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1.

1.1

1.2

INTRODUCTION

This document is the Business Plan for The West Dunbartonshire Council (the
Council). It will provide a detailed account of how the Council will ensure that all
of the Council’s Housing stock is brought up to and maintained at the Scottish
Housing Quality Standard (SHQS).

Background

This Business Plan is intended to be a live planning document that will assist the
Council in preparing its Standard Delivery Plan and in planning a path towards
full compliance with the SHQS by 2015. The plan will demonstrate that the
Council’'s approach is deliverable, affordable and prudent and will provide the
Council with a useful monitoring tool against which to measure its business
objectives; its achievement of the standard by 2015 and its maintenance
thereafter.

Objectives of the Assignment
This plans sets out to achieve the following objectives:
« develop/update a 30 year Business Plan for both retention and Community

Ownership options;

e integrate the scale and profile of properties failing the Scottish Housing
Quality Standard;

« provide financial analysis - including how the achievement of the SHQS will
be funded - e.g. HRA, Prudential Borrowing, rent policy etc.;

« model the effect on the Business Plan Model of the partial transfer option;
« integrate projections on how and when the standard will be met;

« provide a value for the Council’s housing stock using Arneil Johnston’s
Business Plan Model and Communities Scotland Pricing Model;

o report on the results of the sensitivity analysis performed on the Business
Plan Model; and

e identify areas of risk and methods of mitigating such risks.
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2.
2. 1

2.2

FINANCIAL APPRAISAL

Introduction

This section focuses on the financial assumptions surrounding the Councils
Business Plan.

Business Plan Assumptions

This business plan aims to demonstrate how West Dunbartonshire Council can
bring its housing stock up to the Scottish Housing Quality Standard, and
maintain it thereafter, whilst keeping a positive balance on the Housing Revenue
Account (HRA).

It is a 30-year business plan model that takes account of all costs and income
connected with the management and maintenance of the stock over that period.
The model is illustrated graphically below:

# Model Input ﬁ

Effect on Prudential
Sales Borrowing

odel Calculations

HRA HRA
Projections — PrOjeCtions
CFCR Prudential

Rent I
Projection

The model prepares a 30-year cash flow projection, models the HRA account and
enables the Council to assess the appropriate levels of borrowing to achieve its
objectives. The Business Plan is based on agreed assumptions on Stock
Numbers, Inflationary and Rate increases, Income and Expenditure, Right to
Buy, Fixed Costs and Capital Debt/Borrowing. The end results of the model are
shown in rent projections which calculate if rents would have to increase to
retain the stock and bring it up to the SHQS, if so, by how much.

The Assumptions in tables 2.1 to 2.8 below have been included within the
Council’s Business Plan.
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Criterion Assumption
Year 1 2005/06
Number of housing properties 1%'April 12,302
2005 (estimate at June 2005)

Total number of properties including non- 12,332
rented properties

Number of Lock-ups 1,154
Average rent per unit per year - year 1 £2,287

Table 2.1: Business Plan Assumptions

Criterion Assumption
Annual Rent Increase RPI + 1%
(2005/06 Rents from Stock Database as
at 1% April 2005)
Garage rent Increase RPI + 1 %
Admin Cost Increase RPI + 0.3%
Building Cost Inflation RPI + 1%
Year 2-4 &
RPI +0.5%
Year 5-6 &
RPI thereafter
Professional Fee Rate (Capital) 10%
Bad debt rate 1.29%
Void Rate — Houses (Average) 7.07%
Void Rate - Garages (Average) 51%
Turnover Rate (Average) 9.12%

Demolition Year 1

Numbers 84

Cost per unit £4,500

Table 2.3: Demolition Numbers

Table 2.2: Inflationary and Rate Assumptions (WDC)
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Income Assumptions Assumption

Garage Income per year £326,000
(£6.02 per week)

Garage site income per year £5,290
(Occupied sites only)

Income from shops per year (Net of EPES £138,000
Commission)

Factoring/ insurance charge per year £758,000
(Increasing each year with house sales)

Scottish Executive Grants 2005/06 only £30,000
Interest on Revenue Balances per year £100,000
Interest on Home Loans per annum £60,000
Service Charges per annum (Grey Street £29,000

and Mountblow House)

Rechargeable repairs £125,000

Table: 2.4: Income Assumptions
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Expenditure Assumptions Assumption

Total Average Administration cost £406 per unit

(Net of recharges to general fund and capital
of which includes reallocated salaries of
£2.5Million, Property insurance and
recharges included in other income of £300k)

Response and void repairs £561 per unit

(Savills Stock Condition Survey — June 2005)

Cyclical maintenance cost £135 per unit
|_(Savills Stock Condition Survey — June 2005)

Programmed Renewals over 30 years £237,937,00

(Savills Stock Condition Survey - June 2005)

Improvements over 30 years £2,067,000

(Savills Stock Condition Survey — June 2005)

Contingency @ 3% over 30 years £7,200,000

(Savills Stock Condition Survey - June 2005)

Non-Traditional over 30 years £32,200,000

(Curtains Structural Report - June 2005)

High Rise over 30 years £18,411,000

(Curtains Structural Report- June 2005)

Environmental Improvements over 30 years £6,166,000
(Savills Stock Condition Survey — June 2005)

Asbestos over first 10 years £9,223,00
(Savills Stock Condition Survey - June 2005)1
Related Assets over 30 years £9,223,000
(Savills Stock Condition Survey - June 2005)

. . £80,000
Special Needs Projects per year
Disabled Adaptations per year £174,000
(Net of transfer to general fund)
Council Tax on Void Houses per year £290,000
Property Insurance £64 per unit

Table: 2.5: Expenditure Assumptions

1 The Original Costs recommended by Savills were reduced as a result of consultation with the Council.
These original Savills costs reflect an additional £42 Million, which should be reflected in Pricing the
Councils Housing Stock under Transfer Conditions (See pages 17 and 18). The Capital Spend profile
throughout the life of the Business Plan Model is based on the Stock Condition Survey Profile.
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RTB Assumptions Assumption
Cost of Sales admin per unit (YEAR 1-30) £960
RTB Avg. property value (YR1-30) £49,000
RTB Avg. disc % (YR1-30) 59%

Existing RTB (% Assumptions)

