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APPENDIX TO STOCK OPTIONS APPRAISAL COVERING REPORT

STOCK TRANSFER – SUMMARY OF KEY ISSUES

1.
THE CONCEPT

1.1      Definition and Principles

Stock transfer, sometimes termed large scale voluntary transfer (LSVT), is a concept that transfers the freehold ownership of the housing stock and associated assets to a not-for-profit registered social landlord (RSL) – a body regulated by the Housing Corporation. This new body can then usually address the financial problems surrounding the stock.

This is because unlike the Council, the RSL is not subject to public sector borrowing restraints and can borrow the money required to put and keep the stock in a good state of repair and facility. 

The valuation methodology (prescribed by the Treasury) takes account of levels of rent income and the investment spend required. This ensures that, subject to risk control, the RSL is able to pay interest and repay the principal on its borrowings.

These key factors make it possible that stock transfer could meet the Council’s investment needs and provide the ongoing necessary revenue flows for service improvements. 

Transfer can only take place if a majority of tenants support the change. This is ascertained by a secret postal ballot.

Any transfer is conditional on the new landlord securing registration with the Housing Corporation. This is the Government organisation that acts as regulator to the sector. It defines best practice, enforces probity, verifies financial stability and acts as a general alter ego. 

The disciplines of TUPE apply to all employees who have a significant input into the housing service. 

The Council may be able to gain a net capital receipt from the transfer. 

There are potential General Fund cost implications of transfer.

The Council retains its statutory housing responsibilities. Some of these can be discharged by the RSL on an agency basis.

The process takes up to 20 months and is subject to Government approval and securing a place on an annual Transfer Programme.

There have been over 180 full and partial transfers to date and current Government plans are for a major ongoing programme.

The Council is able to enforce the commitments made to tenants through a detailed transfer agreement.

1.2
The New Landlord

1.2.1 

It is a fundamental requirement that whatever legal form a transfer vehicle takes, it must be a “not-for-profit” body. That is, it must not distribute profits or surpluses to shareholders and others. All surplus income must be used for the RSL’s purposes.

1.2.2
Clearly an essential adjunct to this is that the body must be capable of working with the Council and the community to discharge housing and associated community strategy.

1.2.3
Such a body does not have shareholders and by definition not-for-profit. It can adopt rules that meet the wider role required of today’s social housing landlords and can design a control structure to reflect partnership.

1.2.4
This partnership needs to be considered at two levels – at Board level for the strategic and management aspects and at annual general meeting (AGM) level for the core concepts of the company. The requirements of the Government to ensure the company is not local authority influenced, this would bring it within PSNBR (public sector expenditure measurements) and the Housing Corporation are also relevant.

1.2.5
In the latter aspect, the Corporation’s registration requirements make it clear that it expects involvement to be around three constituencies – the tenants, the Council and independents who would bring business, professional and caring skills. It would normally expect a division of one third between each of these categories e.g. in a Board of directors of 15, five Council nominees, five tenants and five independents. In exceptional circumstances (not defined) it will allow up to 49% tenants but this would be at the expense of Council nominees.

1.2.6
The 5, 5, 5 pattern illustrated is therefore the norm. Importantly this means that together the Council nominees and tenants have a voting majority on the Board – in effect joint control that some Councils have seen as entering a partnership with tenants.

1.2.7 This one-third arrangement can also apply to membership on a voting constituency basis at the AGM. No matter how many members in each category, their voting power can be limited to one third e.g. all tenants could become members but their total vote would be limited to one third of all votes. Again the partnership concept mentioned above applies with perhaps a further check in that to change the Articles of the company would require a 75% vote, meaning that some independents would also have to agree.


As regards recruitment, after the initial set up, Council nominees are selected by the Council, tenants are usually selected on an electoral basis involving all tenants and independents are chosen by invitation or application but approved at the AGM i.e. Council nominees and tenants have the final say.

