.2,000 homes delivered over the Business Plan
period. The first two years of the commitment saw a record number of homes
approved (3,101 homes) for social rent, mid-market rent and low-cost home
ownership; an almost 25% increase on the average approvals achieved over the
last five years. Approvals this financial year (2019/20) are expected to reach 1,700
homes. The SHIP 2020-25 has identified a pipeline of 6,766 affordable homes over
the next five years with opportunities to accelerate and bring additional approvals
through a ‘Build to Rent’ pipeline, which also being considered by this Committee.

The budget strategy includes nearly £2 billion investment in new Council homes
over ten years. This will fund the delivery of around 5,000 Council homes for social
rent, as well as supporting the development of mixed-use sites and large-scale
regeneration of Granton; one of Europe’s biggest Waterfront regeneration projects.

In 2018 the Council established ‘Edinburgh Living’ Limited Liability Partnerships to
own and manage homes for mid rent and market rent. The LLPs are a public sector
partnership with the Council holding a 99% stake in the partnership. Our partner in
Edinburgh Living is the Scottish Futures Trust. Over the past year, Edinburgh
Living has purchased over 100 homes for mid rent from the Council. Over the next
two years, it is anticipated that the Council will develop over 400 homes for
Edinburgh Living.

The HRA Business Plan assumes investment in existing homes and
neighbourhoods of around £20,000 per home over the next 15 years. Almost half of
Council homes are in mixed tenure blocks, which means the cost of repairing and
improving the externals and common areas of blocks is shared with owners. A
detailed business case will be considered at Finance and Resources Committee in
early 2020 to establish a mixed tenure delivery team and revise the Scheme of
Assistance to support owners to invest in their homes.

One of the key priorities for tenants coming through the consultation is improving
the look and feel of homes beyond their own front doors. This includes both the
common areas within stairs and also out into their estates. Improving the standard
of external environment around Council homes is one of the key workstreams within
the HSIP. The external environment workstream will be broad in scope and will
consider not only improvements to the housing element of the service but also look
at opportunities for integration with other Council services such as waste and
transport. The detailed scope of projects is currently being finalised, but it is likely
to consider the future approach to capital investment in Neighbourhood
Environmental Projects, delivery of services such as stair cleaning and estates
clearance, community initiatives, use and maintenance of open areas.

A door entry installation programme is already underway, around 200 blocks will be
upgraded in 2019/20. In addition to this, small scale upgrades, where owner
consent is not required to take forward works, will also be undertaken in early
2020/21, including stair painting, upgrades to flooring and improved lighting in
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common stairs. The detail of this will be set out in the 2020/21 Capital Investment
Programme report to this Committee in March 2020, following consultation with
tenants and elected members.

Making homes easier and cheaper to heat remains a key priority for tenants. Over
half of homes have benefited from energy efficiency measures over the last five
years (including 4,400 new heating systems; 3,200 homes insulated; and 2,700 new
windows and front doors). All Council homes need to meet Scottish Government’s
Energy Efficiency Standards for Social Housing (EESSH) by December 2020. At
the end of 2018/19, 67% of Council homes met this standard; a 23% increase on
2017/18 levels.

Almost 70% of social housing in Edinburgh (both Council and housing association
homes) has an energy efficiency rating of either EPC B or C; significantly higher
than the private rented (51%) and owner occupier sectors (47%). In addition to this,
Edinburgh also has the third lowest percentage (23%) in Scotland for social housing
households in fuel poverty.

It is anticipated that almost 90% of homes will meet EESSH 1 by December 2020.
Where possible, the remaining homes will be held in temporary exemptions.
Investment to date, coupled with the decarbonisation of the grid, has resulted in a
65% reduction in carbon emission of Council homes since 2005.

The 2020/21 Budget Strategy factors in the cost of delivering the ambitious
EESSH2 (EPC B) and the Council’s net zero carbon commitment by 2030.
Achieving EESSH 2 will be challenging especially for ‘hard to treat’ buildings and
mixed tenure blocks with a need to pilot new and emerging technologies. The
Business Plan includes a carbon innovation fund starting in 2021 to trial innovative
technologies, approaches to retrofit and support carbon offsetting to ensure Council
homes will be carbon neutral by 2030.