YEAR 1-5 2.80%
YEAR 6-10 2.50%
YEAR 11-20 2.00%
YEAR 21-30 1.80%
New RTB (%Assumptions)
0,
YEAR 1-5 Lo
YEAR 6-10 1 400%
YEAR 11-20 1‘350;
YEAR 21-30 St
Number of Right to Buy (30 Years) 4,574
Table 2.6: RTB Assumptions (WDC)
Fixed Costs YEAR | YEAR | YEAR | YEAR | YEAR | YEAR

(% of sales to be included) | 1-5 6-10 |11-15 |16-20 | 21-25| 26-30

Programme Renewals 5% 5% 5% 5% 5% 5%

Admin Costs 100% | 100% | 100% | 100% | 100% | 100%
Improvements 10% 10% 10% 10% 10% 10%
Response and Voids 10% 10% 10% 10% 10% 10%
Cyclical 10% 10% 10% 10% 10% 10%

Structural & Environmental 25% 25% 25% 25% 25% 25%

Table 2.7: Fixed Cost Assumptions

The Business Plan model is framed in the context of prudential borrowing over
20 years. The Business Plan has been based on the following Capital Debt
assumptions:
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Capital Debt Assumptions Assumptions
Debt outstanding as at 1°* April 2005 £77,819,000 (estimate June
2005)

100 % Usable Capital receipt

Pool Rate 6.75% interest

0.08% Expenses

Debt charges Calculation Annuity Method

Prudential borrowing assumption 20 Years
(Write off period)

Affordability Indicator - Affordability is assessed on the
availability of future revenue to
fund debt charges generated by
additional Prudential Borrowing

(Debt charges as % of rental income
net of voids and bad debts)

Mortgage Lending (expenditure) £70,000 Per annum
Loan Repayments (Income) £100,000 per annum
Land Sales £773,000 only in 2005/06
CFCR (Capital Funded from Current Any Surplus in the revenue
Revenue) account after new Prudential

Borrowing debt charges, is used
to fund capital in order to
reduce the future years
borrowing requirement

Table 2.8: Capital Debt Assumptions

2.3 Amendments to Business Plan Assumptions

The Business Plan Assumptions are estimates at June 2005. As part of the
population and agreement of the final business plan and pricing model the
following Assumptions will be subject to change:

e Stock Numbers;

e Stock Condition Survey Information;

« Debt Assumptions; and

¢« General Business Plan Assumptions.
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2.4 Inflation

The model is based on real cash flows. Therefore, the following results do not
include the effect of inflation. As part of the risk analysis an inflationary
assumption of 2.5% has been built into the model. However, this option will be
subject to key sensitivities such as increases in interest rates and has been
tested accordingly.

Final Business Plan July 2005 8



West Dunbartonshire Council
Business Plan Report

3. OPTION APPRAISAL

3.1 Introduction

This section focuses on the financial results of the Councils Business Plan and

demonstrates the viability of achieving the SHQS based on annual rent increase
of Inflation +1% under the following Options:

¢ Option A - Stock Retention;

e Option B - WDC Suggested Partial Transfer;

¢ Option C - Partial Transfer of Entire Areas; and
¢« Option D - Full Stock Transfer.

This section models the effect of each of the Options and draws some
comparative conclusions.

3.2 Option A - Stock Retention

Initially the model was constructed to assess the viability of meeting the
standard with a rent increase of RPI+1%. It was found that, with this level of
increase, the Scottish Housing Quality Standard could not be met by Year 10 and

that this level of funding became unsustainable from Year 2 onward. This is
illustrated in the graph below:

Rent Option - Rent Projections (30 Years)
£4,000
£3,500
£3,000 -
£2,500 1
£2,000 1
£1,500 A
£1,000 -

£500 1
£0

LLLLL

Year 14
Year 16
Year 21
Year 22
Year 23
Year 24
Year 25
Year 26
Year 27

BEAnnual Income per Unit B Projected Income per Unit

Graph 3.1: Option A (RPI+1% Years 1-30)

As graph 3.1 above illustrates, income requirements from Year 2 exceed that
which can be generated by RPI+1% increases. This is because the Revenue
Account is unable to fund the additional debt charges associated with the
Prudential Borrowing requirements. Therefore, across the 30-year life of the
plan, RPI+1% is not sufficient to meet the SHQS, particularly in years 2 to 6.

As graph 3.2 below illustrates, in year 2, Debt charges as a % of Net Rental
Income reach an affordability limit of 50%. This is where the Revenue Account
can no longer fund additional debt charges associated with Prudential Borrowing.
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Debt Charges % Rent (Affordability indicator)
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Graph 3.2: Option A (Affordability Limit)

Graph 3.3 below illustrates the Capital Debt Outstanding Position over the life of
the Business Plan.

Capital Debt Outstanding
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Graph 3.3: Option A (Capital Debt Outstanding)

At rent increases of RPI+1% throughout the life of the business Plan, Prudential
Borrowing is £104 Million, with £72 Million between Year 1 and 10. This results
in Capital Debt Outstanding of £89 Million at 315" March 2015. The increase in
Debt Per unit between year 1 and 10 is:

¢ Debt per unit at year 1 - £6,800; and
e Debt per unit at year 10 - £8,830.

The cumulative shortfall position over the life of the business plan, at Rent
increases of RPI+1% is illustrated in the graph below.
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CQumulative Shortfall
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Graph 3.4: Option A (Cumulative Shortfall)

Assuming rent increases remain at RPI+1% and in addition to Prudential
Borrowing of £72 Million between year 1 and 10, there is a cumulative shortfall
of £45 Million at Year 10 of the business Plan. Therefore, in order achieve
sustainability and deliver the SHQS there is an additional funding requirement of
£45 Million, over and above £72 Million of Prudential Borrowing, as illustrated in
graph 3.4 above.

Appendix A models the 30 Year HRA projections under this Option.

3.2.1 Key Financial Drivers
The key financial drivers underpinning the plan was identified as:

e Debt Levels (05/06 % of debt charges to net rental income is 45%);
¢« Rent Levels;

« Programmed Renewals (£237 million over 30 years);

« Non traditional and High rise costs (£50 million over 30 years);

« Related Assets (£9 Million over 30 Years);

« Asbestos (£9 million over 10 years);

¢ Administration Costs (£5 million per year, no reduction with stock,
increasing at RPI+0.3% each year);

« High Void Rates;
e Profiling of Spend; and
¢« High Cost Areas.

