
CABINET – 7TH JUNE 2012 
 

Report of the Chief Executive 
 

Lead Member: Councillor J Hunt 
 

Part A 
 

ITEM 9 HOUSING OPTIONS REVIEW 
 
Purpose of Report 
 
To advise Cabinet of the work of the Housing Options Appraisal Project Board 
and recommend an option for the future delivery of the management of the 
Council’s housing stock. 
 
Recommendations 
 
1. That the option to bring the management of the housing stock back within 

the Council’s direct control is approved.  
 
2. That delegated authority be given to the Council’s Representative, in 

consultation with the lead member, to develop a transition plan in respect 
of the changes required. 

 
3. That the changeover take place as soon as is practicable to reduce 

uncertainty, subject to recommendation 2 above, and that delegated 
authority be given to the Council’s Representative, in consultation with the 
lead member, to give notice to terminate the existing management 
agreement with Charnwood Neighbourhood Housing Ltd. on an 
appropriate date. 

 
4. That officers are authorised to work with Charnwood Neighbourhood 

Housing Ltd’s board members and staff to take all necessary steps to 
return services to the Council, and then take appropriate measures to deal 
with the ALMO Company. 

 
5. That officers are authorised to review contracts entered into by 

Charnwood Neighbourhood Housing Ltd. and that the Head of Strategic 
Support be given delegated authority to seek to terminate, novate or 
otherwise transfer to the Council those required for ongoing service 
delivery. 

 
6. That subject to recommendation 4 above, officers be authorised to consult 

with Charnwood Neighbourhood Housing Ltd’s staff and to take all other 
steps to comply with the Transfer of Undertakings [Protection of 
Employment] Regulations 2006. 

 
7. That the engagement of tenants in the management of the stock continues 

to be a priority for the Council, and that the Strategic Director of Housing, 
Planning and Regeneration and Regulatory Services be given delegated 
authority to establish and appoint a Housing Management Advisory Board 
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or similar within the Council’s governance system and constitutional 
requirements. 

 
8. That the Chief Financial Officer be given delegated authority to make 

necessary virements between Council budgets, and that the Chief 
Executive be given delegated authority to make any other changes to 
operational or management arrangements as necessary. 

 
9. That the organisational and management structures for the housing 

landlord service be brought back to a future Cabinet meeting for approval.  
 
Reasons 

 
1. The options appraisal process has identified this option as the most 

effective way to deliver the Council’s housing service, and reflects the 
views of tenants as expressed in the Test of Opinion survey. 

 
2. To ensure that there is no detriment to tenants in service delivery during 

the changeover process. 
 
3. To enable the management agreement to be terminated once the 

transition plan has been devised. 
 
4. To give officers the necessary delegations to work with CNH staff to 

ensure a smooth transition is in place. 
 
5. To comply with contract rules and ensure continuation of services for 

tenants.  
 

6. To enable the TUPE process to start in collaboration with CNH staff. 
 
7. To reflect the corporate plan commitments to put residents at the heart of 

services, and build on the existing tenants engagement networks that 
have been successfully developed by Charnwood Neighbourhood 
Housing. 

 
8. To enable the relevant officers to implement the changes required by  the 

transition process. 
 
9. The Council’s constitution requires restructures involving more than 5 

posts to be brought before members for approval.  
 
Policy Justification and Previous Decisions 
 
The Council currently has a Management Agreement in place with Charnwood 
Neighbourhood Housing Ltd. (CNH), an Arms Length Management 
Organisation (ALMO), which is wholly owned by the Council, and delivers 
landlord management services for the Council housing stock. The ALMO was 
established following a mandatory stock options appraisal which was 
undertaken in 2005 in accordance with Government requirements, and 
considered by Council on 31st May 2005 (minute reference 5).  As a 
consequence a bid was made to be included onto the ALMO programme to 
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access Decent Homes funding, and the Council was accepted into Round 6 of 
that programme.  
 
The agreement between the Council and CNH commenced in December 2007 
and is for a period of 10 years with a 5 year review, which is activated in June 
2012. An options appraisal has been undertaken to consider if continuing with 
the Arms Length arrangements is still the most effective way of managing the 
stock in light of the changes to housing finance that have taken place since the 
ALMO went live. 
 
One of the Council’s ambitions as outlined in the Corporate Plan is to improve 
the quality of peoples’ homes, and to improve the standards of the housing 
stock through the housing investment programme. The quality of life in the 
priority neighbourhoods and the effective delivery of services will also be 
assisted through the programme of investment into Council housing. In 
February 2012 Cabinet approved a Housing Business Plan which has been 
produced in response to the changing financial model for housing 
management, therefore the management arrangements have been reviewed in 
light of these changes.   
 
Implementation Timetable including Future Decisions and Scrutiny 
 
A Project Board was established in September 2011 to consider the model of 
management of the housing stock and to appraise which management model 
provides the Council with the most effective way to manage its stock.  The 
Board comprised of the Chief Executive, Lead and Support Members for 
Housing, and external independent consultants. The appraisal process did not 
consider within its remit the current provider, CNH, in relation to its performance 
or how it has delivered services to date. It also did not have within its scope the 
implementation of the outcome, therefore a number of  recommendations (2-6 
above) are being made regarding the implementation process should the 
recommendation to bring the service within the Council’s direct control be 
agreed.   
 
Should all recommendations be agreed, this will allow the transition planning 
and implementation to be progressed swiftly in a controlled and thorough 
manner. It is suggested that a likely timescale for the change would be between 
3 and 9 months. 
 
The Management Agreement termination clause requires the Council to give 6 
months notice to terminate the arrangements with CNH , and also allows the 
notice to be extended to an appropriate timescale should the necessary 
arrangements for the transfer of services not be completed within that notice 
period.  
 
Any changes in the organisation structure are likely to require Cabinet approval, 
and will also be subject to the usual consultation process. Once the transition 
plan has been agreed and the structure designed, this will be the subject of a 
future Cabinet report.  
 
The Council’s Constitution (Part 3, section 3.6) currently allows the Cabinet to 
establish advisory bodies which include in their membership councillors and/or 
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officers and/or representatives from partner organisations or the local 
community.  A Housing Management Advisory Board, or similar body, 
comprising councillors, officers and tenant representatives will be set up once 
the transition process is complete.  The Advisory Board would not have 
decision-making powers but would normally have significant influence in 
considering and advising on matters such as consultation activities relating to 
housing management services, tenant priorities and tenant bid funding streams, 
and would be used as a source of advice for decision-makers in cases such as 
the evaluation and selection of contract tender submissions/proposed service 
providers and setting service standards. 
 
If Cabinet is not minded to accept the recommendations, then the performance 
of the ALMO (CNH) will be subject to further review.  
 
Financial Implications 
 
The financial appraisal has been undertaken by CIH (Consult) Ltd, an 
independent organisation with expertise in housing finance and undertaking 
option reviews.  An independent report was commissioned from CIH and this 
estimated that the level of potential revenue savings to the Housing Revenue 
Account (HRA), from bringing the housing management service back in-house 
would be in the range of £474k - £638k. This range is dependant on the 
approach to the strategic management of the service which would be taken 
within the Council, the rationalisation of support services currently delivered 
through Service Level Agreements’ and how the service duplications would be 
reorganised.  
 
Offset against these efficiencies would be one-off costs associated with the 
transfer of the service back to the council. These are estimated to be £40k – 
£65k for legal fees, publicity, and the costs of integration of any additional work 
needed to assist with the change.  Redundancy costs are more difficult to 
forecast as it is dependant on the pay, length of service and age of employees 
subject to redundancy. The average is of the order of £60k for every £100k of 
pay costs. This gives a range of circa £253k to circa £328k. A more detailed 
evaluation would be necessary once the revised structures had been 
considered. These costs could be absorbed by the HRA balances in this and 
the next financial year, without having any direct impact on budgets for existing 
services. Item 09 on this agenda provides the provisional Outturn figures for 
2011/12, which show that the Housing Revenue Account has a balance of 
£1,758k which gives scope to undertake any necessary changes and maintain 
the level of balances at above the target level of £110 per dwelling which 
equates to approximately £643k.   

The current charging for services to the HRA, and consequential income to 
General Fund would need to change to reflect a new way of managing the 
housing service and revised organisational structure. This could potentially 
generate savings to General Fund through more efficient use of resources. This 
is dependant on absorbing the additional activity without increase in costs. The 
potential is between a £166k to £266k reduction in general fund costs 
depending on the approach taken to support service provision. 
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Risk Management 
 
The risks associated with the decision Cabinet is asked to make and proposed 
actions to mitigate those risks are set out in the table below. 
 
Risk Identified  Likelihood Impact  Risk Management Actions 

Planned  
Transition is not 
managed properly 
and there is a 
decline in the 
services to tenants 
and leaseholders 

Possible Major Ensure there is a robust and 
agreed transition plan in place 
and that front line service 
delivery continuity remains a key 
priority.  
Maintain effective 
communications with staff and 
tenants. 

Savings that have 
been anticipated do 
not materialise.  

Unlikely Major The financial appraisal has 
identified a range of potential 
savings and the assumptions 
made are conservative, to 
enable the scope for the savings 
to be more achievable. There 
will need to be effective 
management of the transition 
plan, and the revised structures 
must reflect the conclusions 
made in the appraisal report.  

Reputational 
damage as a result 
of major change, 
given that a number 
of tenants favour 
the ALMO 
management 
model.  

Possible Major Ensure effective communication 
with tenants and maintain 
service delivery standards 
throughout the process.  

 
Equality and Diversity Issues 
 
The overall HRA Business Plan considered equality and diversity issues as part 
of the plan. There are no specific proposals as part of this decision which 
impact on front line services directly at this stage. There will be some staffing 
implications once the revised structures have been designed, and an Equality 
Impact Assessment will be undertaken as part of that process.  
 
Key Decision:   Yes 
 
Background Papers:  HRA Business Plan 2012 – 42 
 
Officers to contact:   Eileen Mallon (01509)634662 

eileen.mallon@charnwood.gov.uk 
 
Geoff Parker (01509 634600 
Geoff.parker@charnwood.gov.uk   
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Part B 

 
Background  
 
1. Previous Government policy required all Local Authorities to undertake a 

stock options appraisal and this was completed by Charnwood Borough 
Council by July 2005.  

 
2. The Council agreed, at its meeting on 31st May 2005, that an Arms 

Length Management Organisation (ALMO) would be its preferred option to 
deliver the Decent Homes Standard as required.  (Minute reference 5) 

 
3. The three options at that time were: 
 

• Retention of the stock and associated landlord functions – this required 
the Council to be able to fund all of the works necessary from its own 
resources to meet the standard 

• Transfer of the stock to a new or established Registered Social 
Landlord - this required a positive ballot from tenants 

• Set up an Arms Length Management Organisation – this option was 
only available to those Councils who could not fund decent homes 
work themselves. 

 
4. The Council submitted a bid to the Department of Communities and Local 

Government (DCLG) in July 2006 to obtain a place on Round 6 of the 
ALMO Bidding Programme. This was successful and an indicative 
allocation of £36 million was made. All ALMO funding allocations were 
subject to a 2 star inspection rating of landlord services.  At the time of the 
bid, the Council housing service had been inspected and received a zero 
star rating, with promising prospects for improvement. 

 
5. The ALMO, Charnwood Neighbourhood Housing, (CNH), went live in 

December 2007.  
 
ALMO Management  Agreement 
 
6. In order to set up an ALMO, the Council was required to receive consent 

from the Secretary of State to appoint an organisation to exercise its 
Housing Management functions, in accordance with Section 27 of the 
Housing Act 1985. 

 
7. The ALMO is a company that is wholly owned by the Council. At its 

meeting on 27th September 2007 Cabinet resolved that the Council’s 
Chief Executive act as the Council Member representative, (minute 
reference 84) and he is also the sole shareholder of the company.  

 
8. The ALMO is governed by a board which comprises 4 independent, 4 

tenant/leaseholder and 4 council representatives. The board is led by a 
Chair and the company is managed by an Executive team. 
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9. The details of the arrangements between the Council and the ALMO for 
the delivery of the Housing Management service are set out in a 
Management Agreement that was established at the inception of the 
ALMO. 

 
10. The ALMO is paid an annual management fee from the Housing Revenue 

Account (HRA) to provide its services.  The HRA is retained and managed 
by the Council.  

 
11. The Capital Programme budget for housing is retained by the Council, and 

programme delivery managed by the ALMO in partnership with the 
Council’s contractors. A separate fee is charged for this function.    

