Housing, Regeneration and Environmental Services

Working with the Community

L - —

West
Dunbartonshire
Council

Community Ownership Programme

Gateway 1 Application

e S i = / g * )
N
S 00
Q o
David McMillan S é?

Director of Housing, Regeneration and Environmental Services O/SAB\-@



Section

1. Statement of Intent to Transfer
2. Summary of Case and Brief History

3. Key Criteria
3.1. Political Commitment
3.2. Ability to Deliver

3.3. Tenant Participation and Commitment to Joint Communication
Strategy

3.4. Selection of New Landlord

3.5.Financial Assessment

Appendices

1. Council Minutes

2. Letter from Leader of the Council

3. Tenants Newsletters

4. Financial Appendix — Outline Business Case to Join the
Community Ownership Programme

10
11

12

14
15
16

17



Community Ownership Programme
Gateway 1
Business Case
Please complete this form in conjunction with the Guidance Note on preparing the
business case for entry onto the Community Ownership Programme; this format

reflects the information and numbering outlined at Appendix 2

NAME OF COUNCIL

| West Dunbartonshire Council |

BUSINESS CASE SUBMITTED BY:
Tim Huntingford
Chief Executive

1.0 INTRODUCTION

1.1 Statement of Intent to Transfer

Statement should include number of houses, whether full or partial transfer, areas covered
and receiving landlord, if known

West Dunbartonshire Council proposes a partial transfer of 4946 properties (41% of
the total housing stock) to community ownership. The areas for transfer are estate
based and spread throughout the authority. A total of 7157 will remain with the
Council. The areas covered by the transfer proposal are the estates of:

Estate No. of Properties
Bellsmyre 250
Brucehill 450
Castlenhill 373
Clydebank East 419
Crosslet 6
Faifley 110
Haldane 529
High Flats (Dumbarton) 416
Linnvale 2
Mountblow 171
Radnor Park 438
Renton 211
Riverside 284
Town Centre (Dumbarton) 128
Westcliff 288
Whitecrook 871
Grand Total 4946

A decision has not been made about the identity of the receiving landlord. A
decision on this will be taken after the Council is accepted onto the Community
Ownership Programme.




2.0

2.1

SUMMARY OF CASE AND BRIEF HISTORY

It is intended that this section should provide a brief summary of pre-COP
activity and outline case

Stock Condition Survey and Technical Reports

(date completed, name of consultants used, outline conclusions)

The stock condition survey was carried out by Savills PLC in January and February
2005 with the final report being produced in April 2005. The survey concluded that
94% of the housing stock currently fails the Scottish Housing Quality Standard
(SHQS) with the remainder predicted to fail by 2015 without investment into the
stock. The cost of bringing all the properties up to the Scottish Housing Quality
Standard by 2015 is £65,301,163. Non SHQS work including environmental and
structural work during the period 2005-2015 is £248,231,111.

A stage 1 structural survey was carried out by Curtins Consulting in October 2004.
The study concluded that £47,888,363 was needed for structural work to non-

traditional and high rise buildings over the next 30 years.

Option Appraisal

(date completed, name of consultants used, outline conclusions)

West Dunbartonshire Council commissioned Arneil Johnston Consultants to carry
out its Housing Stock Option Appraisal which was completed in July 2005. The
consultants concluded that stock retention was not a viable option without significant
rent increases. However, partial stock transfer of 41% of the stock or full stock
transfer were viable options and offered significant opportunities for regeneration.

Tenant Consultation

(brief statement confirming extent of consultation)

West Dunbartonshire Council tenants were consulted about the stock condition

survey and option appraisal exercise from the start of the process. This

consultation was carried out in a variety of formats including:

e Two tenants’ newsletters (Housing News) issued to all tenants (over 12,000).

e Tenants involved in the option appraisal workshops (October 2004 and June
2005).

* Nine meetings for all tenants and resident groups, trade unions and
regeneration groups (Haldane, Whitecrook and Castlehill) to discuss the findings
from the option appraisal exercise.

From the consultation, there was an acceptance that there is a need to transfer at

least some of the housing stock to meet the Scottish Housing Quality Standard.

Landlord Identification

(brief statement regarding process to be followed for identifying receiving landlord

or reasons for selection if already identified)

A decision has not been made about the identity of the receiving landlord. The
Minister for Communities wrote to the Leader of the Council on this issue on 21
October 2005 and his guidance is being followed. As part of the process for
identifying the receiving landlord, West Dunbartonshire Council will produce a
tender brief. A decision on the landlord to be selected will be taken after the Council

is accepted onto the Community Ownership Programme.




3.0

3.1

KEY CRITERIA

Political Commitment

Local Authorities need to demonstrate that political support is in place and likely to be
sustained for the period of the transfer

There is political support for a partial transfer of the Council’s housing stock. A copy
of the Council minute of 21 December 2005 stating the Council’s decision to transfer
41% (4946 properties) of the Council’s housing stock to community ownership is
included with this submission (Appendix 1). It was also agreed to establish a
Community Ownership/Housing Transfer Committee.