It is anticipated that the cost associated with delivering carbon neutral homes will
reduce over time as technology develops and industry responds to increased
market demand. Initiatives supporting energy efficiency and behaviour change are
also important and can have a significant impact on how people use energy in the
home, which can help lower fuel bills, tackle fuel poverty and reduce carbon.

With this scale of investment in homes and neighbourhoods, it is essential that the
Housing Service is working as efficiently as possible to maximise the benefits to
tenants and the wider city, whilst ensuring rents remain affordable. The three-year
Housing Service Improvement Plan (HSIP) sets out an approach to redesigning the
Housing Service with a specific focus on developing more effective and responsive
services for customers. Progress with delivering the HSIP will be reported to
committee on a six-monthly basis. A progress update is set out in a separate report
to this Committee.

In addition to the HSIP, new services have been introduced that tenants felt would
help reduce their living costs and improve the overall quality of the Housing Service.
This includes a dedicated energy advice service, tenant discount scheme and a
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housing apprenticeship programme targeted at tenants and their families. A
broadband programme is also in development, with phase one focusing on securing
super-fast, reliable fibre infrastructure to Council homes, at no cost to the Council or
tenants. There is also an annual campaign to recognise and reward tenants and
residents who support their neighbours and look after their communities.

Funding the strategy

The HRA Business Plan sets out planned investment of £2.5 billion over the next
ten years. This investment is funded from capital receipts, prudential borrowing,
capital funding from revenue and Scottish Government subsidy for new social
rented homes.

This investment will be taken forward alongside a service improvement programme
that will deliver improvements and cost efficiencies of around 10% of operating
expenditure by 2022/23. The investment required to make these necessary
improvements has been factored into the Business Plan and progress is reported to
Housing, Homelessness and Fair Work Committee every six months.

Rent collection performance improved significantly during the last financial year with
year-end performance showing a 7% (c.£450,000) reduction on current arrears,
when compared to 2017/18. This is even more positive, when compared to the
national picture; where the overall trend was for landlords to be reporting an
increase in arrears.

However, the overall context for income collection is one of financial challenge for
tenants managing their household budgets, with changes in benefits such as UC
and also the impact of low income and zero-hour contracts. The Business Plan
therefore assumes that rent arrears will increase with an estimated loss of £9 million
income over the five years following UC roll out to mitigate the impact of welfare
reform on tenants.

It is expected that between 70-80% of households each year will receive some
assistance with their rent charges through Housing Benefit or the housing element
of UC. Almost all of these tenants would be entitled to an increase in their benefits
to cover any increase in rent charges, subject to there being no other changes in
their household circumstances that would alter their overall entitlements.

For the last four years, rents have increased by 2% which is below average inflation
of 2.1%. Private rents have increased by an average of 4.9% a year, while local
authority landlords’ average rent has increased by 2.9% a year and average
housing associations’ rent has increased by 2.5% a year over the same period.

The proposed rent increase of 2% for 2020/21 would mean an average increase of
between £1.73 for a one bedroom flat and £2.53 for a four-bedroomed house per
week in 2020/21. Any increase in rent should be offset by a reduction in the cost of
living through investment in new services and investment in existing homes, for
example, reducing energy costs. Support is available to tenants who face difficulty
paying rent. No home will be repossessed, as long as, the tenant engages with the



Housing Service and a reasonable repayment plan is agreed and maintained to
manage arrears and late payments of rent.

4.29 For the fifth year running the Business Plan assumes no increase in fees and
charges to tenants. These include charges for stair cleaning, furnishing and heating
where included as a service charge. Not all of these charges are covered by
housing benefit. Freezing these costs has a direct benefit to the majority of tenants.

4.30 Aring-fenced contingency was established in 2017/18 to mitigate the impact of

further decreases in income and/or unexpected increases in expenditure. The

contingency reserve is projected to be £4.5 million at the beginning of 2020/21,
rising to 10% of annual income by year eight.

Risks to the Business Plan

4.31 The top five risks to the Business Plan are set out in the table below:

Risk

Mitigation

Mixed Tenure: Over half of Council
homes are in mixed tenure blocks
where the Council shares
responsibility for the repair and
maintenance of common areas with
home-owners and private landlords.
Owners may not have the funds to
invest at scale in their homes, delaying
or limiting investment to Council
homes in these blocks.