 
13. The duration of the Agreement is as follows: 
 

62.1 This agreement shall expire on the day prior to the tenth 
anniversary of the Commencement Date subject to earlier 
termination as provided herein; 

 
62.2 The Council may terminate this Agreement at any time by giving 

notice in writing of such termination to the organisation, such 
termination to take effect on the date (‘the notified termination date) 
six calendar months from the date of the written notice. 

 (clause amended May 2012). 
 
Reasons for Review 
 
14. The Management Agreement is for 10 years with the opportunity to break 

at 5 years. This is a standard agreement, and gives both parties the 
opportunity to review the arrangements at year 5, which is best practice.  

 
15. The ALMO was set up in order to access Decent Homes funding, as well 

as improve services to tenants. Neither of the other options that were 
available at that time would have enabled the Council to access additional 
funding for investment.  

 
16. Following the ALMO inspection in February 2010, the ALMO was judged 

to be 1 star with uncertain prospects for improvement.    
 
17. Other Councils in a similar position are also reviewing their ALMO 

arrangements in line with their Management Agreement and as a result of 
national policy changes. There are currently 60 ALMO’s and the National 
Federation of ALMO’s expects around 30 Local Authorities to make 
decisions on the future of their management organisations over the next 
few years.  

 
18. Following the comprehensive spending review in 2011, the method of 

funding for decent homes was changed, and the direct link between 
landlord services and standards, and access to decent homes funding 
was severed. Therefore the requirements for a minimum 2 star service to 
access funding for investment fell away. All previous allocations of decent 
homes funding were no longer applicable as a consequence of the review.  
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19. Under the revised funding regime, the Council bid for ‘Decent Homes 

Backlog’ funding in December 2010, and was awarded a sum of £11 
million over 4 years. This funding is not dependent on any particular 
landlord model or a star rating for services.  

 
20. The funding regime for housing management has been totally reviewed 

and the new Self Financing of the Housing Revenue Account was 
implemented with effect from April 2012.  As a consequence there are 
now a number of other potential models for service delivery which were 
not available at the time the ALMO was established.  

 
Process for Review 
 
21. Clearly, as the ALMO model is one of 100% ownership by the Council, the 

onus falls on the Council to lead the review process. However, in order to 
ensure transparency, objectivity and impartiality in the review process 
independent advisers were appointed. The ALMO had itself requested that 
independent advisers were used at the start of the review, and they have 
been members of the project board since their appointment.  

 
22. Due to its significance the review was identified as a corporate project and 

has been overseen by a Project Board. This board comprised the Chief 
Executive, who is Project Executive, the Lead and Support Members for 
Housing, the external independent consultancy CIH consult Ltd, and an 
external Independent Tenants Adviser, Open Communities.  

 
23. There is no prescribed process for the review of housing options as there 

was under the previous stock options appraisal, or the decision making in 
relation to the ALMO. Guidance on reviews was issued by the Department 
of Communities and Local Government in December 2011, and the 
Project Board has had regard to that guidance during the process.  

 
24. The Board has met 10 times and considered a range of information 

including: 
  

Appraisal of all the options available  
Financial Details of shortlisted options 
Tenants views through the worskstream of the ITA 
An ‘offer’ from CNH.  

 
Appraisal of the options 
 
25. The project board has considered all of the options which may be 

available to manage the services in the future. These have then been 
evaluated against specific criteria. Details of what each option entails are 
outlined below.  

 
26. An ALMO model in its current form 
 
 This would be retaining the ALMO, with the existing suite of services, and 

the management agreement rolling forward for the next five years. The 
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existing arrangements in relation to the delivery plan, and the financial 
position of both the HRA and ALMO would be maintained as included in 
the HRA business plan proposals. This is the option of least change. 

 
27. ALMO model, alternative /shared provider 
 

Sharing Services and/or a merger/ delivery by an alternative ALMO would 
envisage having a shared senior management team with another ALMO 
and a number of back office functions being merged or shared whilst 
retaining the two companies and Boards and the local frontline presence. 
A new Management Agreement would be put in place and a separate 
agreement drawn up with the other local authority. 

 
28. Considering an alternative ALMO undertaking the whole of the function 

would involve an alternative provider being sought, and the current ALMO 
being discontinued. This would require a termination under the existing 
management agreement. 

 
29.  Residents need to be consulted under this option, but this may not need 

to be a Test of Opinion if there is only a minimal impact on frontline 
services. If this developed into a full merger/alternative provider,  there 
would probably be a need for Secretary of State consent for delegation of 
services and a Transfer of Undertakings (Protection of Employment) 
Regulations (TUPE) transfer of staff. Procurement regulations would also 
need to be complied with and these may be onerous. 

 
30. ALMO model – extended service provision 
 
 Transferring a range of other services into the current ALMO, this 

envisages moving functions currently delivered by the Council into the 
ALMO management agreement, delegating further responsibilities to the 
ALMO and transferring more staff. There would be a new Management 
Agreement and significantly more Board responsibilities.  

 
31. ALMO model – reduced service provision 
 

A streamlined ALMO with the Council carrying out back office functions – 
this envisages streamlining management levels and governance and client 
arrangements together with back office functions such as Finance, HR 
and IT being undertaken by the Council. The existing management 
agreement allows the Council to bring identified services in house, subject 
to the required notice periods. 

 
32. Re-integrating all Housing landlord functions within the Council 
 

This envisages the Management Agreement being ended and Notice 
given to the ALMO, the company being closed and staff being transferred 
back to the Council. A revised staffing structure reintegrating housing 
management staff would be implemented. Residents need to be consulted 
via a “Test of Opinion” under this option, similar to the test carried out 
before the Council decided on an ALMO being created. 
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33. Stock Transfer to a  new or existing Registered provider Landlord 
 

This involves an extensive financial appraisal of the financial position in 
relation to the stock, and consideration of the government regulations 
around the transfer of stock. This would require a full ballot for tenants, 
and is likely to take a considerable period of time to work through from the 
decision to transfer to the transfer taking place. The most important 
consideration in relation to stock transfer, after the financial appraisal, 
would be the likely outcome of the tenants’ ballot, and the maintenance of 
services in the interim period.  

 
34. Stock Transfer – Council Owned Community Owned (COCO) model 

 

This model is about levering in private finance whilst preserving some of 
the key aspects of the ALMO model, including the commitment to tenant 
empowerment through governance and Board membership, forms of 
ownership by tenants and residents and a continuing strategic relationship 
to the Local Authority. A CoCo takes ownership of the stock whilst 
delivering on a covenant to cover HRA self-financing debt. The CoCo is 
effectively a stock transfer at nil cost with debt retained by the Council. 

35. Private Sector Provider  

The delivery of wholesale landlord services by a private sector provider is 
not an established model in the sector. Elements of delivery such as 
repairs, debt collection, alarm systems and services do have a track 
record of private sector provision. There are some recent examples of 
wholesale landlord service provision through the private sector, but these 
are relatively new, and this would be a big shift in approach for tenants. 
This would require a test of opinion, and given the value of any contract 
would require a full OJEU procurement process.  

 
36. Community Ownership Models  
 
 This model relies on a strong tenant’s movement and a desire from 

tenants across the borough to become more directly involved in running 
the services. There are some examples across the country of tenant 
management organisations (TMO’s ), the most established being in a 
London borough. The differences across Charnwood in both the nature of 
the stock and the engagement of tenants would make this model difficult 
to deliver consistently. If there was some evidence that this may be 
something tenants aspire to, then it may be that this is the second stage of 
a two stage process in relation towards moving to a particular outcome 
over a period of time.  

 
37. These options were evaluated against a set of criteria that was weighted 

and scored by the Council’s independent advisors, the Chartered Institute 
of Housing (CIH). The weightings were agreed by the Board, with the 
highest weighting given to investment in the housing stock. This was as a 
direct result of the advice from the ITA, who has been working with 
tenants about their priorities and what matters most to them in relation to 
their housing service.  
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38. The project board then considered the recommendations and made some 

challenges/checking of the scores. The criteria are as follows: 

 

Criterion Detail Weighting 
Revenue Cost How much will the option cost to run? 3 
Capital investment What level of capital investment will 

each option deliver in the first 5-10 
years of the plan? 

4 

Service standards What level of services can the option 
deliver? 

2 

Risk – change What is the level of risk presented by 
the scale of change?  

1 

Risk – failure What is the risk that the option will not 
work i.e. it will fail? 

1 

Risk – control What is the control risk inherent in the 
option? 

1 

Tenant engagement and 
participation 

What level of tenant engagement can 
the option deliver? 

2 

Delivering strategic 
objectives of the Council 

How well does the option help to 
deliver the strategic options of the 
council? 

1 

 
39. The full appraisal and scores of all the options is attached at Appendix A. 

 
The highest three options were shortlisted for further consideration and 
detailed analysis, which were:  

 
ALMO ‘as is’ model 
ALMO with reduced services  
Council In-house function.  

 
Detailed Appraisal of Shortlisted Options.  
 
40. The shortlisted options have been subject to a detailed financial appraisal 

by CIH. The full report of CIH is attached at Appendix B. Although the 
short listing process identified that three potential options should be 
considered, the basis of the information in relation to the ALMO model 
was the same. The configuration of the ALMO itself could be considered 
should the ALMO model be the preferred option. Therefore in essence it 
was only necessary to undertake detailed financial appraisals for the 
ALMO model and the ‘in house’ model. 

 
41. Throughout the analysis, CIH have sought to separate the financial issues 

associated with whether there is an ALMO or not from those associated 
with improving efficiency from delivering services in a different way. 
Service based efficiencies can be delivered in either context, therefore are 
not a consideration within the appraisal report.  

42. The analysis has been undertaken through a desk top review of the costs 
and implications of both options using salary, direct, and support costs 
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within the ALMO and the Housing Revenue Account as the basis. The 
findings of the report by CIH has been subject to independent challenge 
from the Independent Tenant Advisers (ITA) own financial consultant.   

Maintaining Charnwood Neighbourhood Housing 

43. Work has been undertaken on the long term business plan for the HRA 
under self-financing. From this it is clear that efficiencies in service 
operations will be required to assist in delivering the required level of 
capital investment in the short to medium term.  

44. The calculations undertaken by CIH in the appraisal relate to the extra 
cost to the Council of having an ALMO model. They are not related to the 
costs of the ALMO services themselves, rather they relate to items like 
overheads and governance cost of running the ALMO company.  

45. The Council is able through utilising levers within the Management 
Agreement arrangements, as stock owner and as the 100% shareholder 
of the ALMO, to enforce the delivery of service efficiencies and there could 
be scope to review back office functions to secure some of the savings 
and eliminate the duplications identified.  

46. There may be advantages to the council requiring the ALMO to make 
efficiencies in this way as the responsibility and accountability for 
delivering efficiencies would be delegated to the ALMO board and 
therefore not involve the council directly in potentially complex and time 
consuming service efficiency negotiations. 

Revenue Efficiencies from bringing the Service back in-house 
 
47. The estimate of the level of potential revenue savings to the HRA from 

bringing the housing management service back in-house would be in the 
range of £474k - £638k. This range is dependent on the approach to the 
strategic management of the service which would be taken within the 
Council, the rationalisation of support services currently delivered through 
SLA’s and how the service duplications would be reorganised. 

 

48. It is difficult to be precise about what the exact post changes would be, 
and the models used within the analysis are to demonstrate how the 
management structure may be reconfigured, although there is not a 
definitive structure at this time. It is likely that the current five senior 
managers in CNH would reduce by at least two, with scope for the 
strategic duties for services and finance being undertaken by existing 
officers within the Council at a reduced cost to the HRA.  If the grades of 
the remaining posts are brought into line with similar posts in the Council 
then larger reductions might be made. Savings are in the range £187k to 
£287k.  

49. Efficiencies through the reintegration of support services through the 
elimination of some management costs could potentially deliver cost 
reductions of between £82k and £121k. The removal of duplicated work 
through the reintegration of services could potentially deliver £113k to 

12



£138k cost reductions. The achievement of some of these reductions is 
dependent on further work regarding potential structures. 

50. There is the potential for further cost reductions from the client function, 
£40k, and governance and compliance of £52k. 

One Off Costs  
 

51. Offset against these efficiencies would be one-off costs associated with 
the transfer of the service back to the council. These are estimated to be 
£40k – £65k for legal fees, publicity, the costs of integration of IT and any 
additional work needed to assist with the change.  Redundancy costs are 
more difficult to forecast as it is dependent on the pay, length of service 
and age of employees subject to redundancy. The average is of the order 
of £60k for every £100k of pay costs. This gives a range of circa £253k to 
circa £328k. A more detailed evaluation would be necessary should the 
Council decide to bring the service back in house.  