Attached is a letter (appendix 2) to the Minister for Communities from the Leader of
the Council stating that the Council is committed to the transfer. Timescales for the
transfer will be agreed with Communities Scotland as part of the Community
Ownership assessment process.

Additional Documentation (please indicate if attached)

Minutes/ papers showing Council's decision to transfer YES | v/ NO

Letter from Leader of Council to the Minister YES v NO

Other relevant documentation. Please list and attach:




3.2 Ability to Deliver

Local authorities need to demonstrate that they have the organisational capacity within their
management team to develop the proposals.

West Dunbartonshire Council has the organisational capacity to develop the transfer
to the ballot stage and will establish a Community Ownership Project Team to
develop the proposals. Full details of this team are overleaf.
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Ability to Deliver (contd.)

Local authorities should also show the organisational structures in place for decision making

The Community Ownership Programme team will report to the Project Manager who
in turn will report directly to the Director of Housing, Regeneration and Environmental
Services. The Director will report to the Community Ownership Programme/Housing
Transfer Committee which is a dedicated committee with delegated powers to
progress the transfer to ballot stage. The establishment of this Committee was
approved at the Council meeting held on 21 December 2005.

Where a local authority does not have the appropriate expertise to manage the process, it
should indicate the gaps and plans for securing the required resources

Where West Dunbartonshire Council does not have the appropriate expertise to
manage the transfer, it will engage consultants. Consultants will be selected based
on the model draft briefs provided in the Community Ownership Programme
Guidance.

In particular, the Council identifies a need for the following consultants:

* Lead Consultant — this will be tendered for based on the model brief after the
Council is accepted onto the Community Ownership Programme.

¢ Independent Tenant Adviser — we will work with tenants to identify an
independent tenant adviser based on the model brief.

* Independent Staff Adviser - we will work with staff to identify an
independent staff adviser based on the model brief.

¢ Technical Advisers — we will engage consultants for specialist technical
advice (i.e. environmental survey, stage 2 structural survey etc.)

* Legal Adviser - this will be tendered for based on the model brief after the
Council is accepted onto the Community Ownership Programme.

« Communications Adviser - this will be tendered for based on the model
brief after the Council is accepted onto the Community Ownership
Programme.

We have estimated that consultants will be available to fill these positions and the
contracts will be managed by members of the Council’'s Community Ownership
Team.

List of attached documentation (as necessary)

N/A




3.3

Tenant Participation and Commitment to Joint Communication Strategy

Local authorities need to demonstrate the scale and scope of their tenant consultation to

date

Tenants in the West Dunbartonshire area were consulted about the stock condition

survey and option appraisal exercise from the start of the process. This

consultation was carried out in a variety of formats including:

* Tenants newsletters (Housing News) to all tenants (over 12,000). Newsletters
were issued in January and October 2005. (Appendix 3)

e Edition 11 (October 2005) of this newsletter invited comments on this issue.

* Tenants were involved in the option appraisal workshops (October 2004 and
June 2005).

* Meetings were held with the Association of Clydebank Residents Groups
(Tenants Federation).

e Four meetings were held for all registered tenant and resident association
committee members, three for community organisations and one for trade union
representatives. Eighteen tenant and resident associations were represented,
with 87 people attending these meetings.

* The meetings followed a set format and started with a presentation on the key
issues identified in the option appraisal business plan. This was followed by
questions and discussion. Issues raised primarily covered stock transfer matters
including the receiving landlord, ballot procedures, areas identified for transfer
and debt write off. There was little comment on the principle of applying for
entry to the COP. All representatives were advised of the opportunity to
comment individually or collectively by 16 November 2005. Overall seven
comments or queries were received about the proposal. Most comments were
seeking further information or clarification on specific points rather than
expressing a view on Community Ownership.

The Local Authority is asked to demonstrate commitment to develop a joint communications
strategy between all stakeholders

West Dunbartonshire Council is committed to the development of a joint
communications strategy between all the stakeholders. Once accepted onto the
COP the Council will engage consultants to jointly work with all stakeholders in the
development of the strategy. The key stakeholders are:

Key Stakeholders:

All WDC tenants

Board of receiving RSL
Employees of the receiving RSL
WDC employees

WDC Councillors

Communities Scotland

Scottish Executive

Trade Unions

-10 -




3.4

Likely mechanisms for involvement of stakeholders in provision of information/decision
making processes

The communications strategy will not be fully developed until West Dunbartonshire
Council is accepted onto the COP. The strategy will involve the development of
tenant information and consultation with clear timescales and opinion research.
This will include:

e Publications — website, videos, newsletters, information leaflets, fast facts,
statutory notices.

RSL identity and positioning — name, logo, themes and slogans.

Media campaigns.

Tenant road shows or show home.

Briefings and training for staff, Councillors and the new board of the RSL.
Research — opinion surveys.