1.3 
Community Gateway Model

1.3.1
In recent times a new transfer vehicle has been promoted on the basis of greater community ownership and involvement in the management of the stock transfer body. A similar approach known as Community Mutual has been adopted in Wales. Whilst there is acceptance of the principles by the Government, Housing Corporation and funders, there have been no transfers to such a body to date. Preston Borough Council is acting as a developmental pilot but has not yet put the matter to tenants at ballot.

1.3.1 The Chartered Institute of Housing publication on the subject “Empowering Communities” states:

The model has two elements, the community gateway process, and the community gateway association.


The process is a way of approaching the selection and delivery of housing options that creates more opportunities to devolve power to tenants – where tenants want it – and creates the basis for sustainable community development and empowerment.


The association is a type of not for profit organisation that can be used to take ownership of council stock…….. under its constitution it would be obliged to secure the widest possible tenant and leaseholder control. Tenant board members would make up the largest interest group on the Board and company membership would be on the basis of a majority of tenant members
1.3.3
In this way ownership and direction is vested in those who benefit from the homes provided and there is potential to diversify into complementary activities such as regeneration, community facilities and delegate management to individual neighbourhoods.
1.3.2 Our experience is of limited tenant interest to date although the Preston transfer currently in its post ballot phase is based on this. Some however are attracted to the cover of including long-term Gateway concepts in the constitution of a conventional LHC. This could be along the lines of:

In accordance with the Company’s objectives, the Company will at all times have in place and operate the following

· A strategy and programme to secure the widest possible community   involvement in the Company;

· A strategy and programme for community development, training and communication and the identification of neighbourhoods for the purposes discussed below;

· A procedure for neighbourhoods to communicate their wishes and aspirations.


If a submission is made to the Board by a neighbourhood in favour of varying the current provision or management of its housing where the Board is satisfied that such variation will not materially adversely prejudice the financial viability of the Company, the Board must:

· Formulate a proposal in consultation with the neighbourhood;

· Communicate that proposal to all tenants of the neighbourhood;

· Ascertain the majority view of the neighbourhood tenants as to implementation of the proposal.



If it is established that the opinion of the majority of a neighbourhood is in favour of varying the current provision or management of it’s housing, the Board shall do one or more of the following:

· Facilitate the establishment of a Local Group with similar objects to the Company to represent and carry forward the interests of the neighbourhood;
· Delegate to the Local Group any of its supervisory powers and responsibilities relating to that neighbourhood;

· Transfer assets, and delegate any of its powers or responsibilities and associated day-to-day management to the Local Group.

No transfer of assets or delegation of powers and responsibilities to a Local Group shall take place until after five years from transfer date to enable the transfer promises to be delivered to tenants
1.3.3 This would appear to leave matters to evolve as tenants wish.
1.4 A New Body or Involvement with an Existing RSL
1.4.1 Virtually all whole stock transfers to date have been made to new bodies established by the council especially for the purpose – the driver being a local company, controlled locally for local people.

1.4.2 However the Government is increasingly concerned to see existing RSLs involved in the process. It sees potential advantage in terms of track record, economy of scale and risk spread. It is now a condition of admission to the Transfer Programme that the form of the transfer body and any relationship with an existing RSL is subject to detailed evaluation involving tenants.

1.4.3 There are two basic approaches to involvement of an existing RSL. This can either be by subsuming the stock within its portfolio or by using a vehicle (probably a Local Housing Company or LHC) to become part of a group structure.