The Mixed Tenure Improvement Strategy’s
workstreams are under development, including
establishing a mixed tenure delivery team, revising
the Scheme of Assistance to provide more practical
and financial support options to owners and
landlords. A business case will be reported to
Finance and Resources Committee in early 2020.

The delivery of strategic acquisition and disposal of
homes continues to achieve block consolidation.

Reduction in rental income: Rental
income collection falls below the
assumed level in the Business Plan,
due to welfare reform and the
implementation of Universal Credit Full
Service (UCFS).

Migration and direct payment processes for UC Full
Service have been improved, which allows the
Council to work with tenants at the earliest
opportunity to arrange secured rental payment
methods. Further work is continuing to promote
Direct Debit as default pay method.

Based on the outcome of the budget consultation,
rent free fortnights will be removed to more closely
align with monthly UC payments and salaries for
tenants in employment. This should help tenants’
budget better, avoid getting into debt, and manage
the monthly UC payments.

Reduction in costs efficiencies: The
financial efficiency savings assumed in
the latest Business Plan do not

materialise, thus deepening the deficit.

The HSIP aims to reduce operating expenditure by
10% to mitigate the deficit and return the Business
Plan to a positive balance. The programme is
projected to achieve more than double the in-year
savings target.

Any shortfall in efficiency saving would have to be
mitigated through a combination of increases in
income, a re-phasing or reduction in planned capital
investment, and/ or reduced services to tenants.




4.32

4.33

The increase in new build construction
and development costs (workforce,
materials etc.) could be higher than

Increasing capital investment costs:

Build cost inflation assumptions are reviewed
annually based on market intelligence. The business
plan includes a prudent average annual increase of
4.4% over the next 5 years. Comprehensive review

anticipated due to wider economic
uncertainties as the UK withdraws
from the European Union. Land costs
for housing development is also
increasing due to competition in the
open market for land acquisition.
There are additional cost implications
associated with meeting new
sustainability targets.

of Design Guide is ongoing to increase
standardisation and efficiency of design approach.
The known costs for achieving a 50% reduction in
household emissions by 2030 have been factored
into the 30-year Business Plan as well as the
establishment of a carbon innovation fund by 2021 to
trial innovative technologies, retrofit approaches and
explore carbon offsetting to ensure Council homes
are carbon neutral by 2030.

Reduction in customer satisfaction
and performance: Operational
improvements and service efficiencies
are not delivered/ sustained, resulting
in growing customer dissatisfaction,
and loss of confidence and support
from tenants and elected members.

A HSIP was approved in February 2019 with an aim
to improve customer satisfaction, operating
performance and reduce costs over the next three
years.

Progress is monitored monthly to Corporate
Leadership Team and bi-annually to Housing,
Homelessness and Fair Work Committee (June 2019
and January 2020).

In addition to the mitigations set out above, the Business Plan assumes a £4.5
million contingency fund will be built up by the end of this financial year, rising to
£15 million by 2027 to ensure the continuation of the investment programme, even
with an unexpected reduction in income or increase in unplanned expenditure.

All risks are kept under review and significant changes will be highlighted to the
Housing, Homelessness and Fair Work Committee, Finance and Resources
Committee and Governance, Risk and Best Value Committee.

Next Steps

5.1

5.2

5.3

The five-year HRA Budget Strategy 2020/21 to 2024/25, draft 2020/21 capital
budget and five-year capital investment programme will be presented to Finance
and Resources budget committee meeting for approval in early 2020.

Consultation on the detail of the 2020/21 Capital Programme will be carried out with
members in early 2020. This will inform the 2020/21 Capital Investment Programme
report which will presented to Housing, Homelessness and Fair Work Committee for
approval in March 2020.

A six-monthly update of the HSIP will be provided to Housing, Homelessness and
Fair Work Committee in June 2020.