3.2.2 Debt Levels and Affordability Indicator

The Business Plan model is framed in the context of prudential borrowing over
20 years. The effect of increasing the Prudential Borrowing period to 30 years is
modelled below.

As can be seen from graph 3.5 below, the cumulative shortfall position is
reduced from £45 Million in years 2-10 to £41 million.

Final Business Plan July 2005 11



West Dunbartonshire Council

Business Plan Report

Cum ulative Shortfall

. 1‘2 3 4 S5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30
10 \
-15% *
o \
2 Sll]
S =Sas
w =z
30
35 \
40
45

Year

Graph 3.5: Scenario A (Cumulative Shortfall)

This increase in the Prudential Borrowing period would result in an increase on
the Capital Debt Outstanding figure in Year 10 from £89 Million to £95 Million,
and the following increase in Debt per Unit between year 1 and 10:

e Debt per unit at year 1 - £6,800; and
e Debt per unit at year 10 - £9,500.

3.2.3 Option A -Rent Levels

Under the stock retention Option the minimum required rent increase to achieve
and maintain the SHQS throughout the life of the plan is:

e RPI+5.5% for years 2 to 5 followed by RPI+1% thereafter.

Table 3.1 below shows that an increase of RPI+5.5% would result in a difference
of £2.20 per week in year 2 when compared with a rental increase of RPI+1%.

Rental Increase YEAR 1 YEAR 2
RPI + 1% £48.66 £49.14
RPI + 5.5% £48.66 £51.34
Difference £0 £2.20

Table 3.1: Option A (Rental increase RPI +5.5%)

This increase would result in Debt per Unit being increased from £6,800 in year 1
to £11,600 in year 10.

Final Business Plan July 2005 12
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3.3 Option B - WDC Suggested Partial Transfer

The partial transfer option consists of the following estates transferring. This
amounts to 5,020 HRA properties, which is 41% of the total stock at 1°" April
2005.

Area Estate

Alexandria North Haldane

Alexandria South Renton
Riverside

Clydebank West Mountblow - Lilac Avenue & Salisbury Place
Clydebank Central Radnor Park
Clydebank North Faifley

Clydebank South Clydeholm
Linvale
Whitecrook

Dumbarton North Bellsmyre
High Flats
Town Centre

Dumbarton West Brucehill
Castlehill
Westcliff

Table 3.2: WDC Suggested Partial Transfer Option

As graph 3.6 below illustrates, transferring the above estates reduces the
shortfall position to £10 Million.

Cumulative Shortfall
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e 2
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-15

Year

Graph 3.6: Option B (Cumulative Shortfall)

However, because the original debt outstanding has been allocated on the basis
of stock numbers, the same problem arises as in Option A above. The revenue
account is unable to fund the additional debt charges associated with Prudential
Borrowing from year 3 onwards.
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Graph 3.7 below illustrates the position of Debt Charges as a % of Net Rental
Income over the life of the Business Plan.

Debt Charges % Rent (Affordability Indicator)
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Graph 3.7: Option B (Affordability Indicator)

3.3.1 Option B -Rent Levels

Under the partial transfer option, the minimum required rent increase to achieve
and maintain the SHQS throughout the life of the plan is RPI+3% for years 3 to
4, RPI+2.5% Year 5-6, followed by RPI+1% thereafter.

Tables 3.3 (A) & (B) below compares the average weekly rent per unit under this
option for year 1-10 against RPI+1%.

Rental Year 1 Year 2 Year 3 Year 4 Year 5
Increase
RPI + 1% £48.66 £49.15 £49.64 £50.14 £50.64

RPI +3% Yr| £48.66 £49.15 £50.62 £52.14 £53.45
3-4 RPI
+2.5% Yr 5-6

Difference £0 £0 £0.98 £2.00 £2.81

Table 3.3(A): WDC Suggested Partial Transfer Option

Rental Year 6 Year 7 Year 8 Year 9 Year 10
Increase
RPI + 1% £51.15 £51.66 £52.17 £52.70 £53.22

RPI +3% Yr| £54.78 £55.33 £55.88 £56.43 £57.00
3-4 RPI
+2.5% Yr 5-6

Difference £3.63 £3.67 £3.71 £3.73 £3.78

Table 3.3(B): WDC Suggested Partial Transfer Option
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3.3.2 Capital Debt Outstanding

At Rents increases of RPI+3% in Year 3-4, RPI+2.5% Year 5-6 and RPI+1%
thereafter, Prudential Borrowing of £71 Million is required, of which £62 Million is
between Year 1 and 10. This results in Capital Debt Outstanding of £66 Million at
315T March 2015. The increase in Debt Per unit between year 1 and 10 is:

e Debt per unit at year 1 - £6,500

e Debt per unit at year 10- £11,200

The Capital Debt Position over the life of the business plan is illustrated in the
graph below.

CAATAL DEBT OUTSTANOING
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Graph 3.8: Option B (Capital Debt Outstanding)
The graph below illustrates the profile of debt charges as a % of Rental Income.
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Graph 3.9: Option B (Affordability Indicator)

Appendix B illustrates the 30 year HRA projections of Option B at rent increases
of RPI+3% for year 3 & 4, RPI+2.5% for years 5 & 6 and RPI+1% thereafter.

The current guidance on partial transfers relates to larger areas being
transferred as viable entities. Therefore, if this option is to be pursued by the
Council early negotiations with the Scottish Executive are essential.
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3.4 Option C - Partial Transfer of Entire Areas

The model was also analysed at the 12-area level and analysis was performed to
identify the areas with the lowest NPV over the 30-year period. These areas are
as follows:

e Dumbarton North;

¢ Alexandria East; and

¢« Clydebank South and East.

The effect of on the base business plan results of the transfer of the above areas
was modelled.

The option of partial transfer of these 3 areas results in 4,831 units of stock
transferring, which is 39% of total stock at 1°" April 2005.

As shown in graph 3.10 below the partial transfer of Clydebank East and South,

Alexandria East and Dumbarton North, reduces the cumulative shortfall position
£13 Million.

Cumulative Shortfall
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Graph 3.10: Option C (Cumulative Shortfall)

3.4.1 Option C -Rent Levels

Under the partial transfer option, the minimum required rent increase to achieve
and maintain the SHQS throughout the life of the plan is RPI+3.25% for years 2
to 5 followed by RPI+1% thereafter.