List of attached documentation

Relevant newsletters

» Copies of the Council’s “Housing News”, the tenants’ newsletter detailing
information about the COP are attached to this application for information.
(Appendix 3)

Selection of New Landlord

Where a local authority has identified the receiving landlord it should demonstrate the
degree of public consultation and support for this decision

A decision has not been made about the identity of the receiving landlord. As part
of the process for identifying the receiving landlord, West Dunbartonshire Council
will produce a brief for a new landlord. The brief will consider all options including a
consortium bid by local housing associations, the possibility of setting up a new
organisation or the option of going to tender. A decision on this will be taken after
the Council is accepted onto the COP.

List of attached documentation

N/A

-11 -




3.5

Financial Assessment

Local authorities are asked to provide a broad financial assessment of their proposal to
transfer. Local authorities should provide a brief narrative summary of their assessment
and also complete and attach four (excel) tables shown at appendix 3b.

West Dunbartonshire Council commissioned Arneil Johnston Consultants to carry
out its Housing Stock Option Appraisal which was completed in July 2005.

The consultants used the findings from the stock condition survey to determine the
investment needs of the stock which totals £584,090,000 over 30 years.

By modelling the financial information available to them, the consultants advised
that stock retention would create a cumulative shortfall position of £45m by year 10
if rents remained at RPI + 1%. A rent increase of RPI + 5.5% would be required in
years 2006-2010 to meet this shortfall. Arneil Johnston does not consider this
option to be sustainable. A summary of this option is attached as appendix 4.

Both full stock transfer and partial stock transfer options were examined. A partial
transfer of 41% of the Council’'s housing stock would create a cumulative shortfall
position of £10m. This could be met with rent increases of RPI+ 3% in years 3 & 4
and RPI+ 2.5% in years 5 & 6. This option would create significant regeneration
opportunities and access to Early Action Regeneration Funding. A second partial
transfer of 39% of the stock was considered but this resulted in a larger shortfall and
provided fewer opportunities for regeneration.

A full stock transfer option was considered and this would be sustainable with rent
increases of RPI + 1% and does not result in a shortfall. This option would result in
£77m of the Council’s housing debt being written off. Ameil Johnston stated that
this option has significant advantages and is worthy of further consideration.

Following the Council meeting of 21 December 2005, West Dunbartonshire Council
agreed to the partial transfer of 41% of its housing stock.

This transfer option was chosen by Elected Members after consultation with tenants
and will provide regeneration opportunities linked to the Community Planning
Partnership target areas.

The transfer will facilitate the debt write off of over £31m of housing debt and enable
the Council to prudentially borrow to meet the SHQS for the retained stock. The
Council will also become eligible to apply for Early Action Funding to facilitate the
early regeneration of the transferring estates.

The Local Authority should indicate whether it intends to make a bid for the regeneration
fund. Please provide details of proposed early action work and show how it will strengthen
the transfer case

West Dunbartonshire Council intends to bid for £20,874,800 Early Action Funding to
strengthen the transfer case. This will involve:

e £6,347,800 for demolition costs.

e £3 752 000 for environmental costs.

e £10,775,000 for new build housing for rent.

Early Action work will strengthen the transfer case by reducing the need for
business plan support for the transfer by £7,249,800. It will allow for regeneration
work to commence on estates at an early stage.

-12-




List of attached documentation

Financial table C is attached as Appendix 4.

Business Case submitted by:

Date:

-13-

Chief Executive
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WEST DUNBARTONSHIRE COUNCIL
Report by Director of Housing and Technical Services

Council Meeting : 31 August 2005

Subject: Community Ownership Programme - Housing Business Plan and

1.1

2.1

2.2

2.3

2.4

3.1

Options Study
Purpose

This report advises Council of the findings of the report prepared by the Arneil
Johnston Consultancy which undertook to establish how the Council ‘s
housing stock can be brought up to, and maintained at the Scottish Housing
Quality Standard. The report also seeks a decision on the option to be
adopted by the Council, and if it wishes to apply for entry to the Community
Ownership Programme. A copy of the report is attached at appendix 1.

Background

The Scottish Executive's consultation paper "Modernising Scotland's Social
Housing" was issued in 2003 and laid out a framework for improving the
standard of social housing across Scotland. The Executive's objective is to
see all social housing landlords providing a minimum Scottish Housing Quality
Standard (SHQS) by 2015.

In 2004 final guidance was issued on the quality standards required by 2015
and this was followed in April 2004 by a circular which outlined the process for
its community ownership policy for both whole and partial stock transfers.

In order to address the requirements of the new standards, a stock condition
survey (SCS) was undertaken by Savills in the early part of 2005. The Ameil
Johnston Consultancy was employed to report on the options available to the
Council to meet and maintain the SHQS, taking account of the SCS and the
associated investment plan prepared by Sauvills.

Workshops were provided for Members and tenant representatives at the
early stages of the report to provide information on the purpose of Arneil
Johnston’s brief, and in June 2005, draft findings were presented to these
workshops.