1.4.4 If the Council were minded to consider stock transfer; this is an area, which would require further detailed consideration. In view of the Council’s stock size we would not see subsume as an option so the choice would be new stand alone or new as part of a group structure. An evaluation overview is:

Stand Alone

Pros


Cons

Local body locally controlled
No track record as RSL or experience of culture



Sole local determination of policies and standards
When disagreements occur have to be faced internally

Specific focus on purpose for which established
Management costs may be higher due to non economy of scale

Would be developed to deliver the commitment to tenants


Because stand alone, risks are higher (note this has not led to any failures in 15 years)

Staffing would be mainly from Council employees under TUPE


Additional management skills would be brought in and increase dimension


Comfort of Housing Corporation regulation


Form maximises tenant involvement in management


Track record of stand alones to date including locally


Group Arrangement

Pros


Cons

Access to previous experience, culture and different approaches


Role of group parent means some loss of local control

Ability to pool on some services such as care
Standards may be different

Potential wider home/transfer choices


Experience suggests tenants highly suspicious of housing associations and “outsiders”

More employment potential for transferring TUPE staff
Group may want some local Board membership

Potential economy of scale in relation to support services
This may not be short term realisable due to TUPE 

Comfort of Housing Corporation regulation
Need to ring fence local assets

Existing RSL might be prepared to pay more for the stock by using resources from existing RSL or group


No certainty that senior management or group headquarters are locally based

Funding costs might be lower due to track record (in view of size of stock and providing good Board and Management Team, BWNL see this as marginal)
Unless group has access to a stock transfer RSL, likely to be unfamiliar with the estate issues of local authority stock

The Decision Process

It is essential that this involves tenants and they have access to independent advice. 

From this the steps are:

· Draw up specification with tenants; 

· Undertake a theoretical evaluation and consult tenant;

· If choice is stand-alone landlord – establish and develop.

If choice is some form of group partnership then a selection process needs to be designed and implemented. This is likely to be competitive. Note that if a    neighbouring stock transfer RSL is involved, the process must be competitive.

1.5 What would be Transferred?
1.5.1 In core terms all assets (homes, garages, shops etc) held within the Housing Revenue Account (HRA) and the landlord function, subject to detailed appraisal by the Council. The Council would retain Land with development potential. There are also strategic issues such as whether the Council would like to retain or transfer open spaces on estates. Responsibilities such as homelessness, waiting list and housing advice remain a Council responsibility (although there are agency opportunities) together with its strategic housing role and enabling of new development. Rebates and private sector housing are not involved.

1.6 Employees
1.6.1
The Transfer of Undertakings Regulations (TUPE) applies to all employees wholly or substantially involved in housing, central support, technical and direct labour. Those persons have a right to employment with the RSL on terms no less favourable than they enjoy with the Council. For those spending less than a majority time on housing, an Employment Protocol is usually prepared which defines procedures to amalgamate into full time equivalents and give voluntary access to job opportunities.

1.6.1 Since overall stock transfer creates jobs through the increased activity and loss of economy of scale, we have yet to experience a situation of redundancy. However, the whole matter is naturally unsettling and worrying for staff (not least the potential new culture) and early and regular involvement of trades unions and communication with all staff including more specific attention to those likely to be directly affected is essential.

1.6.2 The position of superannuating (pension) often causes great concern.  We can give total assurance that the new landlord will be able to gain membership of the County Superannuating Fund. This means that for transferring employees their pension position is safeguarded and is seamless.

1.6.3 There would be choices around the transfer of the direct labour organisation in that it could transfer or remain with the Council. This is a significant issue which we suggest would need to be subject of separate evaluation and employee consultation should the Council wish to develop stock transfer.

1.6.4 There are however advantages to transfer in that since the RSLs are subject to VAT, having direct labour avoids this on the wage element of works and gives a considerable cost advantage. 

1.6.5 The financial data that follows is on the basis of direct labour transferring to the RSL.

2      STOCK TRANSFER AND TENANTS

2.3 Terms of Tenancy

2.3.1 Council tenants have tenure of their homes on the basis of a “secure” tenancy whereas RSL tenants occupy on the basis of an “assured” tenancy. The latter is less beneficial in a number of areas, not least the Right to Buy (RTB) and grounds for possession. The Government’s objective is to bring these together into a single form of tenure although a time scale has not been indicated.