3.4.2 Capital Debt Outstanding

At Rents increases of RPI+3.25% in Year 2-5 and RPI+1% thereafter, Prudential
Borrowing of £59 Million is required, of which £56Million is between Year 1 and
10. This results in Capital Debt Outstanding of £70 Million at 31°" March 2015.
The increase in Debt Per unit between year 1 and 10 is:

e Debt per unit at year 1 - £6,500; and
e Debt per unit at year 10 - £11,300.
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The Capital Debt Position over the life of the business plan is illustrated in the

graph below.
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Graph 3.11: Option C (Capital Debt Outstanding)

The graph below illustrates the profile of debt charges as a % of Rental Income.

Debt Charges % Rent (Affordability Indicator)
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Graph 3.12: Option C (Affordability Indicator)
3.5 Option D - Full Stock Transfer

In this option it has been assumed that West Dunbartonshire Council will seek to
transfer its entire housing stock to either an existing Registered Social Landlord
(RSL) or a new organisation under the Scottish Executive Community Ownership
Programme. This option was examined to determine what Best Value or other
benefits may be gained by such an action. However, it was being considered in
the knowledge that the Council has a viable and sustainable Business Plan for
retaining its housing stock.

A price of West Dunbartonshire Council Housing Stock was achieved using the
Communities Scotland Community Ownership Pricing Model. The Community
Ownership model calculates a price for the Councils Housing Stock if it were to
be subject to transfer to a Registered Social Landlord.
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The price is based on discounting, to a net present value, the future net income
stream that the new landlord would derive from the stock.

The model is based on the same assumptions as the base business plan option
above. However, it assumes no RTB sales; it assumes that an RSL will not be
able to reclaim VAT on all goods and services and it excludes all non-landlord
related costs for example discharging statutory duties relating to homelessness
and the strategic housing function.

The output of the Community Ownership pricing model is as follows:

Option Cumulative Present Value Per Unit
of Surplus - 30 Yrs (7%DF)

Full Stock Transfer -£59 Million? -£4,800

Option B (WDC Partial -£39.8 Million -£7,900
Transfer Option)

Table 3.4: COP Pricing Model Results

It should be noted that none of the assumptions used in the pricing model have
been agreed by Communities Scotland and that these could change as a result of
negotiations with that body.

Appendices C and D models the Community Ownership Pricing Model 30 Year
Valuation for Option D and B respectively.

3.5.1 Capital Debt Outstanding

This section discusses the issues relating to full stock transfer (LSVT) based on
the assessment of the results from the pricing model and the 30-year business
plan model.

e Full Stock transfer would allow the Council to access funds that would
eliminate its outstanding debt of £77 million;

e RSL Debt Charges would be based on a lower level than the existing £77
million, this difference in debt would free up significant money to spend on
other properties;

« additional Spend on Properties of £42 Million (£37 Million NPV including fees
and VAT);

« rent stability; delivery of Full Standard at Rents at RPI +1%;
e access to Regeneration Funding;
» inability to utilise resources for other Housing Related functions;

e« West Dunbartonshire Council would require to redistribute fixed central
support costs;

e in the absence of a HRA account, the general fund would need to support the
net expense currently borne by the HRA ; and

I The Savills full cost option would decrease the value by £37 Million (The NPV of £42
Million @ 7% Discount Rate and including fees and VAT @ 17.5%)
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e A period of disruption and uncertainty for staff.

3.6 Evaluation of Options

This section concludes on each of the four options as discussed above based on
the results from the business plan and pricing model.

Option A -The business plan is not sustainable given the cumulative
shortfall of £45m. Rents would have to increase to RPI+5.5% for years 2-5.
This would result in Debt per Unit at year 10 of the Business Plan increasing
by approximately 70% from Year 1.

Option B- The Business Plan is not sustainable at RPI+1% rents increases,
because a significant (albeit reduced) shortfall of £10m still remains despite
41% of stock transferring.

In order to make this option sustainable and to achieve and maintain the
SHQS over the life of the plan:

e The minimum required rent increase to achieve and maintain the SHQS
throughout the life of the plan is RPI+3% for years 3 to 4, RPI+2.5%
Year 5-6, followed by RPI+1% thereafter.

This Option would result in Debt per Unit at year 10 of the Business Plan
increasing by approximately 72% from Year 1.

This option has advantages and is worthy of further consideration, it
provides significant opportunities for area regeneration and will result in
approximately £31 million of debt write off.

Option C- The business plan is not sustainable at RPI+1% rent increases,
because a significant (albeit reduced) shortfall of £13m remains, with 39%
of stock transferring.

In order to make this option sustainable and to achieve and maintain the
SHQS over the life of the plan:

» The minimum required rent increase to achieve and maintain the SHQS
throughout the life of the plan is RPI+3.25% for years 2 to 5 followed by
RPI+1% thereafter.

This Option would result in Debt per Unit at year 10 of the Business Plan
increasing by approximately 73% from Year 1.

This option provides fewer opportunities for regeneration supported
through stock transfer than Option C and will result in £30 million been
written off.

Option D- This Option is sustainable at RPI +1% rent increases with no
shortfall.

This option has significant advantages and is worthy of further consideration,
it provides significant opportunities for area regeneration and will result in
£77 Million debt write off.
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Table 3.5 below details the rent per week at Year 10 under each of the four
options discussed above. (Real Terms — Not including Inflation).

Option Rent per week at Year 10
Option A - Stock Retention £63.96
Option B - WDC Partial Transfer £57.01
Option C- Area Partial Transfer £58.13
Option D - Full Stock Transfer £53.22

Table 3.5: Comparison of Options

The rents in table 3.5 for options A, B and C are for the retained stock, the rents
for the transferred stock in Options B and C will be the same as for option D.
Option D provides the best value to tenants with option B being the second best
value option at a 7% higher average weekly rent at year 10 over option D.

3.6.1 Inflation (Nominal Terms)
The Business Plan model has been prepared in real terms, which means it does
not include inflation and only real inflationary assumptions are modelled.