52. Potential Reductions in costs for an In-House Service (per annum 
savings) 

Area Detail Potential Amount 
Service Level 
Agreements 

Saving on management costs 
from the re-integration of 
services 

£82k - £121k

Duplication of Service  Finance, performance, 
marketing, HR 

£113k - £138k

Councils Client Function Monitoring the ALMO’s 
performance 

£40k

Senior Management Reduction and re-designation 
of the senior posts and their 
support staff. 

£187k - £287k

ALMO Governance Change in governance 
structures 

£30k

ALMO Compliance No need for external audit £22k
Total  £474k - £638k

 

Impact on General Fund 

53. The current charging for services to the HRA, and consequential income 
to General Fund would need to change to reflect a new way of managing 
the housing service and revised organisational structure. This could 
potentially generate savings to General Fund through more efficient use of 
resources. This is dependent on absorbing the additional activity without 
increase in costs. The potential is between £166k to £266k reduction in 
general fund costs depending on the approach taken to support service 
provision. 
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Other Considerations 
 

54. Currently there are variations in the terms and conditions of staff working 
in CNH to staff working for the Council. There would potentially be a cost 
to harmonisation.  

CNH Offer 

55. The purpose of the appraisal process has been to consider the different 
models for delivering the service. However, CNH submitted an ‘offer’ to 
the Project Board on 22nd March 2012 which contained proposals about 
how they would deliver services in an ALMO model in future, should that 
model continue. 

56. The Project Board asked for this offer to be appraised by CIH to assess 
whether or not it contained any elements that would impact on the 
difference between the various other options considered by the Project 
Board.   

57. The offer document put forward the case for retaining and developing the 
ALMO option for a period of 5 years. Within the document there are a 
number of assertions made about why this option would be the best 
solution for Charnwood. In reviewing this document, CIH have looked at 
those claims in relation to the work already undertaken on the options 
appraisal, with the aim of establishing whether the information within the 
offer changed the basis on which the original work was completed. 

 
58. Nothing contained within the offer document altered the evidence base or 

information provided for the high level appraisal, the financial appraisal or 
the information provided to tenants. 

 
59. CIH have concluded that the proposals within the offer would not be 

dependent upon the model of management that is chosen, and that either 
an in-house model or an ALMO model could introduce some of the 
suggested service improvements. Although the offer contained some 
indicative savings figures, again it has been concluded that service 
delivery efficiencies and savings can be made regardless of the model; 
therefore these savings figures do not impact on the overall financial 
appraisal.  

 
Tenant Engagement Process 

 
60. The Project Board was keen to ensure that tenants were represented in 

the appraisal process from an early stage, and an Independent Tenants 
Adviser (ITA) was appointed in December to progress the tenants 
consultation workstream within the project.  

 
61. In accordance with the Council’s Contract Procedure rules, a procurement 

exercise was completed and an ITA was appointed on 21st December 
2011.  

 
62. A comprehensive tender document was issued to all interested parties, 

which detailed the Council’s requirements in relation to the project. The 
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document itself ran to around 40 pages and the extract below illustrates 
the emphasis that was given to factors such as quality and experience in 
the selection process. In addition, it was clear from the discussions that 
were held with tenants at their meeting on 28th October 2011, when the 
Strategic Director presented an overview of the project, that one of their 
most important concerns was around the independence and objectivity of 
the ITA. Therefore the brief required specific details around how the ITA 
would assure tenants in this regard.   

 
63. The section below gives some of the key extracts from the ITA tender 

documents. 
 

Extracts from procurement exercise: 
Improving housing and services to tenants is a key priority for the Council, 
we are currently evaluating the best way to deliver services and maintain 
our housing stock in the future. A Housing Options Appraisal (OA) will 
determine the best option for the delivery of services for the stock owned 
by the Council. In addition the Council will be reviewing the effectiveness 
of the current model of service delivery, provided by our ALMO 
Charnwood Neighbourhood Housing. 

The Council is committed to meaningfully involving residents in the 
process of arriving at a housing management model that best meets the 
needs of all key stakeholders. It recognises the importance of making sure 
that residents are able to feed in their views and priorities to the appraisal, 
so that these can inform any decisions that are taken.  Part of the process 
must therefore include a full Test of Opinion of all tenants and 
leaseholders along with supporting qualitative research. The specification 
for the work is attached. 

It is anticipated that the work will be for a maximum period of 4 months, 
commencing in December 2011. 

 
64. Score weighting table used for the evaluation of quotations is below. 
 

Quality:   
If appropriate, criteria B) e.g. Experience 15% 
If appropriate, criteria C)  e.g. References 10% 
If appropriate, criteria D) e.g. Method Statement  10% 
If appropriate, criteria E) e.g. Project plan 10% 
If appropriate, criteria F) e.g. Environmental questions 5% 
Price and costs: 50% 
Total 100% 

 
In Criteria D we asked the following question to specifically address the 
tenants’ concerns around independence. . 
 
D-1 Method Statements 
 
Please give a summary of how you will ensure tenants can be confident 
the work of the ITA will ably and fairly represent their views, and will be 
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undertaken in an objective way without fear or favour, and will not be 
unduly influenced by either officers or Members or Board members of 
either the Council or Charnwood Neighbourhood Housing 

 
65. The Council received 9 submissions from interested parties, and an 

evaluation exercise was undertaken by the Strategic Director of Housing 
Planning and Regeneration and Regulatory Services, (Eileen Mallon), 
CBC Procurement Manager, (David Howkins), Housing Options Project 
Officer, (Helen Gretton), the Chair of the Tenant Representative Group, 
(Richard Guy), and the  Customer Engagement Manager of CNH, (Sally 
Harbey).  

 
66. The successful tender was received from Open Communities, and at the 

first meeting with them, members of the Tenants Representatives Group 
(TRG), the umbrella group for all tenant engagement activity, were invited 
to attend.  The TRG formed the basis of the Tenant Project group which 
has worked alongside Open Communities throughout the process. In 
addition Open Communities have used a variety of methods to engage 
with all tenants regarding the options appraisal process. The report of the 
ITA which details the extent of their activity, the materials that were issued 
and the test of opinion process is included at Appendix C. 

 
67. The ITA has also been a member of the Project Board, and has directly 

represented the views of the tenant body at the Board. 
 

Tenants Test of Opinion 
 

68. The guidance on reviews advises that in order to revise existing 
arrangements the views of tenants should be sought on the options in at 
least the same way as they had during the previous stock options 
appraisal process in 2005.  

 
69. In 2005 a test of opinion on the three options which existed at that time 

was held and the results were as follows: 
 

Test of Opinion 2005  
Retention (in house service) 
    

831  (40.9%) 

Arms Length Management 
Organisation (ALMO) 

797  (39.3%) 

Large Scale Voluntary Transfer (LSVT) 227  (11.18%) 
Don't Know 175  (8.62%) 
Total 2030 
  
Response Rate 33.06%  

 
70. As part of the work of the ITA, a test of opinion of tenants and 

leaseholders was   held in April. The test of opinion specified only two 
options, an ALMO model or an in-house service, as the ITA advice was 
that the composition of the ALMO, and the range of functions could be 
evaluated should the ALMO model be the one supported and 
subsequently selected to deliver the service. The response rate for the 
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test of opinion was around 29%, slightly lower than the previous test 
carried out when the ALMO decision was made and the results were as 
follows: 

 
Test of Opinion 2012 
Tenants:  
Papers sent:  6835 
Returned undelivered:  11 

 

 Option 1 ALMO   473 (24%) 
 Option 2 Council In House  1470 (75%) 
Spoilt Papers:  
 

10 (1%) 

Total 1953 (29%)  
 
 

Leaseholders 
Papers sent:  315 
Returned Undelivered:  4 
 Option 1 ALMO 20 (37%) 

 
 Option 2 Council In House  34 (63%) 

 
Spoilt Papers:  0 
Total  54 (17%)  
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Conclusions and Recommendations of the Project Board. 
 
71. The scope of the Project Board has been to consider the model of 

management for the Council’s housing stock, and to evaluate in light of 
changing financial frameworks and the changes in the decent homes 
funding mechanism, whether the ALMO model is still the most appropriate 
way to deliver services.  

 
72. The Board considered from the outset that it should evaluate all available 

options, as the range of ways services may be delivered has increased 
greatly since the original appraisal process was undertaken in 2005. The 
Board was especially keen to ensure that any opportunities to reflect the 
priorities of tenants in relation to service delivery should be adequately 
reflected in the appraisal process.  Consequently, the evaluation of the 
nine possible options considered at the start of the process, was weighted 
to reflect the investment priority that tenants have identified (in the original 
2005 decision and subsequently throughout this process) as their number 
one priority in relation to the management of their homes. Maximising the 
investment in the stock to bring properties up to the decent homes 
standard and to make them as energy efficient as possible has therefore 
been a major influence in the process.    

 
73. The Board also considered that the involvement of tenants in the future 

decisions about their homes was also a priority.  Therefore the work of the 
ITA in relation to ensuring that all tenants had the opportunity to become 
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engaged in the process and express their views via a number of means, 
and ultimately through the Test of Opinion, was also important. 

 
74. Given the financial appraisal undertaken by CIH, and the Test of Opinion 

result, the Board considers that the management of the housing stock 
should be brought within the direct control of the Council. In reaching this 
conclusion, the Board agreed that a number of important principles should 
be adopted as any changes take place and these are as follows:- 

 
1. That the savings from the revised management model should be 

redirected into the capital programme for improvements, to reflect the 
tenants’ priorities for stock investment.  

 
2. That the new management arrangements should allow for a structure 

that promotes tenant engagement and builds upon the good work that 
CNH has done with tenants, and maintains the relationships with the 
existing tenant engagement structures that are in place.  

 
3. That service standards should be maintained throughout the process 

of change.  
 

4. That the focus for all services should continue to be the needs of 
tenants. 

 
75. The Board is confident that the recommendations made to Cabinet within 

this report reflect these important principles.    
 
 
 
List of Appendices 

 
• Initial Appraisal and Methodology 
• Report of CIH on the shortlisted options including financial appraisal 
• Report of the ITA 
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1 Executive summary 

A wide ranging review of the possible ownership and management options for 
Charnwood Borough Council’s housing stock is underway. This report is the first 
stage of the process and looks at the full range of alternative options in order to 
narrow these down to the preferred few. These will then be subject to further 
analysis and consultation. 

The starting point for the work is a list of nine different ownership and 
management models. These nine variations include variations on the core 
delivery model, e.g. an ALMO with more or less services; a traditional stock 
transfer or a Community owned Council owned (CoCo) variation. The options are 
shown below.  

Option 1: The ALMO continues in its current configuration. 
Option 2: The ALMO develops – delivering more services, expanded 
contributions to a wider agenda, longer management agreement etc. 
Option 3: The ALMO working in partnership with other housing providers 
Option 4: The ALMO remains but with some services brought back to the  
council 
Option 5: The housing service brought back in-house and delivered by the 
Council 
Option 6: Community ownership models 
Option 7a: ‘Traditional’ Stock transfer  
Option 7b: Transfer to a Community and Council Owned (CoCo) organisation 
Option 8: Private sector outsourcing of the housing management function 

These models have been evaluated against a set of criteria established and 
agreed by the project board. Each criterion was given a high, medium or low 
score and also given a weighting of 1-4 to reflect the priorities agreed by the 
Board. In addition, there was the option to give a zero score against any criterion 
which translates to an unacceptable level of risk, performance or strategic fit and 
would discount the model from further analysis.  The analysis is based on the 
applicability of each model to Charnwood’s circumstances at this point in time. 

The criteria used are revenue costs, capital investment capacity; service 
standards; risk of change, failure and control; tenant engagement and the ability 
to deliver the council’s strategic objectives. 

Following the application of the criteria, three options will be taken forward for 
further analysis.  

Option 1 – The ALMO continues in its current format; 

Option 3 – The ALMO continues but with some back office functions reintegrated 
into the Council; and  

Option 4 – The ALMO is dissolved and the services delivered by the Council. 

2 Charnwood Borough Council 
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2 Background and methodology 

CIH consultancy has been commissioned by Charnwood Borough Council to 
undertake a review of the different management and ownership options for the 
Council’s housing stock.  

Charnwood currently has an ALMO (Arm’s Length Management Organisation) 
model of management for its housing stock. The ALMO, Charnwood 
Neighbourhood Housing (CNH), was set up as a consequence of a stock options 
appraisal undertaken in 2005. At this time, all councils with stock were required to 
assess the best option for achieving the decent homes standard for their stock. In 
Charnwood’s case, it was decided that an ALMO was the best available option 
because the council had insufficient resources to meet the decent homes 
standard and setting up an ALMO would give access to the additional resources 
required. It was also felt that services would improve because of the requirement 
to achieve a 2 star assessment from the Audit Commission in order to unlock the 
additional resources. 