Financial Impact

6.1

6.2

6.3

6.4

6.5

The 2019/20 Business Plan projected a £75.6 million deficit between 2022/23 and
2032/33. The Business Plan is reviewed annually and is rolled forward based on
the previous year’s outturn and approved rent levels. The key assumptions were
updated in the summer prior to the 2020/21 budget consultation. The net impact of
the updates, reported to Committee in August 2019, was positive with the deficit
reducing by 20% and starting one year later in 2023/24 instead of 2022/23.

The positive change was primarily the result of a reduction in borrowing costs and
an increase in rental income due to the introduction of new rent payment methods.
However, these positive changes were offset by an increase in build cost inflation.
Build cost inflation assumptions are reviewed annually based on market
intelligence. Latest projections estimate a 4.4% inflationary rate over the next five
years.

Further work to check and refine key assumptions has been undertaken since
August as well as, the alignment of investment priorities identified through budget
consultation with tenants and members. Capital investment programmes have also
been reviewed to reflect the Councils net zero carbon target by 2030.

The HSIP aims to deliver a 10% reduction in expenditure (£11.2 million) by
2022/23. The investment required to make the necessary improvements has been
factored into the HRA Business Plan and will be reviewed annually. A savings
target of £1.2 million was identified for 2019/20. Actual savings are estimated to be
more than double the target (£3.4 million) following a review of in-year debt
management. This was part of a wider review of the debt portfolio, which has
resulted in a positive material change in debt servicing costs going forward.

The overall impact of the changes has resulted in a further reduction in the deficit to
£22.7 million, postponing it by a further 11 years (2034/35).

Income vs. Expenditure
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6.6

A ring-fenced contingency was established in 2017/18 to mitigate the impact of
further decreases in income and/or unexpected increases in expenditure. The
contingency reserve is projected to be £4.5 million at the beginning of 2020/21,
rising to 10% of annual income by year eight.

Stakeholder/Community Impact

7.1

7.2

7.3

7.4

7.5

7.6

7.7

Each year the views of tenants are sought on the HRA budget strategy, investment
plan, service improvements and associated rent levels. The approach to engaging
tenants on the budget is reviewed annually by a working group of tenants and
officers, the Rent Matters Working Group (RMWG).

Tenants have consistently indicated strong support for building new homes,
improving homes and services and stable and affordable rents.

Consultation on the 2020/21 budget took place in 2019. Tenants were asked to
comment on what has been achieved to date, what has worked well and not so
well, and to establish priorities going forward to ensure the Housing Service is
delivering an effective, quality service that is value for money to its tenants. The
consultation also included a proposal to change to the current charging periods
from 2020/21 to more closely align with monthly UC payments and salaries for
tenants in employment.

All tenants were sent information on the budget proposals through the tenant
newsletter. Over 30 tenant organisations received information packs and 230
individual Tenant Panel members received information either by email, text or letter.
Events were held in the localities, including sessions of street-canvassing across
the city. Responses were received on line and via email, social media, from
postcards, cut outs from newsletters and local events

The budget plan was also discussed at a meeting with the Edinburgh Tenants
Federation on 20 November 2019. Officers presented the approach, key
messages, consultation questions and results to date.

In addition to the annual rent consultation the Housing Service is in regular contact
with tenants and has a wealth of information on tenant satisfaction and priorities
from a variety of sources. The Housing Service carries out an annual survey of
over 1,000 tenants, as well as, regular focus groups looking at specific topics and
various short life working tackling certain issues. Housing officers are now offering
annual conversations with each tenant within their patch.

Tenant engagement is being further expanded and enhanced through the HSIP.
Ongoing dialogue will help to keep tenants and staff onboard with the change
programme and will ensure they are involved in all aspects of shaping
improvements. To facilitate this, the focus group programme will be expanded, with
groups to be held regularly with tenants and staff.
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Appendix 1 — Annual Business Planning Process

Review 30 year Business
Plan assumptions

Consult all tenants on
budget priorities

Feedback to and input
from elected members
on budget priorities

Develop 1 year and 5
year capital investment
programmes

H HF&W approve the
strategy and policy
framework

Council approve the 1
year and 5 year budgets
after F&R committee
consideration

Develop detailed annual
capital budget with
input from elected

members

Report detailed 1 year
capital budget to
committee for approval

Monthly performance
monitoring meetings
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