Each of the Business Plan models (Options A-C) have been assessed assuming
2.5% inflationary assumption and the results are as follows:

e« Option A - Rental Increase of 7% Years 2-5 and Debt Charges as a % of
Rental Income would peak at 50% for 3 years;

o Option B - Rental Increase of 4% Years 3-4 and 3.5% thereafter and Debt
Charges as a % of Rental Income would peak at 50% for 5 years; and

« Option C - Rental Increase of 5% Years 2-4 and Debt Charges as a % of
Rental Income would peak at 50% for 3 years.

Table 3.6 below details the rent per week at Year 10 under each of the four
options. (Nominal Terms —including Inflation (2.5%)).

Option Rent per week at Year 10
Option A - Stock Retention £75.75
Option B - WDC Partial Transfer £66.96
Option C- Area Partial Transfer £69.24
Option D - Full Stock Transfer £66.32

Table 3.6: Comparison of options

As can be seen from the results above, including inflation reduces the rental
increase required with modelling in Real Terms. This is because old debt is
constant and is not subject to an inflationary increase.
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However, this method of modelling is subject to greater risk and sensitivity, in
particular interest rate increases. For example, a 1% increase interest rates
would result in the following change to the rental assumptions:

+ Option A - Rental Increase of 7% Years 2-5 would increase to 9% for years
2-5;

« Option B - Rental Increase of 4% Years 3-4 and 3.5% thereafter would
increase to 5.5% Year 3-4 and 3.5% thereafter; and

e Option C - Rental Increase of 5% Years 2-4 would increase to 6% Year 2-4.
As can be seen above, a small increase in interest rate assumption illustrates
how sensitive this model is to change. Modelling in Real terms is a less risky
approach and provides greater comfort in the Business Plan assumptions that
have been made.

3.6.2 Conclusion

Having considered and assessed the above options available, Option B and D will
be considered and assessed further throughout this report.

The first base option under discussion is Option B, which is the West
Dunbartonshire Council partial transfer of areas.

The second base option is Option D, which is the full stock transfer.
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RISK ASSESSMENT AND SENSITIVITY ANALYSIS

Introduction

An integral part of the development of a Business Plan for the Housing Service
and the associated production of the Standard Delivery Plan is the identification,
and mitigation of risk in the Business Plan framework. Effective organisations are
aware of the risks that exist for their business and take action to deal with them
appropriately. West Dunbartonshire Council has adopted a positive approach to
risk management that involves:

« identifying the current risks to the Council associated with the provision of
housing services;

« identifying any additional risks arising or likely to arise in lifetime of this
plan;

« quantifying and understanding the significance of these risks in terms of
likelihood and impact, and therefore enable prioritisation;

e considering existing arrangements for avoiding risk where possible and
managing risks otherwise; and

« developing action plans to assist in mitigating/controlling theses risks.

Risk management is an ongoing process. Over time some risks reduce in
importance or disappear whilst other risks become more important or appear for
the first time. As part of the strategy for managing risk the Council should
ensure that the appropriate steps are taken to identify and address risks in all
aspects of their operations.

4.1.1 Identifying Risk
The tables below outline a number of potential risks, to which the Council’s will

be exposed to under Option B and D.

Tables 4.1 and 4.2 will assess the effect individual and multiple financial risks
which may impact on the viability of the business plan under option B, which is
RPI+3% Years 3-4, RP1+2.5% Year 5-6, and RPI+1% thereafter (Real Terms).

Table 4.3 will assess the impact of risks against the model including an inflation
assumption of 2.5%, which is the rental increase of 5.5% in years 3 & 4, 5% in
years 5 & 6 and 3.5% thereafter.

Table 4.4 will assess the non-financial risks surrounding option B.

Tables 4.5 and 4.6 will outline the financial and non-financial risks respectively,
of Option D, which is the full stock transfer option.
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4.2.2 Option B-Assessing the Financial Risk on Inflated Model

The Business Plan Model was inflated by 2.5%, which effectively meant that the
rental increases were 5.5% in year 3 & 4, 5% Year 4 & 5 and 3.5% thereafter.
The Financial risks identified were assessed under these circumstances.

The 30 Year HRA Projection (Including Inflation) for Option B is shown in
Appendix E.

Most of the risks were met under these circumstances, which illustrates a degree
of comfort in the business plan model assumptions. However, risks that were not
met were generally risks where an interest rate increase was modeled. For
example:

e« Interest rate increases by 1.5% - an additional rent increase of 1% in years
3 & 4 is required.

As a result of this assessment, all risks identified in table 4.1 & 4.2 above were
coupled with an interest rate increase of 1% and the affect on the current
business plan assumptions were assessed.

Affect on current
BP Assumptions

Risk Factor Affect on
current BP

Assumptions

Risk Factor

Void Rates Double

Further rent
increase of
1.5% in year
3-4

Programmed
Renewals
underestimated by
5%

Further rent
increase of
0.5% in year 3

Professional Fee
Increase (10% to
12%)

Further rent
increase of
0.5% in year
3

Non- Traditional
and Multi Costs
underestimated by
10%

Further rent
increase of
0.5% in year 3

Admin Cost
Increase of
RPI+0.3% from
RPI+1%

Further rent
increase of
0.5% in year
3

Response and
Voids Cost per unit
underestimated by
10%

Further rent
increase of
1.5% in year
384

Building Cost
Inflation increases
to RPI+1.5% Years
2-10

Further rent
increase of
1% in year 3

Table 4.3 Financial Risks- Inflated model and 1% interest Rate Increase

4.2.3 Option B -~Non-Financial Risk Factors
The following Table highlights the non-financial risks associated with Option B:

Final Business Plan

July 2005

26




West Dunbartonshire Council
Business Plan Report

4.3

Non-Financial Factor

Future Action Required

The housing service will not be
made more efficient

Effectively Monitor Performance
Indicators and perform Best
Value reviews

There will be a significant impact
on the Council Structure

Quantify the effect of reduction
in resources from the Housing
Service

Efficiency of delivering the
Housing Service at a local level

Service Delivery restructure
across new profile of remaining
stock

SHQS not met and maintained

Effective Business
Planning/Preparation of Capital
Programme and monitoring of
risks surrounding the Business
Plan Assumptions

Ability to perform Statutory duties
under Homeless Legislation

Establish effective Section 5
Protocols with new landlord

Customer Access to Housing will
be made more complex

Develop common advice and
access resources between
receiving organisation and

Council

Negative impact on DLO efficiency

Need for “'Fit for Purpose” Audit

Table 4.4 Non Financial Risks(Option B)