Charnwood Neighbourhood Housing (CNH) was established in December 2007. 
It is a company wholly owned by the Council with a Management Agreement 
governing contractually the arrangements between the Council and the ALMO. 
This Agreement lasts for ten years but allows for a break at 5 years following a 
review.  

Triggers for review 

There have been a number of changes in Housing Policy that trigger the need to 
review the arrangements for managing and owning the Council’s housing stock. 
Many stock owning local authorities, particularly those with ALMOs are in the 
process of, or already have, completed an updated options appraisal. This is due 
to the following key changes. 

• Access to additional Decent Homes funding is no longer dependent on the 
establishment of an ALMO – all local authority ownership models are now 
allowed to bid for funding. 

• Access to Decent Homes funding is no longer dependent on a two star 
inspection rating being achieved. 

• The Tenant Services Authority is to be abolished together with the 
inspection/target regime as part of the freeing of local authorities from 
regulation. 

• From April 2012, there will be a new financial regime that will allow Council 
housing to be ‘self-financed’. This will give the Council control over its 
rental income without the Government redistributing resources the housing 
revenue account subsidy system 
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• The significant reductions in public sector funding of both revenue and 
capital expenditure will affect the funding position in the HRA that in turn 
will affect service delivery and the capital finance for home improvements. 

In addition, in June 2011, the National Federation of ALMOs published a report 
‘Building on the potential of ALMOs to invest in local communities’. This report 
included further options for ALMOs to consider including a new Community and 
Council owned organisation (CoCo) model.  

It is within the context of these proposed changes to the operating framework that 
CIH consultancy has reviewed the options for future ownership and management.   

The options and their appraisal 

The following options have been considered in this report: 

• Option 1: The ALMO continues in its current configuration. 

• Option 2: The ALMO develops – delivering more services, expanded 
contributions to a wider agenda, longer management agreement etc. 

• Option 3: The ALMO working in partnership with other housing providers 

• Option 4: The ALMO remains but with some services brought back to the 
council 

• Option 5: The housing service brought back in-house and delivered by the 
Council 

• Option 6: Community ownership models 

• Option 7a: ‘Traditional’ Stock transfer  
Option 7b: Transfer to a Community and Council Owned (CoCo) 
organisation 

• Option 8: Private sector outsourcing of the housing management function  

This initial report sets out a commentary on the different options and goes on to 
provide a high level appraisal of the options as they apply to Charnwood. The 
options have been assessed against a set of criteria in order to narrow down the 
options to the preferred few. These will then be subject to further detailed work 
including extensive tenant consultation.  

The criteria have been established by the project board. The Board includes an 
independent tenant advisor to represent the views of the tenants. The appraisal is 
based on giving a high (3), medium (2) or low (1) rating to how well each option 
performs against each criterion. In addition, a not acceptable (0) rating could be 
issued if it is felt an option does not meet the minimum standard to proceed. This 
will result in the option being discounted. 

The project board has also agreed a set of weightings for each criterion as set out 
in the table below. 

4 Charnwood Borough Council 
High level option appraisal 

 
 

22



14th FEBRUARY 2012 

Criterion Detail Weighting 
Revenue Cost How much will the option cost to run? 3 
Capital investment What level of capital investment will 

each option deliver in the first 5-10 
years of the plan? 

4 

Service standards What level of services can the option 
deliver? 

2 

Risk – change What is the level of risk presented by 
the scale of change?  

1 

Risk – failure What is the risk that the option will not 
work i.e. it will fail? 

1 

Risk – control What is the control risk inherent in the 
option? 

1 

Tenant engagement and 
participation 

What level of tenant engagement can 
the option deliver? 

2 

Delivering strategic 
objectives of the Council 

How well does the option help to 
deliver the strategic options of the 
council? 

1 

 

Throughout the analysis, we have sought to separate the financial issues 
associated with the delivery model from those associated with improving 
efficiency from delivering services in a different way. Service based efficiencies 
can be delivered in each of the options. 

2.1 Business plan context 

CIH consultancy has been working with the Council on their preparations for the 
introduction of self-financing from April 2012. The detailed modelling produced is 
based on the current service delivery model continuing and providing the same 
level of service. 

The following two graphs give the outputs from that work and show the capital 
investment needs and debt profile associated with the status quo. The underlying 
assumptions in the model are set out in a separate business plan document. 
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As can be seen from the first graph, there is a funding shortfall in capital 
expenditure of around £10million. This requires some capital expenditure to be 
deferred to later years when funding becomes available unless other resources 
can be found. The plan is then fully funded from year 10 onwards. The second 
graph shows that it is the debt cap constraining the amount of borrowing in the 
early years with capacity in later years. Therefore, generating additional income 
in the early years appears a key driver. 
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3 Option 1: The ALMO continues in its current configuration 

3.1 The national picture 

A number of authorities have extended their ALMO Management Agreements, 
typically for a period of up to 5 years, pending a more detailed appraisal of future 
options. In five cases, the extension of the agreement has been for 10 years. 
These are Derby (13,487 units), Cheltenham (4,593 units), Solihull (10,262 units), 
Carrick (10,513 units) and Nottingham (28,048 units) (a 10 year ‘partnership 
arrangement’). A revised agreement is also being developed at Brent (9,010 
units). 

Uniquely, the East Kent joint ALMO has an Agreement set out over 30 years but 
with break clauses at several key points (see later). 

Typically, the development of the new Agreement has been accompanied by an 
extension of services provided by the ALMO but also a commitment by the ALMO 
to ensure contractual commitment to a greater contribution to achieving the 
Council’s overall objectives. At Cheltenham, the Council has delegated additional 
functions around regeneration and community participation and at Derby this is 
accompanied by a commitment to providing greater value in service delivery. At 
Solihull, the commitment beyond landlord services is more explicit and towards 
the provision of General Fund services, including a Home Improvement Agency 
and homelessness services where overhead costs can be absorbed within the 
existing ALMO structure to deliver greater value for money for the Council.  

3.2 Advantages and disadvantages for Charnwood 

Continuing with the ALMO in its current format is the option of least change and 
hence minimum disruption. Therefore, the risk of change is low, the risk of failure 
is low and the risk of control inherent in the model is medium. 

In terms of investment capacity, the ALMO model no longer offers a route to 
additional capital funding. The available capital funding for all the stock retention 
options will need to be generated from the revenues in the business plan and 
specific grants such as decent homes backlog funding. Therefore, any revenue 
efficiencies generated can be re-invested into the capital needs of the stock. 

The ALMO model allows efficiencies to be delivered through the management 
agreement arrangements. The council has a number of levers via the agreement 
and Delivery Plan in order to target service improvements and value for money 
within the ALMO 

• The council can control the management fee through the negotiation 
process 

• The ALMO delivery and hence resources plan is required to be approved 
by the council annually 

• There is scope within the management agreement to require the ALMO 
to make contributions to wider corporate and strategic services 
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• There is scope to require the agreement to be subject to the satisfactory 
delivery of any aspect of the service 

• There is scope to vary the management agreement to gain greater 
efficiencies between the two organisations.  

Therefore, the Council is, in theory, able to enforce the delivery of service 
efficiencies in a number of ways. There are precedents being established in other 
authorities where councils are extending management agreements subject to the 
ALMO delivering on specific priorities. 
 
There may be advantages to the council requiring the ALMO to make efficiencies 
in this way as the responsibility and accountability for delivering efficiencies would 
be delegated to the ALMO board and therefore not involve the council directly in 
potentially complex and time consuming service efficiency negotiations. 

However, there is additional cost to the Council and the HRA associated with 
running a separate organisation. The additional costs arise in three areas. 
  
Service Level Agreements (SLAs) - where the council provides services to the 
ALMO under SLAs. In our experience we have found that some SLAs have been 
cancelled by ALMOs with the residual costs falling back onto the HRA or General 
Fund. An example of this could be Internal Audit, where the ALMO has chosen to 
use an external firm rather than the Council’s service, the General Fund then 
being faced with costs no longer chargeable to the ALMO. If a service were 
brought back in-house the contract, in this example, would be terminated as the 
ALMO would no longer exist and the Council could reinstate its own internal audit 
service at a charge to the HRA. This could create a saving to either the HRA or 
General Fund, depending on where the unallocated cost previously was 
accounted for. 
 
Duplication of services - there is duplication where services are provided by both 
the council and the ALMO as a result of the existence of two organisations. 
Generally, the main areas for potential duplication appear to be in support 
services such as finance and HR. 
 
Corporate and governance costs - there are costs associated with having a 
separate entity managing the stock. There two main cost driving factors are:  
 
• The Council must have in place officers responsible for monitoring 

performance and undertaking the client function.  

• The ALMO must have in place a complete management structure, board and 
its own internal performance monitoring arrangements.  

Therefore, while the ALMO model can be used to drive service efficiencies so can 
other models of delivery. However the additional costs of running two 
organisations result in the revenue costs of this model being higher. In turn this 
reduces the capacity for stock investment. 

8 Charnwood Borough Council 
High level option appraisal 

 
 

26



14th FEBRUARY 2012 

One of the strengths of the ALMO model is the emphasis it has placed on tenant 
engagement and oversight. One third of the ALMO Board is made up of tenants 
allowing a direct say in the running of the organisation and engagement with 
tenants is strong. 

In relation to service standards, these are the same as for all the other options as 
the model does not give any advantage or disadvantage over the others in terms 
of service delivery. Excellent services can be delivered through all of the models.    

3.3 Option 1 appraisal 

 Criterion Assessment Weighting Weighted 
score

Revenue Cost 1 3 3
Capital investment 1 4 4
Service standards 3 2 6
Risk - change 3 1 3
Risk - failure 3 1 3
Risk - control 2 1 2
Tenant engagement and 
participation 

3 2 6

Delivering strategic objectives of the 
Council 

2 1 2

Total weighted score 18  29
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4 Option 2: The ALMO develops 

4.1 The national picture 

While the majority of ALMOs are focused on landlord services only, to an extent, 
the movement has always been characterised by ALMOs looking to raise income 
beyond the core Management Agreement. More widely to date, expansion and 
diversification has been seen in three dimensions:- 

1. More services provided for the Council 

2. Management and other services provided for other organisations 

3. Development and new build, either of ALMO-owned homes or on behalf of the 
HRA. 

More services for the Council 

Key reference points for the provision of additional Council services are focused 
in two main areas: bringing high performing management and maintenance 
services to other parts of the Council and providing strategic/statutory-housing 
services. Examples include:- 

• Extending the experience of running excellent in-house DSOs (Direct Service 
Organisations) to other Council direct services. The following ALMOs: 
Stockport (11,469 units), Bury (8,203 units) and recently, Derby (13,487 units) 
have all taken over their Council’s DSOs. This is because Members have 
seen the progress made in delivering the housing service; 

• Facilities management services for corporate buildings, assistance in 
procurement of Council contracts; 

• Running homelessness and housing advice (for example at Stockport (11,469 
units), Solihull (10,262 units), Gateshead (20,620 units), Cheltenham (4,593 
units) and, though now transferred, Oldham). 

• Providing Home Improvement Agency services (Solihull) in which services 
around aids, adaptations and disabled facilities grants are undertaken by the 
ALMO. 

• Regeneration services (for example Bolton – though now transferred). 

• ASB services for the whole Council (Sheffield (41,451 units) and Ashfield 
(6,933 units)). 

Therefore, ALMOs of different sizes are engaged in delivering more services for 
their parent authorities.  

The options to engage ALMOs to provide services related to private sector 
renewal (for example assistance in the regeneration of private sector properties), 
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assistance to private sector tenants (for example support in making a success of 
their tenancies) and enforcement (for example ensuring private landlords let 
properties to a satisfactory standard) are likely to prove more attractive to 
authorities faced with drastic reductions in funding in these areas. Eastbourne’s 
ALMO is one example where private sector leasing is actively under 
consideration to provide for the improved supply of temporary and permanent 
accommodation. 

A further consideration is the extent to which an ALMO may be able to cross-
subsidise between HRA and General Fund services (this involves any 
expenditure incurred on delivering the Council’s services or meeting its day to 
day expenses that are not covered by legislation relating to the Housing Revenue 
Account, or cannot be treated as capital expenditure) within its own management 
arrangements so as to achieve net efficiencies for the Council overall.  

An example is where an ALMO may have built up reserves from efficiencies 
delivered within its Management Fee and is now able to release such reserves for 
investment in other services. Examples exist at Solihull where reserves are being 
used to contribute to continuing a major regeneration scheme which has faltered 
with the drop in market prices and at Doncaster where the ALMO is deploying 
reserves to assist in kick starting a private landlord letting service, neither of 
which would be available for the deployment of HRA reserves.  