Main Issues

The SCS provided a 30 year investment plan for the current Council housing
stock, and this showed that a total investment of £584m is needed. The
period to 2015 is critical for meeting the Housing Quality Standard, and an
investment of £248m will be required for this period.



The objectives of Arneil Johnston’s report were to:-

e develop/update a 30 year Business Plan for both retention and Community
Ownership options;

¢ 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.;

e 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;

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

¢ identify areas of risk and methods of mitigating such risks.

The options considered by the consultants were:-

Option A — Stock Retention;

Option B - Partial Transfer based on regeneration opportunities;
Option C — Partial Transfer of Entire Areas; and

Option D — Full Stock Transfer.

Arneil Johnston considered options B and D to be the most viable options and
a further risk assessment was performed on each of these options. Their
findings on these 2 options were:-

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 RPI1+3% for years 3-4, RP1+2.5% Year 5-6, followed
by RPI+1% thereafter.

Debt per unit would increase to approximately 72% (of rental income) 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.”



3.6

The areas identified for transfer (5,020 properties) under this option are:

Area Estate Council
Stock
Alexandria North Haldane 561
Alexandria South Renton 212
Riverside ( Alexandria town 286
centre)
Clydebank West Mountblow - Lilac Avenue & 127
Salisbury Place
Clydebank Central | Radnor Park 470
Clydebank North Faifley 112
Clydebank South | Clydeholm 419
Linvale 2
Whitecrook 892
Dumbarton North | Bellsmyre 251
High Flats 415
Town Centre 132
Dumbarton West Brucehill 450
Castlehill 401
Westcliff 290
Total 5020

The current RPI rate is 2.5% therefore the rent increases identified under

option B are:-
Year % increase
2007/08 55
2008/09 55
2009/10 50
2010/11 50
2011/02 & thereafter | 3.5

Option D: Full Stock Transfer

“This Option is sustainable at RP1+1% rent increase, 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 risks, 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.




3.7

3.71

3.7.2

3.7.3

3.74

3.8

3.8.1

This option would result in all of the Council’s stock being transferred to
another landlord.”

For option D the rental increase would be 3.5% per year.

Community Ownership Programme (COP)

If the Council decides to pursue Options B or D, the vehicle for transferring the
stock will be through the Community Ownership Programme managed by
Communities Scotland. In the case of partial stock transfer it must form part
of an overall strategy which delivers the Housing Quality Standard for the
remaining stock, and have a focus on regeneration. It will therefore be
necessary to submit a bid to, and receive approval from Communities
Scotland before work on any stock transfer can commence.

It is not necessary to identify a landlord to receive transferred stock at the
initial COP application stage, therefore this issue will be the subject of a future
report.

In addition to support funding to progress the transfer, there will be debt write
off for the transferring stock, and Early Action funding to allow the Council to
make progress in the early stages of this process. Although every application
is considered individually, councils accepted onto the COP have received at
least £10m from the Early Action Fund. This fund is available to fund housing
activity which is directly linked to the transfer, and can, for example, be used
for demolitions, new build and land acquisitions.

Subject to Council approval, a submission could be made before the end of
2005, and approval obtained in the first quarter of 2006.

Tenant Consultation

Tenants have been informed of the options appraisal work that has been
undertaken, and tenant representatives have attended two workshops during
the options appraisal study. The outcome of the Council’s decision on this
item will be reported to tenants through “Housing News” and a meeting will be
arranged in September 2005 with the Association of Clydebank Residents
Group and Dumbarton District Housing Federation. Should a COP application
be successful an independent tenant advisor will be appointed to provide
tenants with information on the transfer process, related activities and
timescales.



3.9

3.9.1

4.1

4.2

5.1

6.1

Committee

If the Council chooses to apply to the Community Ownership Programme it
may wish to consider establishing an ad hoc committee with delegated
powers to facilitate decision making and monitoring of the COP and Transfer
arrangements.

Financial Implications

The consultants have identified the impact on rental charges required to
achieve the investment for retained stock and the figures at paragraph 3.5 and
3.6 above provide details on the 2 options recommended by them.

These figures reflect the information currently available. On entry to the
Community Ownership Programme, second stage environmental and
structural surveys will be required which may result in a variation to these
figures.

The Treasury will write off debt associated with transferred stock and this
would be £31m for option B, and £77m for option D. Acceptance onto the
COP will provide scope for Early Action Funding and support costs for both
the Council and receiving landlord.

Personnel Issues

Whole or partial transfer will have an impact on staff and will extend beyond
those in Housing and Technical Services. There will be a need to assess
staffing resources to progress through the stages of the Community
Ownership Programme towards transfer, and these issues will be reported to
a future meeting.