Most of the risks were met under these circumstances, which illustrates a degree

of comfort in the business

Option D - Full Stock Transfer

4.3.1 Option D Financial Risk Factors
The following Table highlights the financial risks associated with Option D:

Financial Factor

Future Action Required

Reduction in resources available
to the Council

Quantify effect and restructure
accordingly

Redistribution of Council Fixed
Costs

Quantify effect and restructure
accordingly

In absence of HRA general fund
will be required to support the net
expense currently borne by the
HRA

Quantify effect and restructure
accordingly

Table 4.5 Financial Risks (Option D)
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4.3.2 Option D Non-Financial Risk Factors
The following Table highlights the non-financial risks associated with Option D:

Non-Financial Factor Future Action Required

Significant impact on the Current Quantify effect and restructure
Council Structure accordingly

Reduction in Democratic Influence Ensure appropriate Council
representation on board of
receiving organisation

Reduction in effective relationship Establish a range of protocols

with the Council and working relationships prior
to transfer
Concerns for Council Employees Develop TUPE and staff
matching Procedures
Question over the efficiency of Review Council Structures and
Council Services intermediate Service Delivery

Contracts with new Organisation

Ability to perform Statutory duties Establish effective Section 5

under Homeless Legislation Protocols with new landlord
Impact on the availability of Establish effective protocols on
affordable Housing, for example: nominations

displacement programmes as a
result of regeneration
significantly limit turnover in the
short to medium term

Table 4.6: Non-Financial Risks (Option D)
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5.2

CONCLUSIONS

Introduction

The viability of the Council achieving and maintaining the SHQS, under the
following Options was assessed and analysed:

e Option A - Stock Retention;

e Option B - WDC Partial Transfer Option;

« Option C - Partial Transfer of entire Areas; and
e Option D - Full Stock Transfer.

Options B and D were considered to be the most viable Options and further risk
assessment was performed on each of these options. This section reiterates the
effect of each of the options and draws some comparative conclusions.

Conclusion

5.2.1 Option B Partial Transfer

This Option results in 41% of the Stock transferring. For the stock remaining
with the Council this option is sustainable and the SHQS can be achieved and
maintained at rents being RPI+3% for years 3-4, RPI+2.5% Year 5-6, followed
by RPI+1% thereafter.

Debt per unit would increase by approximately 72% from year 1. It provides
significant opportunities for area regeneration and will result in approximately
£31 million of debt write off,

The Business plan is subject to various financial and non-financial risks, and is
particularly sensitive to increases in interest rates and building cost inflationary
increases. Appropriate risk mitigation strategies should be implemented in order
to control the affect of these risks, for example effective Business Planning and
monitoring of the capital programme should aid in ensuring the SHQS is met and
maintained under this Option.

5.2.2 Option D Full Stock Transfer

This Option is sustainable at RPI+1% rent increases, with no shortfall. It
provides significant opportunities for area regeneration and will result in £77
Million debt write off.

This Option is subject to various financial and non-financial risks. In order to
manage and control these risk, the Council should pro—actively quantify the
effect of each of the risks and take the appropriate action to address each of the
risks accordingly.

A range of protocols and effective working relationships should be established
prior to transfer in order to ensure effective relationships between the receiving
organisation and the Council and to ensure minimum disruption to the Customer
and Council employee.
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Under the transfer element of Option B and Option D, there is a requirement for
a detailed examination to identify and programme an area regeneration strategy,
with particular reference to Communities Scotland early action programme.
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APPENDIX B

HRA - 30-YEAR PROJECTIONS (OPTION B — REAL TERMS)