Services for other organisations  

Landlord services provided for other housing organisations, especially Housing 
Associations (HA) with disparate stock holding in the ALMO area, has long been 
seen as a key market opportunity for ALMOs. A very large number of ALMOs 
have simply gone ahead and provided such services, including the full 
management of HA stock, the provision of specific services (e.g. call centre, out 
of hours and emergency services, repairs, ASB services) on short or medium 
term bases. Generally, services have been developed where there is a specific 
market advantage:- 

• The HA’s main administration function is distant from the Authority area. 

• The HA has widely dispersed stock. 

• The HA recognises that the services provided by the ALMO represent value 
for money compared to their in house or other supplier provision. 

Procurement of these services can usually be straightforward and is a clear 
advantage for the ALMO movement compared to retained-management services 
where, although still possible, HAs might be more reticent to ‘trade directly’ with 
the Council. 

Providing new homes  

Up to 10 ALMOs now have ALMO-owned properties on their balance sheet. 
Initially driven by a push from the former Housing Corporation to allow ALMOs 
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(and not authorities) to become partners, the debate around ALMO-development 
has been considerable for many years.  

The recent changes to funding identified within the HCA prospectus provides 
some challenges for ALMOs building their own stock going forward, particularly 
given that in future, HCA grant agreements will be made with the parent 
authorities rather than ALMOs directly. Conversely, an ALMO continues to 
provide the opportunity to act as a council-vehicle which could take advantage of 
opportunities in the HCA’s funding framework.  

While the ‘affordable rent’ initiative for new build will apply to the re-letting of HRA 
properties the opportunities for building new HRA properties will be affected by 
the self financing debt cap (in effect preventing the Council from borrowing above 
a certain limit to build and using future rents to repay the borrowing). However, 
where headroom and other resources exist, further development can be pursued. 
The primary role for dynamic ALMOs moving forward might therefore best be 
seen in assisting the delivery of new Council homes using the experience of 
successfully managing and maintaining Council owned properties.  

4.2 Advantages and disadvantages for Charnwood 

The diversification of the ALMO offer has largely been undertaken by ALMOs 
who have completed their Decent Homes investment programmes and are 
stretching the work they deliver for the Council. This is on the back of 
demonstrating excellent programme management and service delivery. This does 
not appear to be where the ALMO is in terms of both track record on service 
performance (as measured through inspection) and the delivery of Decent Homes 
which remains the prime focus over the short to medium term.  

In addition, there would need to be a new Management Agreement and more 
Board responsibilities. This would require the Council to give up direct cost 
control of some further functions while ensuring there was appropriate levels of 
internal monitoring capacity. The Secretary of State’s consent would be required 
to delegate more functions and some statutory functions could not transfer. There 
would still need to be a structure within the council to deliver these. There would 
be a TUPE transfer of staff. There would need to be some resident consultation 
but probably not a test of opinion; further legal advice on Housing Act 1985 
provisions would need to be sought.  

Therefore, giving additional functions to the ALMO at this time would appear to be 
high risk while the organisation’s focus is rightly elsewhere. So, the option has 
been assessed as high risk for failure and control and medium risk for change. 

However, the ALMO model provides this kind of flexibility and the approach can 
be adapted to take in or remove services according to the requirements of the 
Council at the time. Therefore, Charnwood could renew the Management 
Agreement focused on landlord services but the model retains the flexibility to 
add additional services in the future if needed. 
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As with option 1, the investment capacity will be dependent on the delivery of 
revenue savings and efficiencies. A key consideration under this model is the 
extent to which:- 

• Additional ALMO activities benefit the Council financially, through the 
generation of income which can offset costs which would otherwise be 
financed by Charnwood (for example through generating reserves to defray 
overheads). 

• The Council would not be in a position to undertake these to the same extent 
and with the same financial advantage if it was undertaking these services 
directly. 

Whilst the Council is able to directly provide services (for example telephone call 
up systems for elderly tenants and residents in other sectors, or direct property or 
maintenance services for other organisations), a consideration is whether 
potential future customers might be less inclined to trade with the Council.  

In terms of the opportunities to deliver for other housing providers, there are 
currently 151 Housing Associations with less than 100 properties in the 
Charnwood Borough. This might be said to be a target market for a high 
performing ALMO in shaping an offer to Housing Associations to improve the 
management of services. Therefore there is potential in this area. However, it 
does not appear likely that this potential could be tapped in the near future as 
stock investment and service performance is prioritised. Therefore, this option 
does provide the capacity for additional revenue headroom but it is unlikely that 
this could be delivered in the short term and hence be translated into additional 
capital investment in the first 5-10 years of the plan.  

In relation to service standards and tenant engagement and participation this 
would be the same as option 1. 

This option does allow the delivery of wider council objectives through the ALMO 
structure in particular the possibility of defraying council overheads into the ALMO 
management structures. However, again the timing of when such interventions 
could be made is an issue.  

4.3 Option 2 appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 1 3 3
Capital investment 1 4 4
Service standards 3 2 6
Risk - change 2 1 2
Risk - failure 1 1 1
Risk - control 1 1 1
Tenant engagement and 
participation 

3 2 6

                                                 
1 Regulatory and Statistical Return data 2010 
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Delivering strategic objectives of the 
Council 

2 1 2

Total weighted score 14  25
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5 Option 3: The ALMO working in partnership with other housing providers 

5.1 The national picture 

Although the primary relationship remains between a single Council and a single 
ALMO, a number of ALMOs have worked very closely in partnership to achieve 
synergies and efficiencies. The greater focus on sharing services between 
Councils and other public sector organisations has been developed through both 
the opportunities for new technology to allow more sharing and the need for 
savings and efficiencies to improve value for the public sector. This should lead 
all ALMOs to explore the opportunities they might have. 

The ALMO movement has tended to be characterised by a commitment to 
extensive networking and ‘buddying’ in order to assist partners in improving 
services or delivering Decent Homes. This has occasionally extended to 
lending/seconding key officers (Kensington & Chelsea and Brent, Hounslow and 
Slough) but has mostly been focused on the provision of expertise, 
documentation and policy frameworks. 

It should be noted that the models set out below are presented as case studies 
and comprise features which could be combined in local circumstances – the 
models are not therefore mutually exclusive. 

ALMO sharing – case studies 

There are a number of explicit examples of ALMOs co-operating and/or sharing 
to deliver management, back office or other efficiencies and some key examples 
are set out below. 

East Kent ‘Super-ALMO’ 

The East Kent ALMO went live on 1st April 2011 and covers the four East Kent 
Borough Council landlord services (Canterbury, Thanet, Dover and Shepway), 
managing c16,200 tenants properties and around 1,500 leaseholders. The origins 
lie in the willingness of the four authorities to explore shared services across a 
range of areas, including housing strategy, audit, human resources and other 
general back office Council-wide initiatives. The history of sharing services in 
Kent is as long as anywhere and to an extent draws upon a common cultural and 
political backdrop.  

The key features of the ALMO are:- 

• A single Chief Executive and central management team. 

• A central governance board with local partnerships panels/boards for each of 
the Authority areas. 

• A long term Management Agreement prospectively over 30 years but with 
break clauses as is usual in ALMO Management Agreements. 
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To recognise the separate financial and business planning frameworks for each 
of the authorities, a high proportion of responsibility for budgeting and 
financial/resource management has been retained by each of the Councils. 
Where the ALMO is making the key positive contribution is in the delivery of a 
centralised support and managerial function with opportunities to achieve 
synergies in systems and processes for front line services. 

Leeds ALMOs and Partnership Board 

Following an options appraisal, the closest thing the ALMO movement has to a 
‘group structure’ can now be found in Leeds. Originally starting in 2002 with 6 
ALMOs, the number was reduced to three in 2006. Recognising the need for 
efficiencies and the impending implementation of HRA self-financing in which a 
more strategic view around resource and investment allocation is needed; the 
Council has established a new approach to sharing support and delivering 
strategic partnerships. The key features are:- 

• Creation of Strategic Partnership Board comprising Board representatives 
from the three ALMO Boards and key Cabinet Members from the Council. 
This board will assume overall responsibility for the establishment and 
delivery of the HRA business plan. 

• Creation of a shared support service unit to act as back office for the ALMOs 
(the ‘ALMO Business Centre’) hosted by one of the ALMOs but charging 
services across all three. This results in savings of £1.7m in the first 3 years. 

The development of a single business unit to support three ALMOs managing 
58,000 properties strongly suggests that there might be opportunities elsewhere 
to achieve ‘back office’ efficiencies, particularly as each of the three ALMOs 
manage more properties (c19-20,000) than most. 

Unitary Authority developments 

In both Northumberland and Cornwall counties, the political unification of the 
Council from a number of constituent Borough Authorities has led to the merging 
of ALMO services with former retained-management services in a larger ALMO 
entity.  

At Northumberland, the former Blyth Valley Housing was transformed into Homes 
for Northumberland taking in the services from the former Alnwick DC. 

At Cornwall, the integration of Carrick Housing ALMO with the former Borough 
areas of Caradon and North Cornwall is due for completion as a new ALMO 
Cornwall Housing in April 2012. 

Other services 

There are potential opportunities to seek sharing across frontline as well as back 
office services. Key examples include: 
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• Specialist maintenance services, for example fire safety and asbestos 
management are areas where there is a current focus on improving standards 
and where there might be benefits from sharing expertise and resources. 

5.2 Advantages and disadvantages for Charnwood 

The obvious key to sharing services is the willingness at both a political and 
officer level to make it happen. The examples listed above all share the driving 
force of increasing efficiency but moreover either have the close previous working 
of the authorities or the forced change of local government reorganisation to push 
it forward.  

In discussion with officers there is no obvious grouping of local authorities or 
ALMOs for which sharing services is probable at this stage. Within Leicestershire, 
Charnwood is the only ALMO and some near ALMOs have recently signed 
extended agreements.  

To progress this item, a new Management Agreement would be put in place and 
a separate agreement drawn up with the partner organisation.  Residents would 
need to be consulted but this may not need to be a Test of Opinion if there is only 
a minimal impact on frontline services. If this developed into a full 
merger/alternative provider,  there would be a need for Secretary of State 
consent for delegation of services and a Transfer of Undertakings (Protection of 
Employment) Regulations (TUPE) transfer of staff. Procurement regulations 
would also need to be complied with and these may be onerous. Therefore, this 
option is high risk in terms of change and control. Furthermore, the lack of a 
natural partner gives an unacceptably high level of risk of failure at this time and 
the option has therefore been scored as 0.  

There is clear evidence that such arrangement do lead to increased revenue 
efficiencies particularly in back office functions. This is turn would generate 
additional capital investment. However, again, this is unlikely to be realised in the 
short term due to the necessary lead-in time of establishing such an 
arrangement.   

In relation to service standards and tenant engagement and participation this 
would be the same as option 1. 

This option may also assist in the delivery of wider council objectives through 
providing a basis from which to share additional services and defray additional 
costs. However, the level of control over services may diminish while such 
services are delivered through partnership arrangements and, again, the timing of 
delivery is an issue.  

5.3 Option 3 appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 2 3 6
Capital investment 1 4 4
Service standards 3 2 6

17 Charnwood Borough Council 
High level option appraisal 

 
 

35



14th FEBRUARY 2012 

Risk - change 1 1 1
Risk - failure 0 1 0
Risk - control 1 1 1
Tenant engagement and 
participation 

3 2 6

Delivering strategic objectives of the 
Council 

2 1 2

Total weighted score 13  26
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6 Option 4: The ALMO remains but with some services brought back to the 
council 

6.1 The national picture 

A small number of parent authorities have chosen to extend ALMO management 
agreements on the proviso that some or all of the back office functions are re-
integrated into the council. This then provides a platform to share overheads over 
a wider base and generate revenue efficiencies. 

In the main, this option has been exercised as a short term measure while a 
further more detailed options appraisal is undertaken. The option requires little, if 
any, change to front line services and hence minimises the disruption to tenants.    

6.2 Advantages and disadvantages for Charnwood 

A Streamlined ALMO with the Council carrying out back office functions 
envisages streamlining management levels and governance and client 
arrangements together with back office functions such as Finance, HR and IT 
being undertaken by the Council. The Management Agreement would be revised 
and renewed for a period of, say, 5 years. This would require minimal resident 
consultation and the existing management agreement allows the Council to bring 
identified services in house, subject to the required notice period. However, there 
would be a restructure required which adds to the uncertainty. This option has 
therefore been assessed as medium risk in terms of change, low risk for failure 
and medium risk for control. 

