HOUSING REVENUE ACCOUNT – ROLLING BASELINE BUSINESS PLAN MODEL

ANNEX B

1. The Baseline
1.1. The rolling Baseline Business Plan Model (BPM) is based on current approved plans (capital and revenue
budget approvals) and unavoidable “need to spend”, principally the expenditure required to reach and
maintain the Decent Homes Standard for the housing stock which is based on the Asset Management Plan
(AMP) included within the BP and stock condition and component lifecycle data held on the Keystone
system.
1.2. The Baseline BPM therefore includes provision for the 5-Year Investment Programme, as set out in the
AMP, and for a continuation of the programme to cover the continuing need to spend on component
replacement and other planned maintenance as set out in the AMP.
1.3. The Baseline BPM also includes provision for ongoing management and maintenance costs at the levels set
in the current revenue budgets. These costs are inflated using corporate assumptions for long-term CPI and
RPI.
1.4. The baseline also includes provision for income, principally from dwelling rents which are inflated in line
with government policy and the Rent Standard published by the Regulator of Social Housing.
1.5. The baseline provides for interest on debt, and a depreciation charge on the housing stock which is recycled
through the Major Repairs Reserve (MRR) to finance the planned capital expenditure. Previously it has
included no Voluntary or Minimum Revenue Provision to repay debt, though this is now being introduced to
ensure that new borrowing can be paid down during the lifetime of the underlying assets.
1.6. Forecast Right To Buy (RTB) sales are included in the baseline, which have the effect of reducing rent
income and reducing management and maintenance liabilities. Capital receipts from RTB sales, after
deductions covering costs of sales and a provision for repayment of debt, are payable to the government. A
proportion of the receipt (the “One For One” or “1-4-1” receipts) can be retained by the council for up to
three years to fund up to 30% of the costs of new affordable housing.
1.7. Capital expenditure in the Baseline BPM includes approved capital budgets for the Housing Delivery
Programme (made up of acquisitions, new build developments, and regeneration schemes) creating 289
new units. New council housing provided through this programme is assumed to be part-financed from RTB
One For One receipts or from Homes England grant, and as a consequence of the rent policy, to be let at
LHA-level rents. New build housing replacing stock demolished as part of regeneration schemes is assumed
to be let at existing social rent levels.
1.8. The rolling Baseline BPM is a snapshot in time of the 30 year financial forecast on the HRA. New capital
schemes will be added into the baseline as they come forward (in-year), are assessed both in terms of their
individual Value for Money (VFM) assessment but also their implication on the HRA overall. As such, the
rolling BPM is a live model and will be refreshed regularly. There are a number of schemes in development
including the Lakes Estate Regeneration, Mellish Court and The Gables, Cripps Lodge together with our
ambition to deliver 1,200 new homes by 2030. The investment pipeline is currently being reviewed and
prioritised. As the schemes move through assessment, internal governance processes etc., we will add
schemes into the BPM in-year (via Delegated Decision or Cabinet approval) or as part of the annual budget
setting process.
1.9. The Baseline BPM sees current housing stock of 12,071 increasing by the current approved capital budget
for new build and acquisitions of 289, a total of 12,360. These figures do not include the potential loss of
stock through RTB. For the purpose of modelling the potential financial impact of RTB in the business plan,

we have assumed potential RTBs across the business plan period of 950 units (based on an average of 32
units per year) however this is particularly difficult to predict in the current climate as we wait to see the
wider economic impact of COVID.
2. Previously Reported Position
2.1. The HRABPM was originally approved in January 2019 and the refresh of the draft Baseline BPM was
reported to Cabinet on 1 September 2020. At this time the model was still subject to final checks and an
independent review with an external consultant. At the time, the draft business plan model estimated that
the balance at the end of the BP period would be a surplus of £262m (and all debt repaid) and peak
borrowing of £244m as shown in the following graphs:
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3. Current Reported Position
3.1. The update of the rolling business plan model has been underway since September 2020 and this included
seeking an independent review of the model by an external consultant. We have also since taken further
advice on aspects such as the rates of inflation to use in our assumptions and had a workshop to stress test
the sensitivities within the plan.
3.2. The latest update of the rolling business plan shows that as in September 20, debt can be repaid over the
business plan period and the forecast surplus at the end of the period will be £110m (a reduction of
£147m), with peak debt at £282m (an increase of £38m), as shown in the following graphs. Whilst the
movement in the model may appear significant, the overall rental income across 30 years in the plan is
£2,482m (6% movement). Small changes in the business plan in a single year, can have a significant impact
over the BP period as these are then compounded by future years inflation assumptions. Some of the
movement is as a result of adding in additional costs to the budget both in revenue as part of setting the
Medium Term Financial Plan (MTFP) and into capital as schemes came forward and were approved in-year –
further detail on the movements can be found in Table 1 (section 4.1). These were set out in the draft
budget report presented in December 2020.
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4. Change in Baseline BPM
4.1. Several of the assumptions behind the BPM outputs have been updated to better reflect current and
forecast circumstances and expectations and as new pressures have emerged as part of setting the revenue
budget or new schemes have been added into the capital programme. The main updates can be
summarised as follows:
TABLE 1 – Core Planning Assumptions
Assumption
Old Baseline
Price inflation (RPI)
Rent inflation (CPI+1%)
Building inflation (BICS)
Interest Rate on
borrowing
Interest Rate on
balances
RTB sales (total not avg.)