2.3.2 Pending this, since transferring tenants would have to take an assured tenancy on transfer, it is standard practice for transferring tenants only to be given an enhanced assured tenancy agreement (sometimes termed assured tenancy plus) such that virtually all of the rights and security of tenure they enjoyed with the Council are preserved.
2.3.3 Particular issues addressed are:
· Security of tenure;

· RTB (termed “Preserved RTB”);

· Right to sub let or take lodger;

· Right to repair;

· Right to carry out improvements;

· Right to be consulted;

· Right to exchange;

· Right to succeed.
2.3.4 Secure rights which could not be continued are:
· Rents to mortgage (scarcely used and included for repeal in the Housing Bill);

· Right to manage (there is nothing to stop the new landlord voluntarily offering this).

2.3.5 Additional rights gained from assured tenancy status are:
· The Right to Acquire (RTB with a less attractive cash lump sum rather than discount);

· Tenancy agreement cannot be changed without consent;

· Since a new tenancy is granted there is a wipe clean of succession pattern i.e. a further tenancy succession is possible irrespective of previous events.

2.3.6 The actual detail of tenancy agreements would be subject to detailed negotiation with tenant representatives prior to any consultation on transfer.
2.4 Housing Benefits
2.4.1 Stock transfer actually means changes in the way support for rents is calculated and financed but these are only relevant to the Council. There is no change for tenants including direct payment to the landlord subject to the agreement of the individual tenant.

2.4.2 Supporting People grant will also be unaffected.

2.5 Tenant Management Organisations (TMO’s)
2.5.1 Whilst the Right to Manage cannot be legally preserved, there is no reason why any RSL cannot make it policy to consider similar arrangements. It is however our experience that the increased involvement available to tenants following transfer including Tenants Compacts and involvement in Best Value Reviews (BVR) are generally seen as the best way forward. Stock transfer landlords are usually committed to funding tenant participation development and a full involvement procedure.

2.5.2 A TMO is sometimes incorrectly seen as a potential form of stock transfer. A TMO is about managing the stock rather than ownership. Under stock transfer the Housing Corporation generally presently places an under 50% involvement of tenants requirement in the constitutional arrangements of the new RSL but this in under review in the light of the community gateway concept.

2.6      An Offer to Tenants
2.6.1      In the process of tenant consultation leading to ballot, it would be necessary to produce a Formal consultation document (sometimes termed the “Offer”). This would include:

· The Council’s reasons for considering transfer;

· Comparative information on rights and security;

· Details of the investment proposed in the stock;

· Rent and charge profiles including a rent guarantee (see later);

· Details of the RSL which, as explained earlier, may be a new or an existing body but must be “not-for-profit.”

2.7 Independent Advice to Tenants
2.7.1 The Government now requires that on initiating a stock transfer proposal, a Council funds an independent adviser to tenants (ITA). Selection is usually placed in the hands of the tenants’ representative body. Care needs to be taken to ensure the ITA has relevant experience and access to the range of skills required. 

3      STOCK TRANSFER – FINANCE

3.1 Valuation Principles

3.1.1 The Government prescribed valuation technique used in stock transfer  is termed “tenanted market value” (TMV). It addresses the actual situation that is being proposed:

· The stock be kept available for letting at affordable rents;

· The stock be brought to and kept in a good standard of repair and amenity;

· The landlord and community role be discharged on a best value basis.

3.1.2 In effect the homes are to be held in trust with the new landlord having the right to collect rents but the obligation to incur costs on repair and management. This is the basis of TMV. It examines the projected incidence of those three factors over a 30-year period and brings the net total income to a present value using discounted cash flow techniques. The discount rate range is 6 - 8% and is prescribed by Government and accepted by funders. In our examples below we have used 6.5%, which is common in recent transfers.
3.1.3 The TMV valuation is based on current stock levels and real terms price increases only i.e. inflation is excluded.
3.1.4 RTB sales are excluded from the deal and as they occur in future are subject to a sharing agreement between the Council and RSL. After costs the RSL is compensated for the value of the net rent income foregone as a result of the sale and the balance accrues to the Council.
3.1.5 Neither the capital receipt from stock transfer nor the receipts from future RTB share are to be subject to the Government’s new pooling plans.
3.1.6 We have therefore undertaken an indicative TMV valuation of the stock using “to hand” parameters. It would, of course, be for the Council to determine the actual inputs if it wished to proceed with stock transfer.
3.2 Assumptions Used
3.2.1 Rents