Additional revenue savings would be generated through the reintegration of some 
functions and these could then be reinvested into the capital needs of the stock. 
Hence, this option does generate additional revenue savings and capital 
expenditure. 

In relation to service standards and tenant engagement and participation this 
would be the same as option 1. 

This option may also assist in the delivery of wider council objectives through 
providing a greater cost base over which to spread corporate overheads. 

6.3 Option 4 appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 2 3 6
Capital investment 2 4 8
Service standards 3 2 6
Risk - change 2 1 2
Risk - failure 3 1 3
Risk - control 2 1 2
Tenant engagement and 
participation 

3 2 6
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Delivering strategic objectives of the 
Council 

3 1 3

Total weighted score 20  36
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7 Option 5: The housing service brought back in-house and delivered by the 
Council 

7.1 The national picture 

To date, ten authorities have decided to end their ALMO management 
agreements and bring the housing service back in house. These are Hillingdon 
(10,328 units), Slough (6,404 units); Ealing (12,863 units); Hammersmith and 
Fulham (12,749 units); Newham (17,567 units); Rotherham (20,872 units); 
Sheffield (41,451 units); Islington (25,868 units); Stevenage (8,281 units) and 
Redbridge (4,645 units). 
 
In each of these cases, the justification has been the revenue savings that can be 
generated from having one organisation with reported levels of savings ranging 
from £350k to over £1m per annum. Under the self-financing model this can then 
be used to directly meet service and stock investment priorities.  
 
The areas of potential savings are discussed under option 1 and relate to the 
costs of operating two organisations.  
 
In addition to the impact on the HRA, there will also be impacts on the General 
Fund of the Council. These are mainly as a result of the changes to the nature of 
the relationship with the housing service should the ALMO cease to exist as a 
separate organisation. The current charging for services to the HRA, and 
consequential income to General Fund, would need to change to reflect the new 
way of managing the housing service and revised organisational structure.  

However in addition to the potential savings, the act of bringing the service back 
in-house has additional costs relating to: 
 

• Potential redundancies of staff 
• Legal fees for closure of the management agreement and company, 

including administration of TUPE to transfer staff back to the Council 
from the ALMO 

• Infrastructure costs associated with harmonisation of support services 
• Publicity and branding changes 
• Potential costs of re - harmonisation of staff terms and conditions 

 
7.2 Advantages and disadvantages for Charnwood 

This envisages the Management Agreement being ended and notice given to the 
ALMO, the company being closed and staff being transferred back to the Council. 
A revised staffing structure reintegrating housing management staff would be 
implemented. Residents would need to be consulted via a “Test of Opinion” 
similar to the test carried out before the Council decided on an ALMO being 
created. However, this is a tried and tested delivery model and could proceed 
relatively quickly. This option is therefore classified as medium risk for change, 
low risk in terms of failure and low risk in terms of control. 
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Evidence from elsewhere suggests that this option would generate potentially 
large revenue savings from removing the duplication of having two organisations 
although there would also be additional reintegration costs. These savings could 
then be reinvested into the capital needs of the stock.  

In relation to service standards, these are the same as for all the other options as 
the model does not give any advantage or disadvantage over the other in terms 
of service delivery. Excellent services can be delivered through all of the models. 

With regard to tenant engagement and participation this has been assessed as 
medium compared to other options. Tenant engagement structures can be 
maintained under this model but there would not be tenant representation at 
Board level. However, other authorities have created housing advisory panels 
consisting of tenants, councillors and independents – similar to an ALMO board – 
to advise the council’s decision making bodies. This maintains a high level of 
tenant influence.  

This option will assist in the delivery of wider council objectives through providing 
a greater cost base over which to spread corporate overheads and greater direct 
control over the services provided.  

7.3 Option 5 appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 3 3 9
Capital investment 3 4 12
Service standards 3 2 6
Risk - change 2 1 2
Risk - failure 3 1 3
Risk - control 3 1 3
Tenant engagement and 
participation 

2 2 4

Delivering strategic objectives of the 
Council 

3 1 3

Total weighted score 22  42
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8 Option 6: Community ownership models 

8.1 The national picture 

Tenant Management Organisations (TMOs) have been established in many 
different Authority areas since the introduction of the ‘Right to Manage’ legislation 
in the 1980s. 

Successive Governments have preserved this right and tenants are able, under 
circumstances with sufficient evidence of local support and through a detailed 
process of capacity building and development, to serve a Right to Manage Notice 
to take over the management and maintenance of the stock in their area. 

The current TMO agreement arrangements are covered by a standardised 
Modular Management Agreement introduced in the 1990s. This agreement 
provides for the following:- 

• The TMO to select which services it wishes to take over the supply of, 
including management of the stock and day to day repairs and maintenance. 
Capital works are not able to be covered as they remain the responsibility of 
the Council. 

• The Council to pay an Allowance from the HRA to cover the services which 
have been delegated. 

• Tenants in the affected area to vote on the proposals including the length of 
the agreement and the governance arrangements for the TMO, how many 
board members etc. 

With a few exceptions set out below, TMOs cover the management of part of the 
Council’s stock, in some cases with very small localised arrangements where 
only part of the management and maintenance services are transferred to the 
TMO. These solutions do not fundamentally alter the financial future for the 
business plans of the Council. 

Tenant management in the ‘whole stock’ context 

There are three principal examples of tenant management in the context of the 
whole stock or an organisation, or at least the management of a substantial 
proportion of an Authority’s stock. These are as follows:- 

Kensington & Chelsea (K&C) TMO 

K&C TMO is unique in being both a TMO (created before the ALMO option was 
created) and an ALMO, as well as being a whole stock TMO. There are specific 
governance and Management Agreement arrangements which ensure that the 
two Agreements (TMO and ALMO) can operate in the same place at the same 
time. For example the Board structure represents a unique combination of the 
tenant membership from the TMO Board and the requirements for ALMO Board 
membership including Council nominees and independents. 
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From a financial perspective, the main point is that the financial arrangements 
more closely mirror the arrangements in place with an ALMO (compared to those 
in place with a TMO). For example, K&C TMO as an ALMO has responsibility for 
delivery of the HRA capital programme and the Management Agreement more 
closely reflects those in place at ALMOs. 

There would therefore be no specific financial implications for the HRA business 
plan if a whole stock TMO were to be put in place, be that to replace Charnwood 
Homes or a conversion of Charnwood Homes (except for appropriate set up or 
conversion costs). The TMO option does not in itself generate additional 
resources or lead to specific efficiencies through organisational change. 

United Residents Housing (URH) (Lambeth) 

URH is an ALMO which acts as an umbrella body for four relatively large TMOs in 
Lambeth. The TMOs have operated under their separate Management 
Agreements which are supplemented by an overarching ALMO Management 
Agreement. URH manages a substantial proportion of the stock in Lambeth 
(though is not ‘whole stock’). Hence it might be considered an option where there 
are a series of pre-existing TMOs in place seeking to enhance what was 
previously an opportunity to access greater capital funding via the ALMO option. 

As with K&C, delivery of the capital programme rests with the ALMO status as 
opposed to the TMO status. The Board of governance comprises TMO tenant 
Board members nominated to sit on the ALMO Board supplemented by 
Independents and Council nominees. Tenants are the largest group of members 
on the Board. 

As above, there are again no other specific financial implications for the HRA 
business plan of the arrangement in place.  

Community Gateway transfers 

A number of stock transfer Housing Associations have been established as 
Community Gateway Associations, including at Preston, Watford and Bracknell 
Forest.  

The specific community participation angle is provided via tenant ownership of 
the Association and the inclusion of explicit tenant empowerment in decision 
making, often via the creation of a Gateway Committee elected by tenant 
members which acts as the effective decision making body ‘between’ the Board 
of management and the wider tenant body. The primary governance Board has 
more tenants than independents and Council nominees but not in a majority 

Similar to the models above, there is no financial advantage per se of a 
Community Gateway Association over any other stock transfer Association.  
Financial advantages might be claimed by these organisations as a result of 
greater tenant empowerment in decision making but there is no stream of funding 
or access to any financial advantages arising from adoption of this option. 
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8.2 Advantages and disadvantages for Charnwood 

Increased tenant management and community ownership is often cited as a key 
source of alternative options for management of Council housing stock and there 
are many advantages. However, where this has happened it has generally been 
driven by a groundswell of tenant opinion and desire to manage the stock or 
certain elements of it which does not appear present in Charnwood at the current 
time. In addition, there would be substantial work required to gather tenant 
opinion and build capacity to deliver. A test of opinion would then be required 
before this option could be pursued. Therefore this has been classified as a high 
risk in terms of change, risk of failure and control. 

The key issue from a financial perspective is that models of tenant management 
do not deliver additional financial differences. It would be for the Council and its 
tenants to develop thinking around service delivery effectiveness and whether 
tenant management options might deliver the opportunity for efficiencies but this 
is difficult to quantify. In addition, you would require an additional organisation to 
manage part or all of the stock and hence retain additional costs. Therefore it is 
not thought that this model would generate additional revenue savings or 
investment capacity at this time. 

In relation to service standards, these are the same as for all the other options as 
the model does not give any advantage or disadvantage over the other in terms 
of service delivery. Excellent services can be delivered through all of the models. 

With regard to tenant engagement and participation this has been assessed as 
high for obvious reasons.  

This option does not assist in the delivery of wider council objectives. 

8.3 Option 6 appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 1 3 3
Capital investment 1 4 4
Service standards 3 2 6
Risk - change 1 1 1
Risk - failure 1 1 1
Risk - control 1 1 1
Tenant engagement and 
participation 

3 2 6

Delivering strategic objectives of the 
Council 

1 1 1

Total weighted score 12  23
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9 Option 7a: ‘Traditional’ Stock Transfer 

9.1 The national picture 

Stock transfer has been a successful mechanism for bringing private finance into 
Council housing stock since 1990. Over time, an established process of 
development, consultation and promotion together with a mature funding market 
have developed, helped by relatively generous financial treatment by successive 
Governments keen to lever in private finance. 

Nationally, for a number of reasons, the stock transfer programme is at 
something of a crossroads:- 

• Public subsidy for stock transfer has operated both through the application of 
generous assumptions in transfer valuations as well as the more recent 
explicit initiatives to write off overhanging debt and deliver additional financial 
support for negatively valued transfers. Public expenditure reductions have 
affected the degree to which the Government will now support stock transfer. 

• The impending implementation of HRA self-financing places a more explicit 
context for public expenditure decisions relating to the future of Council 
housing. In effect the assumptions utilised in the self-financing valuation 
represent the ‘agreed expenditure’ for the stock going forward and any 
addition to these will represent an explicit cost to CLG’s (Communities and 
Local Government) budgets in the future. This is a critical change because, 
until now, CLG has not had to find the public costs of transfer, even for 
overhanging debt write off, from its own budgets. From now on, any variation 
to the assumptions made for self-financing will become a cost to CLG’s 
budgets. 

Statements made in all of the documentation published since 2009 on the future 
of the HRA and self-financing clearly indicate that stock transfer (or any other 
option) can only take place on the basis of the assumptions made in the self-
financing settlement. This causes significant consultative, technical and financial 
challenges for authorities wishing to develop transfer proposals as:- 

• Tenants have traditionally been invited to vote in favour of transfer on the 
basis of promised increases in investment compared to staying with the 
Council. 

• Councils have been able to clear any debt overhang through the application of 
the receipt or support from Government. 

• The market for lending has grown used to the generous assumptions made in 
transfers over an extended period. 

• Housing Associations incur irrecoverable VAT which would not be factored in 
to the self-financing settlement (see below for an estimate). 

Currently in the run up to implementation, with a few rare exceptions, the 
Government appears unwilling to explore proposals for stock transfer simply as a 
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result of ‘not interfering’ with the major policy goal of implementing self-financing. 
The last major public announcement was in December 2009 when four ALMO 
authorities (Stockton, Bolton, Warrington and Oldham) together with Dacorum 
and a partial transfer in Hull joined a programme based on achieving transfer 
prior to self-financing. 

There are only therefore a very small number of examples of authorities which 
have been actively considering stock transfer proposals during 2011 where the 
Government has not discouraged their continued development. These have 
specific reasons attached:- 

• Rochdale – the proposal for a mutual-based transfer with staff and tenant 
ownership is seen in the light of wider Government initiatives around 
mutualism and the Big Society. 

• Wycombe – though not the subject of any official announcement, it is possible 
to see their place as the one previously allocated to Dacorum which has now 
withdrawn. 

• Newcastle – a partial transfer with significant regeneration and levering in of 
private finance. 