Recommendation
The Council is asked to:-

a) agree to a partial transfer of its housing stock as stated in Option
B at paragraph 3.5, or a full stock transfer as stated in Option D in
paragraph 3.6 of this report;

b) agree to submit a bid to enter the Community Ownership
Programme on the basis of Option B or D; and

c) agree to establishing a Community Ownership Programme
/Housing Transfer Committee with delegated powers.

David McMillan
Director of Housing and Technical Services
Date: 22 August 2005
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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:
e« 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;

e 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;
e integrate projections on how and when the standard will be met;

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

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

¢ identify areas of risk and methods of mitigating such risks.

Final Business Plan July 2005 1
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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:

r——-— Model Input ﬁ

Effect on Prudential
Sales Borrowing

odel Calculations

HRA HRA
Projections ﬂ Projectlons
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.

Final Business Plan July 2005 2
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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%

Table 2.2: Inflationary and Rate Assumptions (WDC)

Demolition Year 1

Numbers 84

Cost per unit £4,500
Table 2.3: Demolition Numbers

Final Business Plan July 2005 3
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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

Final Business Plan July 2005
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Expenditure Assumptions

Assumption

Total Average Administration cost

(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)

£406 per unit

Response and void repairs
(Savills Stock Condition Survey - June 2005)

£561 per unit

Cyclical maintenance cost
(Savills Stock Condition Survey — June 2005)

£135 per unit

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)

Special Needs Projects per year £80,000
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 L oao
YEAR 6-10 1 200 %
YEAR 11-20 1'350/"
YEAR 21-30 i
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:

Final Business Plan July 2005 6
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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
(Write off period)

assumption

20 Years

Affordability Indicator -

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

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

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
Revenue)

Any Surplus in the 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

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:

Stock Numbers;

Stock Condition Survey Information;
Debt Assumptions; and

General Business Plan Assumptions.

Final Business Plan

July 2005
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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
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3.
3.1

3.2

OPTION APPRAISAL
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:

e Option A - Stock Retention;

e Option B - WDC Suggested Partial Transfer;

e 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.

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
£1,500 -
£1,000 A
£500
£0

Year 1

EAnnual 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.

Final Business Plan July 2005 9
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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 3157 March 2015. The increase in
Debt Per unit between year 1 and 10 is:

e 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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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:

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

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

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

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

o Asbestos (£9 million over 10 years);

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

e« High Void Rates;
¢ 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.
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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 157 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

10

w ¥ s e e e S B e L I B S e LA B m e e e B e LB A
E 1 233 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 217 29 30
=5

-15

£,000

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.

Final Business Plan July 2005 13
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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.
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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

Final Business Plan July 2005 14
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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:

¢ 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 CUTSTANCING

\\
g ———

12 3 45 6 7 8 9 11 1213 1415 617 18 1920 212 2324 526 27 829 0
YEARS

CAPITAL DEBT OUTSTANDIN
o a B Hlgrg g 3y g

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

e 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 157 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 315" 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.
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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;

¢ 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;

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

e 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;

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

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

! 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:

e 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:

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

« 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

o 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:

e 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;

e 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, RPI+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.

1.5% in year
3-4

underestimated by
5%

Risk Factor Affect on Risk Factor Affect on current
current BP BP Assumptions
Assumptions
Void Rates Double Further rent Programmed Further rent
increase of Renewals increase of

0.5% inyear 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:
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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.

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;

o Option C - Partial Transfer of entire Areas; and
s 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)
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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)
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APPENDIX E

HRA - 30-YEAR PROJECTIONS (OPTION B — INFLATED)
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WEST DUNBARTONSHIRE COUNCIL
Report by Director of Housing and Technical Services

Council Meeting: 21 December 2005

Subject: Community Ownership Programme - Housing Business Plan and

1.1

21

2.2

2.3

24

Options Study
Purpose

This report advises Council of comments made by interested parties on
proposals relating to the Community Ownership Programme - Housing
Business Plan and Options Study. It also asks Council to decide on the
options identified at Section 5 of this report.

Background

Council agreed at its meeting held on 31 August 2005 to continue to a future
meeting of Council the item “Community Ownership Programme — Housing
Business Plan and Options Study” (a copy of this report is attached at
appendix 1). It was continued to allow all interested parties sufficient time to
view the proposals and submit their comments to the Council for
consideration.

In order to provide information on this subject, 1 meeting was held for the
Association of Clydebank Residents Group, 4 for all registered tenant and
resident association committee members, 3 for community organisations and
1 for trade union representatives. 18 tenant and resident associations were
represented, with 87 people attending these meetings. A list of the meetings is
attached at appendix 2.

The meetings followed a set format and started with a presentation on the key
issues identified in the 31 August 2005 report to Council (appendix 1). This
was followed by questions and discussion. No voting was invited since it was
recognised that representatives attending did not have a mandate from their
respective organisations to vote on issues arising from the presentation. All
representatives were advised of the opportunity to comment individually or
collectively by 16 November 2005. The Castlehill and Westcliff Action Group
representatives chose to express their view at their meeting, and stated their
desire for transfer to a new landlord.