LIWWLZ EOTURZ PEEST  PEEQT  Li8'S S0TC 669 3 [ o O~ 5] o- C 0 [ o - o 0 0 3] 0 o (] ] Q 0 0 0 REHOYS SARE|NWND
E/vE0z FE/EEOZ EE/ZE0Z ZE/IEDZ 1E/0E0Z OE/6Z0Z 6Z/BZ0Z BZ/LZOZ LZ/9Z0Z 9Z/SZ0Z SZ/YZOZ YZ/EZOZ £2/ZZ0Z ZZ/1Z0Z 12/0Z0Z 0Z/610Z 61/810Z B1/L10Z L1/910Z 91/S10Z SI/¥10Z ¥I/EIOZ E1/ZI0Z ZI/IT0Z 11/010Z O1/600Z 60/800Z BO/LOOZ LO/900Z 90/S00Z
{2-  £01'1Z-  P6E'ST-  PZEDL S 669 bz 0 ) o Y o o C o 0 o 1} o il o o Q <] @oueieg Buppopm wnw)uie Bujpnjoxe souejeg Bujsod
0 o ] 0 0 o ] 0 0 o o 0 0 ] o ] 0 L] a [ ] o o 0 o ] o o souR|eg Buppom wnwiui
o o o o o 0 0 1} 1} o o o Q 1] o o o 0 0 o [ Q o o o 0 0 0 a BEATEESY
ul o o o ] 0 o 0 [ o 0 o 0 0 o 0 o o o a a 0 o o o 0 o o a 0 JuUn Jad SWOdU] [RUCIIPPY
7 pee'ol-  £ie'S z 669 ¥z o o ) 0 0 5} o 0 o o o o 0 ese=uou] Juey suwe, Buipnjou] sousieg Buisop
o 0 o o o o o o o o 0 [ 0 o 0 o a o 0 0 0 o o 0 0 o o [ 0 (seasesas Buipn|dul) esesidu] Jusy wod) painbey swoduy
] o a o o [s] [+] o 4] [s] o o o ] ] o 4] 1] [+] o 0 o o 0 4] o [+] [} ] Q Spom |edeD pund o patjinbey awoou] |eUCRIPPY
] a 0 0 o o ] o 0 o o 0 o 0 o ] o o 0 o o 0 o 0 ] o Q [ ] o SNUSABJ PUNJ O} PAJINDSI BWOU] [RUCRIPPY
civ'ez- |e1g's- soL's e TLLE- LOE'l- SL9 22 o o o 0 0 o o 0 o o o 0 0 0 o 0 [ o o o o o (8WO3UT) / BIN)PUSAXT [EHAE] PUE SNUSASY I8N
SSUETeE WIWTUTH BUTPhSXT
SHIGM TeNde) S1eyIoe] 0] s5e815U] JUsy Jo Uonens[es
o o o [ o o o o o o o o o o 0 o o o o o o o o o a ] o o ] o sunjipusdx3 snusasy JaN
L1¥'LT 1'IZ- +6E'ST- vZEDI- £e8'S- 901'Z 669 vE 0 0 o [ 0 0 o o o o o [ ] o 0 o o o 0 o 0 ] ( 1) / @ d:
£1£'9 60L'S LFFP 1LL'e LOP'T Sty (24 o ] o o 0 o 0 0 o o L] o o o o o [} 0 0 o 0 ] (awodut) / sunipuadx3 jeyded JaN
B8SZL1 T79%  G69%  ZSIF  B60F  0ST¥  v0Z%  65¢%  ZTEW®  099%  Z09% 959 0L ESLE  6BL'® 916’8 wh0'6  2[1%6  [06%  256'6  PBO'Dl  Eal'ol  [0€0T 16v0l | =301
SFS 61 €61 00 0T F0T S67 8t 3 02 £0Z et e B 24 e 2 Bl 5l E BT F0SE  SPeT  685E  CigE  BI9E  EsCv  86C¥  8CEv  99EP  SIPE |BUSWUCAUT § [RINPNGS
0 o a 0 Q 0 a [} 0 0 1] o 1] L] ] o <] 0 0 a [¢] ] [} o ] 0 o a o 0 a sijedey dn yWed
33 o o 0 0 0 o o o o o o 0 o o 0 o 0 o o o o o o o 0 0 o ] a ™ suopiowsg
1ot o ] ] o 0 L3 vE rE s 3 9E 9€ o€ LE i3 o o o o 0 29 £ £9 v9 59 59 s 89 69 0 PIRPUEIS JO JUBSWBARIYY
1£5'921 |1sv'z £6v" vzs'z 555 ¢Bs'z &' POEY 9SE'E ziv'y 9ov'y 9LL'E 528 L8's 8zs'c 6L6'C TEe 9m'E E9'E 80S'E {SS'E aL1’s r9z's #PE'S 6Zr's 215's 985's 149's ove's 6T8'S i18's suswedeidey jusuodwo) sofen
(£20 S P24 i w o w i ow o i @ w i o w i o w w I o I w w o o w i i I ir aumypusdx3 |Kided JSRO
FHUNLIANIDAE TVLIdVD
S00'00Z |610'6-  8bFB-  ZPE'L-  ZSZ'L- 0199  EE6's-  BSZ'G-  199%- G69F-  ZSL'F-  860F  OSI'F-  bOZ¥-  6SZF-  ZIE® 095°E-  LO9E 5168 tP06  ZLLG ZS6'6- PBOO1- £81°01- 10801~ 16F01 =0l
[62z'25- [oiss- TS &S 3 SIFT STLE- E10E- 0¥ T L8 SPE PET T 8T BET'T F0T Z16- TiL- orT z G2 ETait (ewosur/eunypuadx3 39N) ¥I4D
EES- 81 31~ 31 ] 81 8t 81 1- 14 a1 [:14 81 8I- 81~ 8t 8t 81 81 8t 81- ar 8 at (squeusy-x3) uswiedey abebyiop
10812 o o () o ] o S¥0't 8vs PES 199 6L~ 086~ 9gs- 1819 OIE'S-  0LS'9 vaL'® 2 pemo.Lcq Bq PIno3 PRIy [Ede [BUCRIPPY,
L5t a 1] o L] (o] [} a a o] ] L] L] o [+] ] 0 1] i} ] o St (Apedasy Jey30) - SdEoay [eyded siqeesn
9EZ'SL 71T vEL'T LT z2'z £2'T z tZ'Z z T SEE'T SEP'Z o'z 3 vt £ L10°E (sasnoH) sdeoey |=ided sigessn
JWOONI TVLIdVD
swi01 |SE/bE0Z VE/EEDZ EE/ZEDZ ZE/TEOZ 1E/0E0Z UE/6ZOZ 62/8Z02 SZ/LTOZ LT/9Z0T 9Z/STOZ SZ/HZOZ PZ/EZOT £Z/2Z0Z ZZ/VZOZ 12/0Z0Z 0Z/610Z 61/810Z B1/L10Z L1/910Z S1/S10Z SL/¥10Z ¥I/EI0Z £1/210Z ZI/I10Z 11/010Z 01/600Z 60/800Z 80/L00Z L0/900Z S0/SD0Z
Tﬂmhﬂd. L9 0005 8500 SIPw. OIlT  eloE  goF et et 5] 1 CEE) ) R 1 CR v ER A TI7 6] Te5 £ Tez it 6133 s T BT zv 3 Tee  oi8- 7 %401 {3H0ONI)/3uniiaNIdxs 1IN |
695°06F- |LBLGL- FLB8'GI- 6S8'G1- Z68SL- 9Z651 T96'G1- 0009I- OE09L- 1Z0°91 TO1'91- 6F1'91- 06191 6EZ'91- FBZOI- PZE9l- SLESI- 0P 91 OLF9L- L1591 Z29'91- O1L91- 96L'91- 088'91- EZI691- 6GFB'91- 69L91- GEIOI 91891 JWOINI TVLOL