The tightening financial environment for transfer can be seen in the approach 
CLG has taken to the completion of transfers in the four former ALMO Authorities. 
Whilst overhanging debt has been written off and this in itself remains ‘generous’ 
in financial terms, more resources previously retained by the Council or the 
transfer landlord have been factored in to the deal, for example:- 

• The VAT shelter (generally a 15 year arrangement for a charitable HA to 
reclaim VAT on capital investment works under a shelter with the Council) has 
been put back in to the HA business plan – previously this has gone to the 
Council for wider community projects. 

• The up-front investment programme, seen as important to achieving ballot 
success, has been tightened and subject to greater scrutiny. 

It is now therefore impossible to join a programme to achieve stock transfer at 
what is effectively seen as the previous or ‘traditional’ approach. However, after 
self-financing is implemented, a new transfer programme may emerge and 
guidance is expected in the spring.  

Significant financial challenges remain, particularly at the whole stock level. 
Partial transfers may however be more likely to re-emerge more quickly as 
Councils look to address any asset management issues that there might be in 
their HRA business plans. Several Authorities no longer have sufficient Decent 
Homes backlog funding to complete Decent Homes works as well as other 
backlogs of investment in regeneration. It is possible to conceive of some 
Authorities identifying difficult stock which is a ‘liability’ in the business plan being 
transferred to an investing-HA where the self-financing debt is able to be 
sustained by the remainder of the stock. 
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9.2 Advantages and disadvantages for Charnwood 

An indicative analysis of the shape of the financial challenges which might be 
posed by transfer at Charnwood has been carried out. This work is based solely 
on the business plan modelling and how the income and expenditure flows in the 
plan compare to the application of macro assumptions to the self-financing 
valuation. In effect, we have estimated what the plan would need and compared 
this to what might be achievable in negotiations with Government.  

The valuation estimates identified in the following table may not be relied upon as 
an indication of any potential approach that might be adopted. This is because 
any appraisal of the options would require a much more detailed engagement. 
The work is strictly illustrative in order to highlight the scale of the challenges and 
gaps that might exist. 

Table: Explaining the difference in valuations for private finance options 
Description Estimate Comment 
HRA self-financing 
indicative settlement 

£88.4m  Published in November 2011 

Less adjustment for 
VAT on allowances 

- £20.7m  This is what could realistically be 
targeted in terms of a reduction in 
the settlement based on taxation 
treatment 

  £67.7m Minimum debt to be covered 
Valuation of stock for 
traditional transfer 
purposes 

£27.7m   

Adding back the 
proceeds of a VAT 
shelter 

£15.0m  This provides for a 15 year VAT 
shelter arrangement if transfer 
landlord was charitable 

  £42.8m Maximum valuation based on 
business plan 

Amount of further 
support required 

 £24.9m  

 

The challenge for the Council would therefore be to find £24.9m of resources 
from within the Council in order to help ‘bridge the gap’ to make a transfer viable. 
In addition during the last options appraisal there was little tenant support for a 
transfer option increasing the risk further. Therefore, at the current time, this is 
not a viable alternative. In terms of risk, the option has been assessed as high 
risk for change, unacceptable for risk of failure and high for control. 

If a transfer were to proceed this would be scored low in terms of revenue costs 
as it would be a separate organisation but high in terms of capital investment as 
this would allow additional borrowing outside of the debt cap control mechanism.  

In relation to service standards, these are the same as for all the other options as 
the model does not give any advantage or disadvantage over the other in terms 
of service delivery. Excellent services can be delivered through all of the models. 
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The level of tenant involvement under a transfer model has been assessed as 
medium compared to the other options. 

9.3 Option 7a appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 1 3 3
Capital investment 3 4 12
Service standards 3 2 6
Risk - change 1 1 1
Risk - failure 0 1 0
Risk - control 1 1 1
Tenant engagement and 
participation 

2 2 4

Delivering strategic objectives of the 
Council 

1 1 1

Total weighted score 12  28
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10 Option 7b: Transfer to a Community and Council Owned (CoCo) organisation 

10.1 The national picture 

After self-financing is implemented, it is possible to conceive that ministers might 
want some form of transfer programme to re-emerge, but these would be based 
on the new funding environment set out above.  

For this reason, within the National Federation of ALMOs (NFA) recent extensive 
research and development project on the development of Community Ownership 
and Private Finance options, consideration has been given to how models might 
be developed which could work in this new environment. 

Along with ‘traditional’ stock transfer, the NFA’s report develops models around 
levering in private finance whilst preserving some of the key aspects of the ALMO 
model, including the commitment to tenant empowerment through governance 
and Board membership, forms of ownership by tenants and residents and a 
continuing strategic relationship to the Local Authority. 

The two general models that have been developed are: 

• A long term Management Contract model – enabling borrowing to be levered 
in against a long term and certain Management Fee. 

• A Council/Community Organisation (or ‘CoCo’) which takes ownership of the 
stock whilst delivering on a covenant to cover HRA self-financing debt. 

Providing they can be developed within current and future legal and financial 
frameworks, both of these models might offer the opportunity to raise private 
finance ‘off balance sheet’ and therefore allow borrowing above the debt cap set 
within self-financing.  

Our work on the HRA business plans indicates that for many other authorities that 
there could be significant value down the line that might be constrained by the 
application of the debt cap. In other words without the cap, there might have been 
the opportunity to borrow more to invest now, using future rents to repay the 
borrowing. 

At the same time, whilst these ‘new private options’ have parallels in established 
approaches (the first has many similarities with PFI (Private Finance Initiative), 
the CoCo is effectively a stock transfer at nil cost with debt retained by the 
Council), neither has yet been delivered and a considerable amount of time and 
effort will be required in order to bring them forward to Government and other 
stakeholders. 

Taking all of this into account, a number of Authorities continue to express a 
preference for stock transfer and will be looking closely at what might emerge 
post self-financing in April 2012. Specifically, a number of ALMO Authorities are 
also considering the CoCo option in detail with a view to engagement with CLG, 
again post self-financing. The Government has recognised that it should review 
its ‘blanket’ statement that transfer can only take place at the level of the self-

30 Charnwood Borough Council 
High level option appraisal 

 
 

48



14th FEBRUARY 2012 

financing valuation; VAT is an issue and in the policy document published at the 
end of July 2011, Government stated that tax and any additional factors could be 
taken into account when considering the transfer valuation. 

Significant financial challenges remain, particularly at the whole stock level. 
Partial transfers may however be more likely to re-emerge more quickly as 
Councils look to address any asset management issues that there might be in 
their HRA business plans. Several Authorities no longer have sufficient Decent 
Homes backlog funding to complete Decent Homes works as well as other 
backlogs of investment in regeneration. It is possible to conceive of some 
Authorities identifying difficult stock which is a ‘liability’ in the business plan being 
transferred to an investing-HA where the self-financing debt is able to be 
sustained by the remainder of the stock. 

10.2 Advantages and disadvantages for Charnwood 

An indicative analysis of the shape of the financial position which may arise by 
transfer to a CoCo at Charnwood has been carried out. 

The CoCo model is based on a number of adjustments to the business plan 
model for VAT and additional borrowing costs. It is possible to construct a model 
that allows additional borrowing (£15m) in the early years of the plan over and 
above the valuation but this would require efficiencies in later years. In order to 
make the additional investment work in the above scenario, revenue efficiencies 
of £31m would need to be generated throughout the lifetime of the plan.  

Therefore a CoCo option does provide the additional capital investment required. 
However, in terms it is an untried model of delivery and the legal and financial 
arrangements are not yet in place to allow it to proceed. It has been assessed as 
high risk in terms of change, an unacceptable level of risk in terms of potential 
failure and high risk for control. Therefore, this is not seen as a viable alternative 
at this stage.  

In relation to service standards, these are the same as for all the other options as 
the model does not give any advantage or disadvantage over the other in terms 
of service delivery. Excellent services can be delivered through all of the models. 

The CoCo model has the capacity to maintain high levels of tenant involvement. 

10.3 Option 7b appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 1 3 3
Capital investment 3 4 12
Service standards 3 2 6
Risk - change 1 1 1
Risk – failure 0 1 0
Risk – control 1 1 1
Tenant engagement and 
participation 

3 2 6

31 Charnwood Borough Council 
High level option appraisal 

 
 

49



14th FEBRUARY 2012 

Delivering strategic objectives of the 
Council 

1 1 1

Total weighted score 13  30
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11 Option 8: Private sector outsourcing of the housing management function  

11.1 The national picture 

There is an active market for the outsourcing of certain elements of the housing 
service with many housing providers employing outside contractors to deliver 
repairs and capital investment programmes.  

Recently two authorities, Wokingham and Cheshire West and Chester have 
looked to go a step further and outsource the entire housing management 
function to a private sector provider. This, like any large outsourcing project 
involves a complicated procurement process which needs to comply with 
European directives due to the contract size.  

It is unclear as to the level of savings this would provide as there are significant 
additional costs in relation to specification, procurement and client management 
required. There is also a significant lead in time of around 18 months to progress 
to this type of solution.   

11.2 Advantages and disadvantages for Charnwood 

This would be a high risk option in the short term due to the long lead in times, 
size of the procurement task and relatively untried for the whole management 
service. 

In theory this could generate revenue savings but there is no hard evidence at 
this stage as to their scale compared with other options. Therefore they have 
been assessed as medium in terms of revenue and hence additional capital 
investment capacity.  

As with the other models service standards can be specified and delivered to a 
high standard.  

Tenant engagement structures could be specified in the contract but the level of 
tenant influence is likely to be less under an outsourced contract.  

It is not clear how this option would deliver against the council’s corporate 
objectives. 

11.3 Option 8 appraisal 

Criterion Assessment Weighting Weighted 
score

Revenue Cost 2 3 6
Capital investment 2 4 8
Service standards 3 2 6
Risk - change 1 1 1
Risk - failure 1 1 1
Risk - control 1 1 1
Tenant engagement and 
participation 

1 2 2
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12 Summary of option appraisals 

The report has examined the eight different options for the ownership and management of the council’s housing stock. The 
summary from each appraisal is show the following table with the appraisal score on the left followed by the weighted score on 
the right. 

Criterion/Option ALMO ALMO 
plus 

ALMO 
partner 

ALMO 
less 

In house Commun
ity 

ownershi
p 

Transfer 
- trad 

Transfer 
– CoCo 

Outsourc
ing 

Revenue Cost 1 3 1 3 2 6 2 6 3 9 1 3 1 3 1 3 2 6 
Capital investment 1 4 1 4 1 4 2 8 3 12 1 4 3 12 3 12 2 8 
Service standards 3 6 3 6 3 6 3 6 3 6 3 6 3 6 3 6 3 6 
Risk - change 3 3 2 2 1 1 2 2 2 2 1 1 1 1 1 1 1 1 
Risk - failure 3 3 1 1 0 0 3 3 3 3 1 1 0 0 0 0 1 1 
Risk - control 2 2 1 1 1 1 2 2 3 3 1 1 1 1 1 1 1 1 
Tenant engagement and 
participation 

3 6 3 6 3 6 3 6 2 4 3 6 2 4 3 6 1 2 

Delivering strategic 
objectives of the Council 

2 2 2 2 2 2 3 3 3 3 1 1 1 1 1 1 1 1 

Total weighted score 18 29 14 25 13 26 20 36 22 42 12 23 12 28 13 30 12 26 
 

Based on the analysis above, the three options that will be taken forward for further evaluation are: 

• The ALMO continues in its current format 

• The ALMO is brought in house 

• The ALMO and the council’s back office function are re-integrated. 
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1. Executive Summary 
 
CIH consultancy has carried out a financial review of the options for the future 
management and maintenance of the housing stock in Charnwood. The work has 
been focused on the financial implications of two options identified by the high 
level appraisal work. The options are  

a) Continue with Charnwood Neighbourhood Housing as an ALMO in its 
current configuration 

b) Bringing the housing service back in-house to be delivered by the council. 

The high level appraisal work also identified an option for the ALMO to continue 
with some services brought in house. However, in essence, this is a variation of 
the ALMO model and has not been considered in this financial appraisal as a 
separate option.  

Throughout the analysis, we have sought to separate the financial issues 
associated with whether there is an ALMO or not from those associated with 
improving efficiency from delivering services in a different way. Service based 
efficiencies can be delivered in either context, therefore are not a consideration 
within this appraisal report.  

A separate organisational appraisal is being prepared and will cover those issues 
and an overall appraisal report will be prepared to cover all the strategic, 
operational and financial issues. This report is therefore focused only on the 
financial differences between retaining an ALMO or direct management. It is not 
therefore the whole picture.  