Rents for transferring tenants would be in accordance with the Rent Calculation formula and achieve convergence by 2012 as with the Council

In accordance with Government requirements, rents for new tenants after transfer would be at initial Restructuring Target and then grow by 0.5% per annum to converge with transferring tenants in 2012.


All rents would be the same from then onwards and would increase by 0.5% plus inflation each year.

There would be no additional charge for improvements such as kitchen and bathroom modernisation.


These variations are from Government policy, not as a consequence of stock transfer. The rent increases will happen irrespective.


Void losses and turnover rates are on the basis of recent Council experience.


Repairs and Improvements 


This is on the basis of the Stock Condition Survey and optional standard discussed in the main report. 


Management Costs

Allowance is on the basis that TUPE would apply. Council cost experience is updated to allow for the loss of economy of scale, the additional workload and VAT issues in accordance with ODPM guidance. Provision for implementation of the investment programme is on the basis of a fee addition to each category. We have also allowed for service improvements in areas such as anti social behaviour. Actual detail would need to be discussed with tenants.


Assets


It is assumed that all HRA assets would transfer. What would actually transfer is, of course, a matter for the Council and Tenants.

3.3       Valuation Calculation

The 30-year discounted cash flow shows an indicative value of £30.6 million or £7,690 per unit for 3,981 units of stock.


It must be stressed that this is indicative only at this stage and would vary according to final decisions of assets/activities to transfer and actual stock levels.


If the community wished to proceed with transfer it would also be prudent to procure a full audit of stock investment needs to a defined standard brief and to obtain warranties as to accuracy on which all parties, including funders, could rely.  Variations in stock investment needs have a major impact on the valuation.

3.4 Implementation Costs

3.4.1
Housing transfer involves considerable time and effort in preparation, detailed consultation with tenants, valuation and business planning and preparing and agreeing the contract which embodies the terms of the transfer.

3.4.2

Based on experience of other stock transfers we have estimated that overall setting up costs would be in the region of £3.0 million.  Normally these setting up costs would be written off against the capital receipt or included within the business plan of the of the new landlord (with consequential implications for valuation.  Of this up to about £0.5 million (including employees) would be incurred pre ballot and would therefore be at risk if the tenants did not support the proposal.

3.4.3

A typical pre-ballot budget, excluding employee costs (which we would assess at £150,000, might be as follows:


£000

Lead Consultants

- General

- Landlord selection*
30

10

Legal Consultants

- General

- Landlord selection*
20

10

Tenants Advisor
45

Marketing Consultant
30

Consultation Materials
70

Landlord Set Up
15

Stock Survey
35

Ballot
20

Miscellaneous
20

Total
305


*  If an existing RSL is to be chosen

It is important to note that only the ballot costs would be a HRA charge in the event of a “no” vote. All other costs would fall on the General Fund and are therefore a risk cost dependent on the ballot result.

3.4.4 The next call on the receipt is then to repay the Council’s housing loan debt since without rental income and Subsidy there would be no funds to meet this cost. However, the Council presently has no housing debt so this would not be relevant.

3.4.5 Also deductible from the net receipt is a Government Levy of 20% (net proceeds, value relating to the homes only), which is designed to cover increased costs the Government has to meet after transfer in connection with the funding of rent rebates.

3.4.6 It is a common pattern that most local authority superannuation funds presently have a deficit that is being addressed by increased employer contributions. This would apply to TUPE employees transferring to the new landlord but both funders and the Housing Corporation would require their specific deficits to be cleared by a lump sum payment on transfer date to minimise risk to the new landlord.