oEat- |15 7 5 L} e i e o ] T 5 5 15 9 9 TS 5 [ 5 i i 5 o 1 15 5 seouR|eg SnNUBASY UO JSeLEqU]
o o 0 0 [ [ 0 o 0 o 0 o 0 0 0 o 0 o 0 0 Q 0 0 o o o 0 0 SUCOU] SO0
552'82- €511 S0 0s0't 5407 {4 3 101 €001 656 St6- P06 168 598 08{ S9¢ IS £ rSL BUWODUT JBPO|
rBE0or- |ciswI- 929 9zL'Pl-  Sel'Pl- S2E'PI 8u6's1-  EZO'ST- PBO'ST poT'SI- BIE S0s'st-  £SS'ST 969'ST st z6'st- € at sasnoj Bujjjema - Suey
JFWOONI
[O6z'ser [L16'8  £25'6 69101 Fes01 TIS'TT SPZZl 28621 FZOEl E6I'FI  959%1 &I10'S1 £00'S1 001'ST [e2Sl ZIp'Sl €095t £08'st 0LZ'9T  (vEST I0L'91 [EL'91 SPZ'OT FPILST 26551 | JUNLIONIdA SSO¥D
[Tez'661 |065'T POI'Z  69L'C  BGEE 6E0'F  SELF TEr's  Ze0's  ©95'0  886'9  ZOE'L  8FZ'L  B6Z'L  68EL  O0ZS'L 1997 E18'C  8L8'Z 618 6Z1'8  0SI'8  LOE'S  OVZ'8  ZPE'B s3s0) Bupdueuy ejided [ejol
[BE1'BZ1 [c8E1 0961 BPS'C OITE 06LE Gaad E01'S 0L [S3C) ETSS FE=0) ZiFs OSE'S EIEE) S81'e $5T'9 P0G SE09 TE6'S E TS5 00L® EP T05E TEZT T2z =T 1% & o | BupmoLiog [RRUSPrU - sebieys uec]
sL2'9z |06 i S0F 11 zzr 541 ial 851 zLr 161 EEZ |¥44 S1E 99€ 8Ty 6P vis 559 fi74 958 586 €511 £PE'T 995'T 518’7 1802 [¥isrd w97 9682 srl's (3g®q |eujbuQ) sesuedxg g ysalequ]|
sos'tr |11 Fisld LT szl fz4s £st £81 6L1 ziz 82 809 595 £E9 il 06 110't SET'T a81'1 T60'T wr'l £88'T Sz S8L'7 5¢2'E LEY'E 008'E T2y 500t TE'E 899’ (3gep jeu|Bi0) 3geq Jo Jusw [RsuT)
51500 Buppueuyy jended
[8v60z 161t [E18 IEUT 0011 001 6E0'1 600'1 1713 £ ¥16 z88 8v8 vig 8L oL zie L9 zv9 09 1es 2es 05 or zor isE 08 o0sz 81 ot or 53500 paxid
WPy -5350) pexid 10 Jususnipy
OvE'BFT _ma. ¥ FEZP 08z 9ZEW" ZIET B3 CEl SI% <9 £19% 199% 6ILF SLLY 0E8Y  ¥88'F ZrE 6667 850G 911's ZIT's Z¥Z's 9TES EPS'S je301 eunjjpuedx3y enuassy
€701 |82 €62 78T TOE SO0 o1 ¥ 81 TTE [Z3 TEE SEE TvE E TSE B 3 S9E TIE SiE Z8E 3 SeE Z0oF €oF or aTF SEV I3 &5v sum|puadx3 snusAsY JSLIO
so9'  [vsT #51 vST (33 ¥s1 51 ¥SE st »s1 »s1 sl ST #ST #51 ST [5] »ST ¥t [&33 #S1 #s1 #s1 st »s1 »51 51 ¥l st »s1 psT seojales |epeds
s99's  |[sar 681 681 681 681 &8l 681 81 681 681 18 81 681 581 681 681 681 681 681 681 681 681 681 €81 sal 681 881 sat »81 z81 sessy pegejey § eouRLRUIR) @oedS uBdO
evzivz |reo 289 069 869 904 1L zzL TEL 6EL 8rL st 99¢ 9LL s8L S6L 508 sta sz8 se8 b8 58 oee €88 968 o1e o0ze ££6 6 ss6 o6 [Tl
srs'eol [zse'z 916 0s€'T  E86'Z (o' zso's es0's €2l 09I e6l'e SEZ'e b4Z'e SIE'E SSE'E 96E'E GEFE IBYE  pESE fms's ze's 6S9E PILE 69’ vze'E 2est 9%’ 0se'E  £20 0% SETY sijedey piop § esuodsey
aunjipuadx3 anusasy
0zZ'69 |Lp6'1 896'T 686°1 olo‘z 1£0'2 z50'2 rLo'z S60'Z BIT'Z or1'z +or'z 8BL'Z e1z'z 8EZ'T z92'2 88Z'Z riEZ OrE'Z 99€E'Z EGE'Z £Zr' £SH'T Z6b'Z LZS'Z E9S'Z +09'2 £59Z L0L'T 89L'Z 6EB'Z uoensILIWPY JUsWD|J ajqelen
50003 | 5,0003 %0003 50003 5,0003 s.000: 50003 50003 S0003 50003 50003 90003 50003 50003 50003 50003 50003 50003 50003 50003 50003 50003 50003 50009
SqPWINS] SIPWNS3 WPWRS] WEWNS] WEWns3 S|EWNS] SIPWNS] APWNS] SNEWNs] SjewIns] NeWNs] PRSI WNEWNSI NEWNSI FLWRST IPWRS] NEwWNs] NeWNs] ANPWNST NLWAS] NSWNSI APWMS] NEWNST AEWMST ATWHST ALWRS] NEWRS] NELNST ANEURST NewRS]
smioy |se/rE0Z PE/EEOZ EE/ZE0Z ZE/1E0Z 1E/0E0Z OE/6ZOZ 6Z/BZ0Z BZ/LZOZ LZ/9Z0Z 9Z/SZ0Z SZT/PZOZ VZ/EZOZ £7/ZZ0Z ZZ/1Z0Z 1Z/0ZOZ 0Z/610Z 61/810Z BI/LI0Z L1/910Z S1/SI0Z SI/F10Z ¥I/E10Z EI1/ZI0Z ZT/110Z T1/0T0Z O1/600Z 60/800Z BO/LODZ LD/900Z 90/S00Z
OEie9A GZJEWA BZERA [ZJIEA OZJROA SZJEIA PZIeBA EZIEIA ZZ WA [ZJESA OZJIeSA 6L I3 BIJEIN [TJIRBA QU JEIA SIJEIA Pl AESA ETJEI\ ZIJEIA TIJESA QT IESA  EJE9A  BJIEIA  LJESA  QUESA  SIESA  pURRA EMIA  ZJRSA TJR3A

g xipuaddy

112uno) ailysuoyiequng Isap
WViH




APPENDIX C

COMMUNITY OWNERSHIP PRICING MODEL 30-YEAR VALUATION
(OPTION D)
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APPENDIX D

COMMUNITY OWNERSHIP PRICING MODEL 30-YEAR VALUATION
(OPTION B)



APPENDIX E

HRA - 30-YEAR PROJECTIONS (OPTION B — INFLATED)
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