A copy of the Council’s “Housing News” was issued to all council tenants in
October 2005 and a copy was also distributed to elected members. This
newsletter provided tenants with 2 pages of information on the future options
for the Council’s housing stock and invited tenants to comment by 16
November 2005.



3.1

3.2

3.3

3.4

3.5

4.1

Main Issues

A wide range of issues were raised at the meetings which included:-

the location of the areas proposed for transfer,;

Community Ownership Programme funding and timescales;
the areas which would benefit from Early Action Funding;
homelessness provision after stock transfer;

housing debt;

the effect of stock transfer on house owners;:

information for tenants;

the selection of a new landlord:

stock condition.

The most frequently asked questions concerned how a new landlord would be
created, what opportunities there would be to transfer stock to multiple
landlords, and stock transfer voting processes.

As stated at 2.3 above, tenants were not invited to vote at the meetings,
however, there was an overall recognition of the need to meet the housing
quality standard by 2015, the associated costs involved and the impact on
rental charges. This led to a general acceptance that there was a need to
transfer stock to address these issues.

A letter was received from West Dunbartonshire Housing Federation which
represented Dumbarton District Housing Federation and the Association of
Clydebank Residents. This letter did not give its view on the proposed
application to the Community Ownership Programme, but raised specific
queries which primarily related to the effect of joining this programme. The
Federation also felt that more consultation was required to address the issues
raised.

Overall 7 comments or queries were received. 3 were from elected members,
2 from individuals and 2 from registered tenant and resident associations.
Generally the comments or queries sought further information or clarification
of specific points rather than expressing a view on the Community Ownership
Programme.

Options

The report to the 31 August 2005 Council meeting provided a partial and full
transfer option. The partial transfer option identified 5020 properties to be
transferred and this amounted to 41% of the current stock. This figure will not
remain constant, and in fact has changed since the report was written due to
house sales and demolitions.



5. Recommendation

5.1 Council is asked to note this report and consider the recommendations
made in the report to Council on 31 August 2005. This report asked
Council to:

a) agree to a partial transfer of its housing stock as stated in Option
B at paragraph 3.5, or a full stock transfer as stated in Option D in
paragraph 3.6 of this report;

b) agree to submit a bid to enter the Community Ownership
Programme on the basis of Option B or D; and

c) agree to establishing a Community Ownership Programme
Committee with delegated powers.

David McMillan
Director of Housing and Technical Services
Date: 15 December 2005

Wards Affected: All

Appendix 1: Council Meeting 31 August 2005: report -
Community Ownership Programme — Housing
Business Plan and Options Study”

Appendix 2: Meetings - Community Ownership Programme
Background Papers: None
Person to Contact: Jeff Stobo, Manager of Strategy, Council Offices,

Garshake Road, Dumbarton G82 3PU Tel No.
01389 737580



APPENDIX 2
Meetings: Community Ownership Programme

Date of Meeting Organisation(s)

28 September 2005 | The Association of Clydebank Residents (ACRG)

3 October 2005 Registered Tenant & Resident Association Committee
(2 meetings) Members — Clydebank Area

6 October 2005 Registered Tenant & Resident Association Committee
(2 meetings) Members —Dumbarton & Vale of Leven Area

7 October 2005 Trades Union Representatives

17 October 2005 Whitecrook Tenant and Resident Representatives

20 October 2005 Haldane Regeneration Group

24 QOctober 2005 Castlehill and Westcliff Action Group
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Reply to:- Council Offices, Garshake Road, Dumbarton, G82 3PU

Our Ref: AW/njb 2609
Your Ref:
Date: 11 May 2006

DRAFT

Mr Malcolm Chisholm
Minister for Communities
Scottish Executive
Edinburgh

Dear Mr Chisholm,

Community Ownership Programme

| am writing to you on behalf of West Dunbartonshire Council to confirm its support for
our application to the Scottish Executive’s Community Ownership Programme for a
partial transfer involving 41% of the Council’s housing stock.

The Council is committed to this stock transfer proposal and a copy of the Council
minute agreeing to the transfer is included as part of the Community Ownership
Programme Gateway 1 Application.

The Council has made this decision following an evaluation of the options and after
consultation with our tenants. We recognise that the proposals will bring a significant
contribution to area regeneration which will benefit tenants. We are confident that we
can meet the Scottish Housing Quality Standard for the stock we wish to retain by
2015.

The timescales for the tenants’ ballot and subsequent transfer have not been finalised
with Communities Scotland but it is anticipated that the ballot for transfer will take
place during the financial year 2008/09. The timetable for transfer will be agreed as
part of the Gateway 1 evaluation process.

| would like to emphasis again our support for these transfer proposals and hope that
you will consider our application favourably.