3.4.7 The net position to the Council might then be:

Item
£million
£million

Gross Receipt

  30.60

Less:





Set Up Costs
    3.00


Loan Penalties
    0.08


Government Levy
    3.70
    6.78

Net Proceeds

  23.82m

               
Under the revised capital finance arrangements, this receipt would be 

     available for the Council to spend although it might wish to invest 

     some proportion in connection with the General Fund revenue impact 

     of stock transfer – see later. Other Councils have pledged the net receipt to be used to enable the building of new homes.

     The gross and net capital receipt would vary up to the date of transfer, 

     not least due to stock loss under RTB and the final superannuation 

     adjustment required..

3.4.8
It should be noted that the TMV valuation does not allow for RTB sales after transfer.  It is usual for the receipts from RTB sales that occur post transfer to be shared between the new landlord and the Council.  Such capital receipts are not subject to Government RTB pooling requirements or Levy and could be spent without restriction.  Making conservative assumptions of 20 sales per year and a value of the Council’s share at £40,000 (50% of current net receipts) this is £800,000 per year.

3.5 VAT Savings Scheme
3.5.1 Unlike local authorities, stock transfer landlords are subject to VAT. However recently a VAT mitigation scheme has been developed with the support of ODPM and the agreement of Customs & Excise. Through a series of covenants this enables the new landlord to reclaim VAT on catch up repairs and improvements following transfer. This is conditional on the new landlord adopting charitable status.

3.5.2 Detailed evaluation of an up to date stock condition survey would be necessary to give a firm estimate of potential benefit but it can be substantial.

3.5.3 This sits outside the valuation calculation. However it would be possible for the Council to negotiate with the RSL to share this windfall.

3.5.4 Elsewhere in view of the ending of Social Housing Grant recycling, stock transfer partners are agreeing that a large proportion of the gain be used to fund the building of new homes.  

3.6 Local Economy Impact
3.6.1 We have not attempted to evaluate the effect of the major repair and improvement spend on the local economy. However there must be gain in terms of regeneration, employment and training potential. Some authorities, notably Coventry, are working to make this a key aspect of stock transfer. Their approach addresses local purchasing and trade training in each contract.

3.7 Public Sector Costs
3.7.1 We have examined the potential cost to Government through a standard ODPM model. Whilst this must be broad brush since considerable cost generation information would be formatted from the stock condition survey, we are satisfied that a transfer proposal would be within Government tolerances. This would greatly assist securing a place on the Transfer Programme.

4      STOCK TRANSFER AND THE COUNCIL

4.1
Housing is major service of the Council and its removal would have inevitable organisational, operational and financial impacts that would need to be managed.

4.2
Strategic Housing Service

However, it is essential that the Council recognises the resource requirements for the statutory housing services for which it would retain responsibility including housing strategy, private sector housing, the enabling role, supporting people and housing advice and homelessness.

In common with the situation when an ALMO is created, there would be additional costs arising from the separation of the strategic role and the Council must ensure it has sufficient staffing for this and budgetary resources.  We have assumed there will be a £200,000 per year additional cost to meet this.

4.3
Support Costs

There will also be an impact on other support services and central costs such as reception, IT, office accommodation.  Three Rivers in common with many authorities will face the problem that allocations to housing represent partial allocation of staff time and related overheads and thus the ability to transfer staff other than housing staff under TUPE is limited.  As a consequence it is inevitable that the amount of staff time and other overheads charged against the General Fund will increase as a result of transfer.  We have made an initial estimate of these costs based on the 2004/05 budgets as being £620,000.  However, in the first year following transfer, it is likely that the new landlord will remain in the Council offices and continue to use some services.  This will reduce the initial impact and thereafter the Council will need a progressive post transfer cost reduction plan.  Based on our experience, within five years, costs could reduce by 30-50%.