New Baseline

(Average 30 year)

(Average 30 year)

3.00%
3.88%
RPI + 0.44%
2.5%

2.88%
3.83%
RPI + 0.46%
3.83%

0.8%

1.71%

31.13

32.35

Comment
Reduced to reflect current 0.5%
Reduced to reflect current 0.5%
Increase to offset RPI reduction
Starts at 2.5% but rising to 4.5%
over 20 years
Anticipating rise in later years
Increase reflects potential additional
sales of New Build stock

Assumption
Prudent Minimum
Balance
Provision for Voids
Provision for Bad Debt
Provision for Voluntary
Repayment of Debt
(VRP)
General Contingency

Old Baseline

New Baseline

(Average 30 year)

(Average 30 year)

£7.259m

£6.550m (TBC)

0.9%
1.20%
0

0.9%
1.27%
1%

Unchanged
Reflecting forecast 2020/21
Based on 1% of new borrowing
(equates to 100-year asset life)

£0

£500k

Provision for unexpected additional
costs or loss of income.

New Baseline
£5.937m

Comment
Includes 2021/22 pressures of
£3.682m, reductions of £0.270m,
and financing items of £2.525m (see
Schedule)
Includes 2020/21 costs of Mellish &
Gables £2.018m, YourMK closedown
costs £0.650m, and £0.980m savings
from vacant posts and non-essential
spend.
Includes:
Planned Maintenance £1.775m
Lakes Env Imps
£0.960m
Fullers Slade fees
£0.399m
Mellish & Gables
£2.891m
1 Bed Acquisitions
£4.539m
Fishermead - Modular £6.535m

TABLE 2 – Spending Choices
Assumption
Old Baseline
Revenue budget
0
pressures & savings

Additional Spending
Choices 2020/21

0

£2.820m

New & revised capital
schemes

0

£17.100m

Comment
Now recalculated each year

5. Stresses and Sensitivities
5.1. The BPM has been analysed, with support from expert consultants, to identify the major sensitivities (the
factors which cause the greatest changes in outputs) and stresses (the circumstances and combinations of
circumstances which could adversely affect the sensitivities, and hence outputs). These assumptions do not
form part of the baseline model but indicate how significant the impact could be on very subtle changes to
some assumptions in the model. This demonstrates the need to review the business plan regularly,
particularly in the current climate. The sensitivities can be summarised as follows:
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5.2. The above chart shows the potential impact on the HRABP (across the full 30-year period) if any of the
metrics identified, change. This demonstrates how particularly sensitive the BP can be to relatively small
changes to factors and therefore the need to review the plan regularly so any movements (particularly
adverse) can be assessed. If adverse movements were to occur, it would be important to assess what
mitigations can be put in place to address these. Within the HRABP, the only real area for review, would be
against our expenditure as rent and therefore income levels are set by government policy. This would
mean that we would need to review all costs (including management), reviewing our pipeline for new
capital investment (reducing or deferring), calling on our in-year surplus (or minimum working balance),
which would need to be replenished) or reviewing our planned maintenance programme.
6. Borrowing Limits
6.1. In September Cabinet approved that the current single debt pool for GF and HRA debt would be replaced
with two separate debt pools. This decision was taken to reflect the future divergence in borrowing levels
given the ambitious plans for the HRA. Currently both GF and HRA debt is pooled into a single pool,
meaning both sides share the same average rate of borrowing costs. Whilst HRA and GF borrowing levels
are broadly in line, this is a reasonable approach, however the extent of the planned investment in the HRA,
would make this disproportionate. Current borrowing rates are significantly below that of historic debt and
moving to a two-pool arrangement will enable the HRA to benefit in full from the lower borrowing rate (for
new borrowing) and not share the impact of the lower average with the GF.
6.2. To set an affordable borrowing cap for the HRA consistent with the requirement of the Prudential Code,
external advice was taken to review potential options and select both the most appropriate method to
calculate this and set appropriate metrics. Having considered this advice it is proposed as part of the
Councils Treasury Management Strategy that MKC set limits on HRA borrowing based on an Interest Cover
Ratio (ICR) of 1.25, consistent with other local authorities and registered providers.
6.3. The Interest Cover Ratio metric is based on the total interest payable from revenue operating surpluses
(income less management & maintenance costs and depreciation) after applying a multiplier of 1.25, which
effectively provides a 25% contingency against reductions in operating surpluses.
6.4. It is proposed that the borrowing limits are set for a five year period (consistent with the Medium Term
Financial Plan) but reviewed in full annually alongside the BPM itself, to take account of changes in the

