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Scope of the policy

The Council, as a social landlord, has a statutory duty to account for local
authority housing provision as defined by the Housing (Scotland) Act 1987.

This policy sets out the framework for the management of Housing Revenue
Account reserves in order to mitigate financial risk and facilitate planned
investment for the housing stock.

Principles and objectives

e The Council seeks to ensure that the policy complies with the legislative
framework, guidance and good practice.

e Ensuring resources are effectively prioritised.

e Achieving stable and sustainable budgets.

Legislation, good practice and regulation

The Housing Revenue Account (HRA) must operate in accordance with
legislation, any statutory guidance that Scottish Ministers issue in relation to
local authority finance and must adhere to any accounting codes of practice
from the relevant professional bodies.

The primary legislation regarding the operation of HRA is laid out in the Housing

(Scotland) Act 1987:

e Section 203 makes specific provision for local authorities to keep a HRA,;

e Schedule 15 details the income and expenditure which is to be charged to
the HRA.

The Local Government in Scotland Act 2003 places a local authority under a
statutory duty to determine the amount they can afford to allocate to capital
expenditure. In doing so they are required to have regard to the Prudential Code
for Finance in Local Authorities issued by The Chartered Institute of Public
Finance and Accountancy (CIPFA). This requirement is contained in SSI
2004/29, the Local Authority Capital Expenditure Limits (Scotland) Regulations
2004). The Prudential Code requires that the capital investment plans of the
local authority are affordable, prudent and sustainable.

The Code of Practice on Local Authority Accounting in the United Kingdom is
the main generally recognised code of practice. In addition, local authorities
should also observe the specifications of the Service Reporting Code of
Practice (SeRCOP) and the total cost principles therein to comply with the Local
Government in Scotland Act 2003, section 12(2)(c).


http://www.opsi.gov.uk/acts/acts1987/pdf/ukpga_19870026_en.pdf
http://www.opsi.gov.uk/acts/acts1987/pdf/ukpga_19870026_en.pdf
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The Scottish Social Housing Charter sets the standards and outcomes that all
social landlords should aim to achieve when performing their housing activities.
The Charter focuses landlord attention on financial transparency and
accountability as detailed in the following outcomes:

Outcome 13

Social landlords manage all aspects of their businesses so that tenants, owners
and other customers receive services that provide continually improving value
for the rent and other charges they pay.

Outcome 14
A balance is struck between the levels of service provided, the costs of the
services and how far current and prospective tenants and service users can
afford them.

Outcome 15

Tenants get clear information on how rents and other money is spent including
information on items of expenditure above thresholds agreed between
landlords and tenants.

The Housing Revenue Account

Income and expenditure in relation to a local authority's own direct provision of
housing must be recorded separately within a Housing Revenue Account
(HRA). The HRA is a ring-fenced account. In general terms, a HRA in Scotland
is a separate account within the General Fund of a local authority.

The HRA is expected to be self-financing, that is the budgeted income is
sufficient to cover budgeted expenditure. It cannot operate in deficit. It is
prudent practice for local authorities to hold HRA reserves (surpluses). These
are either as a specific reserve or an earmarked part of the General Fund
reserves. HRA reserves are the result of years where the HRA income exceeds
the HRA expenditure, i.e. a surplus rather than a deficit. These surpluses will
therefore be available to apply to the HRA in any year when a deficit arises
alleviating the need for contribution from the General Fund. The HRA cannot
be subsidised by the General Fund without the consent of Scottish Ministers.

The annual HRA budget can be set to spend more than the income received in
the year (e.g. to fund capital or loan repayments from HRA reserves) but this
“deficit” will be taken from the reserve to leave the overall HRA total positive
after doing so.

The HRA Business Plan is regularly reviewed and is updated annually to reflect
the available budget, tenants’ priorities, rent strategies and economic conditions
to ensure it continues to be affordable and sustainable. In addition it will
recommend the minimum surplus that must be retained to offset risks or
facilitate investment.
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Operation and management of reserves

When reviewing their medium-term financial plans and preparing annual

budgets, local authorities should consider the establishment and maintenance

of reserves. Primarily, reserves are held to establish:

e a working balance to help cushion the impact of uneven cash flows and
avoid unnecessary temporary borrowing;

e acontingency to cushion the impact of unexpected events or emergencies;

e a means of building up funds, often referred to as earmarked reserves, to
meet known or predicted liabilities or commitments.

The balance of HRA reserves normally comprise of the following elements:

e funds which are earmarked or set aside for specific purposes;

e funds which are not earmarked for specific purposes but are set aside to
deal with unexpected events or emergencies.

There is no guidance on the minimum level of reserves that should be held. In
determining the appropriate target, the Head of Housing and Property must take
account of the strategic, operational and financial risks facing the Housing
Service as identified in the HRA Business Plan annual review and the financial
environment at that time.

Types of reserves:

General reserve
Money held in the general reserve is, therefore, not being directly used to
deliver the Housing Business Plan but is set aside for contingencies.

Earmarked reserves

It is common for specific activities to impose a financial commitment on the
HRA. For this reason, the Council will occasionally earmark sums from within
the HRA balances. These are often repairs based, where work has been
ordered but not yet started, or in relation to specific potential liabilities. This
ensures that the HRA meets the obligations.

Expenditure relating to earmarked reserves must specifically relate to the
purpose of the reserve, and new earmarked reserves can be created, normally
occurring at the end of the year as part of the year-end review processes or
during the annual budget setting process.

Where an earmarked balance is underspent, it may be carried forward within
the earmarked reserve at the end of the year.
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Setting the HRA reserve and review

The approach to setting the HRA reserve level mirrors that for the General Fund
General Reserve, where a risk assessment has been used to test the
reasonableness of the reserves policy amount.

In line with the approach for the General Fund a percentage of budgeted
expenditure will be retained in reserves in response to the risk profile,
augmented by earmarked reserves for specified purposes where applicable.
Whilst this will be determined on an annual basis according this methodology,
an absolute minimum of £500k will be retained.

A quantitative review of relevant baselines will take place, considering actual
expenditure arising from risks over a rolling three year period and scenario
testing utilising both tangible projections and relevant policy context, e.g.
changes in government/regulatory approach, rent setting.

The HRA reserve level will be set each year as part of the annual HRA budget
process, with proposed levels determined by Council.

Use of reserves

Any movement within Revenue Reserves is accounted for in line with normal
budgetary processes and is therefore transparent. Entries within a reserve are
specifically restricted to ‘contributions to and from the revenue account’ with
expenditure charged to the service revenue account.

Monitoring and accountability

HRA reserves are monitored and reported as part of the quarterly financial
performance reporting and included in both the budget setting reporting and
annual accounts reported to Housing and Community Safety Committee.

The Council receives reports on the levels of reserves as part of the annual

budget setting process, the preparation of the annual accounts and at other
times should circumstances require it.

Policy review

The HRA reserves policy will be reviewed on a three yearly basis, or in line with
changes in statutory or regulatory guidance as required.