Yours sincerely

Councillor Andy White
Leader of the Council



-16 -



Wes

Housing News

Issue 9

rotcamer e eem e e

Dunbartonshire  january 2005
Council —_

Anti Social lnvestrgatlon

& Support .Team

Architectural Services

Building Cleaning

Capital Works

~ Caretaking & Concnerge Services
. Catering

Estate Management

Grounds Maintenance
Homelessness |
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Road Safety
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" David McMillan



The Scottish Executive has awarded
the Council a further £500,000 for

the next financial year.

West Dunbartonshire Council plans

‘to use the cash to strengthen the
Community Warden Service. and
boost the number of Anti Social
Investigation and Support Team
(ASIST) officers.

_;,Therr Council will also increase the E
umber of staff operatmg the out-.-_;

A mediation co-ordinator will also
be appointed, as well as a
witness/victim support officer to
handle urgent cases.

The Council is also seeking to
appoint a solicitor to. undertake
work relating to anti socual behav-

iour.

The
Enwronmental

existing Rapid'. Response
.Team,

of hours serwce. _

which &
“removes items: that may pose-a
threat to the health and safety of_'

erabie '-'he service to be extended'_"'-'reSIdents will now. prowde an out- |

'.'fr'om' Thursday to Monday, from‘
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Future Options for Housing

The Council recently considered a report on the
future of its housing stock. The report was based
on the findings of a study undertaken by Arneil
Johnston Consultants. The study established how
the Council’s houses can be brought up to, and
maintained at, the Scottish Housing Quality
Standard. This is a standard set by the Scottish
Executive and all local authorities have to
achieve it by 2015. The standard sets out the
condition and repair that tenants can expect of
their Council property. Councillors agreed to
continue the report to allow interested parties

to comment.

In January and February of this year, the Council
employed surveyors to carry out a survey on the
condition of the houses. Arneil Johnston
Consultants used the results together with
income and expenditure information to assess
how much money is required to meet the
Scottish Housing Quality Standard and what this
will mean for the level of rent you pay.

Arneil Johnston’s report stated that the Council

cannot meet the Scottish Housing Quality

Standard for all its houses by 2015 with current

rent levels. The Consultants considered many

options and narrowed them down to four. They

are:

* retain all Council houses;

* transfer some Council houses based on whole
areas; _

* transfer some Council houses based on
regeneration areas; or

* transfer all Council houses.

A comparison of the options for transferring
some Council houses showed that the
regeneration model provided the best value for
money and therefore the transfer of some
Council houses based on whole areas will not be

considered,

e SR

Retain all Council houses

If this option is considered, an average weekly
rent of £43.84 would have to increase by £27.00
to £70.84 a week by 2015. This is how the rent
increase is calculated: _

Rent Actual Rent
Year Increase% Increase Charge
06/07 8.0% £3.51 £47.35
07/08 8.0% £3.79 £51.13 ]
08/09 8.0% £4.09 £55.23 ]
09/10 8.0% £4.42 £59.64
10/11 3.5% £2.09 £61.73
11712 3.5% £2.16 £63.89
12/13 3.5% £2.24 £66.13
1314 3.5% £2.31 £68.44
14/15 3.5% £2.40 £70.84-

Transfer some Council houses based on
regeneration areas

The transfer of some houses will involve 41%
(5,020 houses) transferring to a new landlord.
The areas selected for transfer are based on
current or proposed regeneration areas, and are:

No. of Properties
Estate - Transferring
Bellsmyre 251
Brucehill 450
Castlehill 401
Clydebank East 419
Faifley ' 112
Haldane - 561
High Flats (Dumbarton) © 415
Linnvale 2
Mountblow
(Salisbury Place & Lilac Ave) 127
Radnor Park 470
| Renton 207
| Riverside (Alexandria) 291 ]
| Dumbarton Town Centre 132 |
| Westcliff 290 ]
Whitecrook 892 |
Total 5,020 ]




If this option is considered, an average weekly
rent of £43.84 would have to increase by £20.05
to £63.89 a week by 2015. This is how the rent

increase is calculated:

Rent Actual Rent
Year Increase % | Increase Charge
06/07 3.5% £1.53 £45.37
07/08 5.5% £2.50 £47.87
08/09 5.5% £2.63 £50.50
09/10 5.0% £2.53 £53.03
10/11 5.0% £2.65 £55.68
11/12 3.5% £1.95 £57.63
12/13 3.5% £2.02 £59.65
13/14 3.5% £2.09 £61.73
14/15 3.5% £2.16 £63.89

I we transfer some of our houses the Scottish
Executive will write off the Council’s debt for the
transferring properties which will be £31m. The
Council will become eligible for Early Action
Funding which can be used for regeneration.
This should be at least £10m. Early Action
Funding may be used for:-

« demolitions and new build

e environmental improvements

e buying land

« owner occupied costs linked to demolition

Transfer all Council houses

This option would involve all of our houses
being transferred to a new landlord. If a full
transfer is considered an average weekly rent of
£43.84 would increase by £15.91 to £59.75 a
week by 2015. This is how the rent increase is

calculated:

Rent Actual Rent
Year Increase % | Increase Charge
06/07 3.5% £1.53 £45.37
07/08 3.5% £1.59 £46.96
08/09 3.5% £1.64 £48.61
09/10 35% | £1.70 £50.31
10/11 35% £1.76 £52.07
1112 3.5% £1.82 £53.89
12/13 35% £1.89 £55.78
13/14 3.5% £1.95 £57.73
14/15 3.5% £2.02 £59.75

The Scottish Executive will write off the Council’s
housing debt which will be around £77m. This
option will also allow the Council to be eligible

for Early Action Funding.

