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	EXECUTIVE SUMMARY:
	The Company derives all of its income from Rotherham MBC in the form of annual fees and project-based work around Decent Homes, Aids & Adaptations and other non-housing services.
The Management Agreement prescribes how the fees and any surpluses/deficits have to be accounted for and this paper sets out the current position in respect of the budget and the rationale behind seeking changes to the current arrangements.


	IMPLICATIONS:
	

	CONSULTATION:
	A meeting was held on 18 December 2008 with the Council’s strategic Director of Finance and it is now intended to have more detailed discussions with the Director of Housing and Neighbourhood Services.

	FINANCE AND VFM:
	The Company needs to ensure that it procures goods and services cost effectively in order to contain expenditure within its fee income. The service planning process now underway will look at how budgets can be used to greater effect.

	RISK:
	The Company has to be able to manage its budgets to achieve its corporate objectives and outputs. Unnecessary restrictions or uncertainty in financial planning may impact adversely on the outcomes.

	LEGAL:
	Rotherham MBC is required to maintain a balanced Housing Revenue Account and, as part of this, the Company has to operate within its fee income.  Failure to do so could result in the Council not meeting its legal requirements.

	PERSONNEL:
	None applicable


	ENVIRONMENTAL:
	None applicable


	EQUALITIES/DIVERSITY:
	None applicable



	Introduction

As reported to the last meeting, the Company is facing a number of financial pressures as it prepares its budget for 2009/10. The Government has now issued the final Housing Revenue Account subsidy assumptions which will be used by Rotherham MBC in setting the company’s management and other fees. 
The relevant figures are:

Management Allowance                     +7.84%

Maintenance Allowance                     +1.36%

Major Repairs Allowance (MRA)        - 0.17%

The Council is not obliged to review 2010 ‘s management and other fees on exactly the same basis as the changes for the subsidy calculation and has to take a view about its own needs to pay for retained services.

The Council has already indicated that the general inflation rate to be applied to its own directorates is 2.5%, and it would expect 2010 to contain increases in operating costs to the same level.
Background Information
2.1 2010 Revenue Budgets
As reported in December, currently the annual budgets for 2010 are as follows:

                                                                                                                         £000



Management fee
7,500
Capital Management fee
4,915
IHSP



· Delegated budgets


                     

13,325


· Other budgets


                            

14,292



40,032

The management fee was originally based on the historic costs of running the service within the Council. The opening full-year equivalent was £8,816,000 including a business development fund of £431,000.
2.2 Operational Surpluses and Deficits
Currently the Council, as part of its budget setting process, agrees the level of the management fee, the capital management fee and the level of the budgets that are delegated.

The Council also expects the Company to deliver the required standards of service within these budgets and also that the IHSP trading account at least breaks even in overall terms. However:
· If 2010R generates a surplus the surplus can only be spent in a manner that must be agreed with the Council.
· If 2010R incurs a deficit the Council expects the deficit to be carried forward and recovered in the following year.

Flexibility to manage budgets within the overall trading position within 2010R is restricted as the Scheme of Delegation as prescribed by the Council precludes 2010R from transfer of resources between the management fee and the delegated budgets.

Furthermore, in the above context, it has not been clear whether the Council wishes to exercise control over the three constituent elements of the 2010R budget, or whether it wishes to exercise control of the overall total. The Director of Housing and Neighbourhood Services  indicated at the last meeting that it was the Company’s decision to manage budgets in this way and so the case for a more flexible approach to the management fees may be open to agreement as part of this year’s budget settlement.  However the delegated budgets are prescribed via the management agreement.
2.3   In- House Service Provider
It is important that, whatever overall approach is taken to budget management, the costs and revenues from running the IHSP are clearly identified and managed separately. In effect, it is a “business with a business” and has to be treated as such. This means that the IHSP cannot recover costs from its clients irrespective of the value of the service provided and their ability to pay. 

In this regard, both Rotherham MBC and 2010 itself are clients for work undertaken within the scope of the approved and delegated budgets. The establishment of a robust client/contractor relationship is critical to the future to ensure that the benefits of investment in technology and improved working practices are realised through  better customer service and lower operating costs.
2.4   HRA Business Plan
The HRA Business Plan 30 year financial projections are currently being updated to reflect the final subsidy determinations which have recently been issued by Government.

Whilst it is expected that there will be pressure on HRA resources in the medium and longer term this position is yet to be confirmed by the Council.

It is, however, essential that the Compnay recognises the position that the Council is likely to face and develops plans that will support the Council in addressing any pressures that are identified from the projections.

2.5   Planning for the future within 2010 Rotherham
Three councils have now declared their intention to transfer their stock as they cannot sustain the ALMO model going forward, having insufficient monies within the Housing Revenue Account to meet the required level of investment. It is important that the Board is fully aware of the HRA position beyond 2010 to be confident of the Company’s’ viability.
As the completion of the Decent Homes Programme draws near, there will be a need for a significant downsizing of the capital programme management team. Outline plans have been prepared for how this might be achieved which have identified that there will be a need for a significant amount of additional expenditure over and above the level of the capital management fee in these years to manage the transition.
2.6   Proposals & Rationale

The Board endorsed the proposals put forward last months that the Council be asked to consider the following approach:
· That, subject to a balanced position going forward, to write off any outstanding  trading deficit as at 31.03.09.
· To agree budgets covering the entire range of activities for 2009/10 well in advance of the start of the financial year and from indicative budget to be set for 2010/11.

· Having agreed management budgets, to allow the Company to manage its own financial affairs subject to meeting agreed performance targets and within the overall budgets agreed by the Council.

This approach would:
· Put the Company on a more business-like footing.
· Allow it to plan for the future, in particular, to address issues that will occur as the Decent Homes programme draws to a conclusion and issues relating to the future status and stability of the IHSP.

· Address the criticism made by the Audit Commission relating to a lack of independence from the Council.  
· Take a holistic view of 2010 as a business , rather than individual aspects which are subject to annual fluctuation
3.0    Appendices/supporting information
Appendix A – Summary projected operating costs for 2009/10 and 2010/11
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