4.4
Other Costs

The Council currently is able to recover VAT in respect of its non-statutory ‘business’ activities – this is termed partial exemption status.  Thus the Council can reclaim VAT paid in respect of exempt services such as property and leisure activities provided that the VAT in respect of exempt services does not exceed 5% of the total VAT reclaimed by the Council.  Stock transfer will result in a reduction in the total VAT and we are advised that, as a result, the VAT on exempt services would be over the 5% limit and the Council would lose approximately £100,000 per annum in unreclaimable VAT.  However, this would also depend upon the outcome of the Leisure Services review since most of the exempt services are Leisure based.

Housing Benefits are now financed within the General Fund via Housing Benefit Subsidy and therefore there would be no major consequences of transfer, although there might be a small impact on management costs (we have included these in our residual housing cots estimate of £200,000 per year) and a short period of ‘data lag’ affecting administration subsidy for one year.

There might also be transfer costs that would not be acceptable for set off against the capital receipt.

4.5
Summary of Likely Costs

The likely impact could thus be as follows:

Year                 
1

£m
2

£m
3

£m
4

£m
5

£m

Residual Housing Service (incl.HB)
0.20
0.20
0.20
0.20
0.20

General Fund Costs 
0.50
0.58
0.53
0.49
0.44

VAT
0.10
0.10
0.10
0.10
0.10

Other transfer costs, say, 
0.05





Total Costs
0.85
0.88
0.83
0.79
0.74

4.6
Financial Benefits

In offset of the above the Council would have financial gains.  It would have access to the residual balance on the HRA (say, £500,000).  It could expect the RSL to ‘buy’ outstanding arrears at the date of transfer (say, £100,000).  Not least, as mentioned earlier, there would be the ongoing RTB share (cautiously estimated at £800,000) and the interest earned on the net capital receipt.  Invested at, say, 4%, the net proceeds estimated earlier of £23.8m would produce some £950,000 in interest which would more than offset the costs outlined above.

5       STOCK TRANSFER – THE PROCESS

5.1 Pre Ballot Requirements and Activities

The stock transfer process takes some 20 months and revolves around          the consultation and ballot of tenants. For this reason it is usually divided into pre and post ballot activity. Pre ballot actions are entirely at risk until the tenants’ views are ascertained.

5.2
Any transfer is subject to gaining a place on the ODPM Transfer             Programme. Applications are normally invited late in the calendar year with announcements in the March before the new financial year. We understand that will be the pattern for the next bidding in late 2004. 

         Transfer then has to take place within two years.
5.3 Transfer is also subject to the consent of the Secretary of State and the             receiving RSL obtaining registration with the Housing Corporation. Both             bodies must therefore be fully involved in the whole process.
5.4 Pre ballot activity would involve:
· Setting a budget;

· Governance, project management and employee consultation arrangements;

· Appointment of consultants;

· Appointment of independent tenants advisor;

· A detailed programme to explain to the tenants why the action is necessary;

· Determining the legal form of the new landlord;

· Stand alone or partnership with an existing RSL;

· Heads of Terms on the Transfer Agreement including assets and functions involved;

· Design of an information and consultation process for tenants (newsletters, meetings, video, door knocking etc);

· Developing an Offer to Tenants;

· Establishing the RSL including verifying fundability;

· The formal consultation process;

· The Ballot (postal and usually conducted by the Electoral Reform Society).
It is important to remember that pre ballot the process is not about finalising stock transfer. It is about ascertaining tenants views.

The ballot principle is a simple majority of those voting. National experience is of high ballot turnout.
5.5 Post ballot (assuming a positive result) the process becomes a clear       
                commercial transaction with both parties seeking to sensibly 

                negotiate. Issues include:
· Governance and Officer secondment arrangements;

· Budgets;

· Appointment of advisors to both sides; 

· The TUPE list and Recruitment Protocol;

· The Transfer Price;

· The Transfer Agreement;

· Conveyancing;

· RSL operational development including employees;

· RSL Business Plan;

· Securing Funding;

· ODPM Consent;

· Housing Corporation Registration;