The consultants indicated in their report that a
transfer of some or all of the houses are the

most viable options.

Tenant Information and Consultation

Over the past year the Council has kept tenants
informed of progress with the appraisal and
house condition survey through its tenants’
newsletter and information to individual tenants
and residents associations. In October 2004 and
June 2005, tenant representatives were invited
to attend workshops held by the Council’s
Consultants Arneil Johnston. Meetings have
been arranged throughout October 2005 with
all tenants and residents groups and other
interested parties. You also have the opportunity
to express your views directly to us by emailing
or writing to us at the address at the bottom of
this page. We will listen to the views of tenants
and feed them back to Council.

If a decision is taken to enter the Community
Ownership Programme, the Council will ensure
that all tenants receive independent advice and
information about any proposal submitted by
the new landlord. The Council will appoint an
Independent Tenant Adviser if we are accepted
onto the Community Ownership Programme.

The Council has still to make a decision on
applying for entry to the Community Ownership
Programme. The earliest date it will consider this
issue will be December 2005. If the decision is
made to apply to the Community Ownership
Programme it will take approximately three
years before tenants are asked to vote on the
transfer. The houses can only transfer if tenants
vote for it. The Council is at a very early stage of
a process that might result in the transfer of
some or all the Council’s houses and tenants will
be kept fully informed at every stage of the

process.

You can view a copy of the report and business
plan on our website www.wdcweb.info/housing
and click on "Community Ownership
Programme’ or you can call Graham on

01389 737288 for a copy. If you wish to comment
on the above you can either email us at
h&ts@west-dunbarton.gov.uk

or write to us (no stamp required) at:

West Dunbartonshire Council
Strategy Section
Housing and Technical Services
Freepost SC06367
Dumbarton G82 3BR

Closing date for comments is 16" November 2005.
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Community Ownership
Programme

Following consultation with tenants on the findings
from a housing option appraisal report, Council
agreed at its meeting held on 21 December 2005
to apply to the Community Ownership Programme
(COP) for the transfer of 5020 properties (41% of
the housing stock) to a new landlord. The areas
selected for transfer are existing or proposed
regeneration areas and are directly linked to the
target data zones and the strategic regeneration
objectives identified in the Community Planning
Partnership Regeneration Outcome Agreement.

By applying to the COP, West Dunbartonshire
Council will become eligible for funding to assist
the transfer process and should tenants vote in
favour of transfer, £31m of West Dunbartonshire
Council housing debt will be written off.

Additional funding will also be made available to
the new landlord to bring the transferring
properties up to the Scottish Housing Quality
Standard albeit the exact amount is subject to
future negotiations. The selection of a landlord to
receive the transferred stock has not been made
and will not be considered until after the Council
has been accepted onto the programme.

The figure of 5020 properties for transfer will not
remain constant due to Council house sales and
demolitions. Council has also agreed to establish a
Community Ownership Committee with delegated
powers to facilitate decision making and
monitoring of the COP and transfer arrangements.

Timescales

It is anticipated that Council will submit an
application to the Community Ownership
Programme by April 2006. Communities Scotland
will take approximately 3 months to evaluate the
application and West Dunbartonshire Council
should know by the summer of 2006 if it has been
accepted onto the programme.

Housing New's

Issue 12

Once accepted onto the programme, it will take
approximately 3 years to select a new landlord and
develop a business plan for the new organisation.
At the end of this period tenants will be asked to
vote in a secret ballot if they wish to transfer to the
new organisation or remain with the Council.

Early Action Funding

As part of the COP application, West
Dunbartonshire Council will submit a bid for Early
Action Funding (EAF). The EAF is a Scottish
Executive grant available to Councils which gain
entry onto the COP and which can be used to
target specific areas of housing regeneration
activity directly linked to the transfer including
demolitions, new build and environmental
improvements.

Bids for EAF must demonstrate how they link to the
Local Housing Strategy and the Regeneration
Outcome Agreement. Communities Scotland will
consider every EAF application individually however
other Councils accepted onto the COP have
received at least £10m.

The areas selected for transfer are:

Council

Estate Stock
Bellsmyre 251
Brucehill 450
Castlehill 401
Clydebank East 419
Faifley 112
Haldane 561
High Flats (Dumbarton) 415
Linnvale 2
Mountblow 127
Radnor Park 470
Renton 212
Riverside 286
Town Centre (Dumbarton) 132
Westcliff 290
Whitecrook 892

Total 5020
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