external environment, legislation, and approved capital and revenue expenditure and income. The model
will be updated in-year as new capital schemes are approved together with an annual refresh of the core
assumptions. The proposed borrowing limits, compared to forecast borrowing in the Baseline BPM are as
follows:
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6.5. By adopting a debt limit based on interest cover, the level of affordable borrowing will change as new
investment decisions are made reflecting both the capital costs (new debt) and the revenue consequences of
new investments on the Operating Surplus. All new schemes will therefore need to be assessed accordingly.
7. Increasing Our Capacity in Borrowing Headroom
7.1. As schemes are prioritised and agreed, this will impact the ICR calculation, as operating surpluses predicted
in the HRA change and it is this that forms the basis of the calculation. Individual schemes will have
different impacts on the model and schemes which have more positive impacts could be prioritised in order
to increase the headroom calculation. All schemes will need thorough assessment of the value for money
secured, so that investment maximises financial and non-financial returns. We have engaged consultants to
build on our in-house work on value for money assessment, to ensure that we are applying best practice
from elsewhere in the public and private housing sectors.
7.2. It may be possible to increase the borrowing headroom in the HRA further by reviewing our treasury
assumptions and approach. Currently the BPM includes a provision for interest rates on new debt of 2.5%
in the first five years, but slowly rising thereafter up to 4.5% at year 20. Interest rates (especially into the
longer term) are incredibly uncertain and will be impacted by the wider economic situation. However,
current long-term fixed interest rates from the PWLB are currently less than 2%. As an example, if we were
able to secure new borrowing at 2% instead of 2.5% as currently modelled, this would add £16m into the
borrowing headroom at year five. Therefore, there is an opportunity to look at the timing of our borrowing
in order to benefit from more positive interest rates. If we were to consider this, we would need to factor
in the cost of borrowing earlier (interest costs starting sooner) and it will be important to ensure that
scheme costs and timescales are accurate (so we don’t borrow too much or too early).
7.3. The funding of new build schemes (and the new build elements of regeneration schemes) will also need to
be analysed to maximise the use of retained 1-4-1 Right To Buy receipts, and where these are not applied,
the use of Homes England Grant, to minimise the net cost to MKC. At present, we don’t have enough

retained or forecast 1-4-1 RTB receipts to apply the maximum allowed (30%) against our new build schemes
and so reviewing this, will create additional headroom in the HRABP. In addition to this, there may be
specific grants available that could contribute to our AMP, for example energy / sustainability grants.
7.4. Section 1.9 highlighted the uncertainty of RTB levels on the BPM. At present, we are predicting RTB in line
with historic levels with a small uplift for the fact that our stock numbers are increasing as a result of the
new build development programme. Whilst it is reasonable to assume better, newer stock may increase
RTB, the wider economic climate may see some general reductions. Even just freezing the level of RTBs in
the model would increase headroom at year five by £1m (greater over the whole BP period). This will be
closely monitored.
7.5. Largely the BPM is based on a set of core assumptions, largely driven by inflation assumptions, government
rent policy and the AMP. The impact of these changing has already been outlined in Section 5, Chart 7. In
addition to this, there are some other areas that could positively affect the headroom calculation, including;
a review of efficiencies across the management costs within the HRA (costs are currently inflated by 3%
annually to take account of things such as pay inflation); ensuring income collection processes are robust
and service charges operate on a full cost recovery method; a detailed review of the planned maintenance
programme, beyond the original 5-Year Investment Programme – the programme started in April 2019 and
aims to bring all homes up to decent homes standard by March 2024, at which point, the AMP will revert
back to a normal level of rolling improvement works.