· Transfer.
5.6       If the Council wished to develop stock transfer, a timescale overview   

                might be:

December 2005 – March 2006

· Project Governance and management arrangements;

· Appoint advisors;

· Make Transfer Programme application;

· Continue to explain need to tenants.
· Work with tenants to define the form and relationship of new landlord.
April – October 2006

· Design Offer to Tenants;

· Develop new landlord;

· Employee issues;

· Plan consultation;

· Continue RSL development;

· Continue to explain need to tenants;

· Agree headline assets/ services to transfer;

· Staff training;

· Receive ODPM Transfer programme announcement.

November 2006 – March 2007

· Tenant consultation;

· Ballot .

April 2007 onwards

· Post ballot activity;

· Transfer 2007.

5.7 The input into a stock transfer should not be underestimated. It will                 require a project team with multi-disciplinary input, a governance                  arrangement for Members and scrupulous care to avoid conflicts of                 interest. There is well-established methodology for all aspects.

6      STOCK TRANSFER – conclusions

6.1 Stock Transfer Contrast

The Pros

· A new partnership between the Council and its tenants – they jointly control;
· All repair, improvement requirements to aspirational standards can be met within five/six years;
· Thereafter resources to keep stock in proper state;
· Provision for environment enhancement;
· Direct involvement of tenants in management of homes;
· Employee position is covered by TUPE. No evidence of major staff impact elsewhere;
· Rents will be similar whether transfer or not;
· No rent increase for improvements; 
· Role of Housing Corporation as regulator;
· Tenants have final say at ballot.
The Cons

· Council loses ownership of the stock and direct democratic influence (although has other representational and contractual influences);

· No going back once transferred;

· Gaining a Transfer Programme place;

· Role of Members and Council changes;

· Council services and offices for only one year after transfer;

· Costs and risks of ballot;

· Business risks on new body;

· Enforcing delivery of the promises.

6.2      The Assessment Criteria


Impact for Existing Council Tenants
· The ownership of the homes passes to a new landlord; 

· Tenants (through Board representation) gain role in designing strategy in relation to the homes;

· Rights and security would marginally change and would be embodied in an assured tenancy plus agreement rather than a secure tenancy;

· Transfer could only be with consent of tenants at secret ballot;

· Involved in process of new landlord selection;

· Rents would be similar;

· No cost reflective rent increases for improvements;

· Repair and improvement of homes to aspirational standard;

· Revenue threats removed and resources for service improvement;

· Risk of business aspect of new landlord;

· Comfort of regulatory role of Housing Corporation.

Impact for Potential Council Tenants

· Homes would be in good repair with modern facilities;

· Tenancy would be on assured tenancy basis with, inter alia, no RTB;

· Initial rents not dissimilar - by 2012 all converge;
· Potential new build programme from sales proceeds.
The Council as Social Landlord

· Homes would be repaired, modernised and remodelled such that Decent Homes, Current and Aspirational standards met;

· Council would enter a landlord partnership with tenants;

· The effort, cost and risk of the process including consultation and ballot;

· Considerable experience of others and track record of the approach;
· Potential new build programme from sales proceeds.
The Council as a Corporate Entity

· Financial impact needs to be contained but can be managed;

· Major plank of housing strategy addressed through bringing all social housing to a modern standard;

· Economic and employment potential of the major investment in housing;

· Housing function becomes strategic only;

· Significant reduction in volume of Council activities – will impact capacity, capability and accommodation and IT needs. Many authorities see opportunity to restructure;

· Role of Members changes in relation to housing.
The Government

· Decent Homes Standard achieved

· Overall PSNBR assessment shows a proposal would rate well for Transfer Programme.
Council Employees

· Staff would transfer to new body under TUPE;

· Pension position protected;

· Potential job opportunities;

· New culture issues;
· Risks and issues around revenue viability of HRA removed.
The Community

· Substantial additional activity due to repairs, improvements, remodelling and new build with business, employment and training potential.