The analysis has been undertaken through a desk top review of the costs and 
implications of both options using salary and support costs within the ALMO and 
the Housing Revenue Account as the basis. 

Maintaining Charnwood Neighbourhood Housing 

Work has been undertaken on the long term business plan for the HRA under 
self-financing. From this it is clear that efficiencies in service operations will be 
required to assist in delivering the required level of capital investment in the short 
to medium term.  

The Council is able through utilising levers within the Management Agreement 
arrangements, as stock owner and as the 100% shareholder of the ALMO to 
enforce the delivery of service efficiencies and there could be scope to review 
back office functions to secure some of the savings and eliminate the duplications 
identified.  

There may be advantages to the council requiring the ALMO to make efficiencies 
in this way as the responsibility and accountability for delivering efficiencies would 
be delegated to the ALMO board and therefore not involve the council directly in 
potentially complex and time consuming service efficiency negotiations. 

      Page 2         Charnwood Borough Council 
 Financial evaluation of future options to manage the Council’s housing stock 

 
 
 
 

57



FINAL REPORT – MAY 2012  
 
 

Revenue Efficiencies from bringing the Service back in-house 
 
The estimate of the level of potential revenue savings to the HRA from bringing 
the housing management service back in-house would be in the range of £474k - 
£638k. This range is dependent on the approach to the strategic management of 
the service which would be taken within the Council, the rationalisation of support 
services currently delivered through SLA’s and how the service duplications 
would be reorganised.  

It is difficult to be precise about what the exact post changes would be, however it 
is likely that the current five senior managers in Charnwood Neighbourhood 
Housing would reduce by at least two, with scope for the strategic duties for 
services and finance being undertaken by existing officers within the Council at a 
reduced cost to the HRA.  If the grades of the remaining posts are brought into 
line with similar posts in the Council then larger reductions might be made. 
Savings are in the range £187k to £287k.  

Efficiencies through the reintegration of support services through the elimination 
of some management costs could potentially deliver cost reductions of between 
£82k and £121k. The removal of duplicated work through the reintegration of 
services could potentially deliver £113k to £138k cost reductions. The 
achievement of some of these reductions is dependent on further work regarding 
potential structures. 

There is the potential for further cost reductions from the client function, £40k, 
and governance and compliance of £52k. 

One-off Costs  
 
Offset against these efficiencies would be one-off costs associated with the 
transfer of the service back to the council. These are estimated to be £40k – £65k 
for legal fees, publicity the costs of integration of IT and any additional work 
needed to assist with the change.  Redundancy costs are more difficult to 
forecast as it is dependent on the pay, length of service and age of employees 
subject to redundancy. The average is of the order of £60k for every £100k of pay 
costs. This gives a range of circa £253k to circa £328k. A more detailed 
evaluation would be necessary should the council decide to bring the service 
back in house.  

Impact on General Fund 

The current charging for services to the HRA and consequential income to 
General Fund would need to change to reflect a new way of managing the 
housing service and revised organisational structure. This could potentially 
generate savings to the General Fund through more efficient use of resources. 
This is dependent on absorbing the additional activity without increase in costs. 
The potential is for a reduction of between £206k and £306k in general fund costs 
depending on the approach taken to support service provision. 

Other Considerations 
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Currently there are variations in the terms and conditions of staff working in 
Charnwood Neighbourhood Housing to staff working for the Council. There would 
potentially be a cost to harmonisation. This has not been considered within this 
report.  
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2. Introduction 
 
2.1. Background 

Charnwood Borough Council set up Charnwood Neighbourhood Housing (CNH) 
as an ALMO in December 2007 to manage the approximate 5,900 homes owned 
by the Council. One of the primary drivers for establishing CNH was to access 
additional capital funding for decent homes work available to high performing 
ALMOs. However CNH did not achieve the necessary two-star inspection 
judgement required to access the additional money.  

Subsequently, the rules around access to decent homes backlog funding were 
changed under the comprehensive spending review of 2010 and the Council bid 
for monies to complete the investment programme. The Council was successful 
and awarded £11m decent homes backlog funding over 4 years to assist in the 
completion of the programme.  

The management agreement with CNH is currently up for renewal and. 
Charnwood Borough Council is therefore reassessing its options for managing 
the council stock. 

CIH consultancy, the consultancy arm of the Chartered Institute of Housing (CIH), 
has been engaged to provide support for an appraisal of the options being 
considered. An initial list of 9 options was considered by the Project Board and 
this was then reduced to three: 

Option 1: The ALMO continues in its current configuration 

Option 2: The ALMO remains but with some services brought back to the council 

Option 3: The housing service brought back in-house and delivered by the 
Council 

Option 2 is a variation of option 1 and for the purpose of this exercise, the ALMO 
continuing in its current format has been considered as the assessed ALMO 
option. It is possible that as part of the savings generally required within the 
council, a review of support services could highlight savings to CNH or the HRA. 
Any savings delivered through such efficiencies, in our view, are not dependent 
upon whether there is an ALMO or not. 

This report is an analysis of the financial aspects of the options. 

2.2. Methodology 

We wish to thank all those involved in providing data and intelligence used for this 
analysis.  
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sufficient information with which to analyse the position and draw robust 
conclusions. The underlying information used relates to the 2012/13 budgets. The 
information was provided to us from the ALMO on 14th February.  Where financial 
figures presented in this report are estimated, this is made clear. 

A desktop analysis assessing the costs and implications of both options using 
salary, direct and support costs as the basis has been carried out. The core 
objective of this analysis has been to establish the full costs of charges to the 
HRA by both the Council directly and by the ALMO via the management fee. This 
has also included the means to identify potential duplication of work (therefore 
cost) by both the ALMO and the Council, this being a key driver in establishing 
the potential differences in annual revenue costs between the two options. These 
costs are based on the 2012/13 budget which is also the basis for the financial 
modelling work carried out on the self-financing HRA. The impact on the General 
Fund of any proposed changes has been given consideration.  

The results of the analysis are presented below. 

2.3. Principles underlying the analysis 

Throughout the work, we have sought to separate the financial issues associated 
with whether there is an ALMO or not from those associated with improving 
efficiency from delivering services in a different way. Efficiency and value for 
money is a key consideration. Service based efficiencies are able to be delivered 
in either context, through exercising direct management control over an in-house 
service or though the council utilising levers within the Management Agreement 
arrangements, as stock owner and as the 100% shareholder of CNH, to promote 
efficiency and value for money within the operation of the landlord service. 
Service based efficiencies are not therefore a consideration within this appraisal 
report. It is focused on the financial differences between retaining an ALMO or 
not. 

3. Current Costs 

3.1. Charnwood Neighbourhood Housing  

CNH receives a management fee from Charnwood Borough Council. This fee is 
financed from the HRA - £9.12m in the 2012/13 budget - for the management and 
maintenance of the council’s housing stock. In addition, the ALMO also receives 
income from the council for managing the housing capital programme, for 
providing some general fund services including Lifeline and in fees from third 
parties – again mainly in relation to lifeline 

 
 
 
 
 
Table 1: Charnwood Neighbourhood Housing Management Fee Income 
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 Budget 2012/13 £000 
HRA 9,121
Capital Programme fees 449
General Fund 117
Third Party 218
Other (court fees/insurance recovered) 41
Total Income 9,946

 
In previous, years, the ALMO incurred a significant overspend and as a result has 
a deficit balance. Table 2 shows the planned budget trajectory to take the ALMO 
back into surplus. 

Table 2: Charnwood Neighbourhood Housing 3 year budget forecast 

CNH 3 Year Recovery Forecast Outturn Reforecast Projection Projection    

£'000's 2010/11 2011/12 2012/13 2013/14    

 Previous Year 1 Year 2 Year 3    

Income as reported  10,690 9,962 9,946 9,945
Cavity Wall Project  (641)    
Change Management Support (150)    
Proposed reduction in 
Management Fee    (500)
Income (like with like) 9,899 9,962 9,946 9,445
Materials & Sub Contractors 1,500 1,658 1,717  
DLO – Labour 1,910 1,323 1,383  
DLO – Other 844 1,101 710  
Total Direct Labour Organisation 4,254 4,081 3,809 3,755
Asset Management 207 352 501 500
Total Repairs and Asset 
Management 4,461 4,434 4,310 4,255
Housing Operations 2,639 2,367 2,338 2,350
Corporate Services 463 700 705 700
Corporate Support 1,727 1,896 1,882 1,880
Total Costs 9,290 9,397 9,235 9,185
     
Operating Surplus 609 565 711 260
     
Restructure Provision 916 175 0 0
     
Surplus / (Deficit) in Year (307) 390 711 260
     
Surplus / (Deficit) Brought 
Forward (1,004) (1,311) (921) (210)
     
Surplus / (Deficit) Carried 
Forward (1,311) (921) (210) 50

 

      Page 7         Charnwood Borough Council 
 Financial evaluation of future options to manage the Council’s housing stock 

 
 
 
 

62



FINAL REPORT – MAY 2012  
 
 

The table shows that the ALMO is budgeting to make a £711k surplus in 2012/13 
which will reduce the cumulative deficit to £210k. If the ALMO continued on this 
trajectory, it is proposed to reduce the management fee by £500k in 2013/14 and 
achieve a small surplus. However, in terms of this analysis, this £500k saving 
could happen under either option so is not considered.  

The costs of CNH are mainly staff and service level agreements (SLA’s) with the 
Council and some external contracts (e.g. gas servicing) along with a small 
element of general expenditure on office costs, transport and other bought in 
services. The repairs and maintenance service is provided by the in-house team.  
A detailed costs analysis exercise has been undertaken by the ALMO as part of 
their HouseMark benchmarking activity. The breakdown of costs for the 2012/13 
budget is shown in table 3. 

Table 3: Charnwood Neighbourhood Housing 2012/13 budgeted Expenditure 
 
  Employee 

costs 
Non-pay costs 

 
Total costs 

Major works 342,996 45,437 388,403
Cyclical works 521,264 1,241,456 1,762,720
Responsive repairs 884,558 595,586 1,480,144
Void works 654,129 382,679 1,036,807
Housing management 797,378 274,181 1071,558
Supported housing 
and SP 583,236 109,396 692,632
Other (incl. Lifeline) 236,253 734,697 970,950
Total Direct costs 4,019,783 3,383,432 7,403,215
Offices 5,393 262,079 267,472
ICT 7,440 329,534 336,974
Finance and 
performance 198,750 82,864 312,558
Central overheads 390,167 439,876 861,290
Total Overheads 601,751 1,114,353 1,778,294
Total Costs 4,621,534 4,497,785 9,119,3191

 
As can be seen from this analysis, the majority of costs are frontline. Overheads 
amount to 19.5% of total costs. 

3.2. Housing Revenue Account 

The HRA is charged with the management fee from CNH. However, it also 
retains a number of other budget areas as shown in table 4. 
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Table 4: Charnwood HRA expenditure budget 2012/13 
 
Budget Areas HRA charge Gen fund 

recharge 
 

Net HRA cost 

CNH Management charge 9,121,800 0 9,121,800
HRA Corp man recharge 33,200 0 33,200
HRA Council house sales 30,500 (2,600) 27,900
HRA Housing Needs 
Service Unit (SU) 580,300 (295,900) 284,400
HRA Housing research 
and development SU 331,600 0 331,600
HRA HMS Admin SU 252,100 0 252,100
HRA Housing 
Management SU 275,700 0 275,500

 

The management of the HRA is retained by the council including developing the 
business plan and making recommendations to council on levels of rent and 
service charges. The detail behind these budgets is discussed in section 4.3. 

4. Approach 

4.1. Comparing costs of maintaining Charnwood Neighbourhood 
Housing against bringing the service back in-house 

In our approach to assessing the potential differences to the current costs and 
those if the service was provided in-house we have considered three main areas: 
 

• Service Level Agreements (SLAs) - where the council provides services 
to the ALMO under SLAs. 

• Current duplication of services by the Council and ALMO – where 
services are provided by both the council and the ALMO as a result of 
the existence of two organisations. 

• The corporate and governance costs of running an ALMO – the costs of 
having a separate entity managing the stock. 

 
4.2. Service Level Agreements  

Before ALMOs were formed, SLA’s, or corporate and support recharges were 
and are made to the HRA, for a variety of support and direct services. Where 
applicable these were adopted by the ALMO via a written agreement which laid 
out performance expectations and the cost of each service. Over a period of time 
when assessing value for money, many ALMOs have market tested these SLAs.  
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In our experience we have found that some SLAs have been cancelled by 
ALMOs with the residual costs falling back onto the HRA or General Fund. An 
example of this could be Internal Audit, where the ALMO has chosen to use an 
external firm rather than the Council’s service, the General Fund then being faced 
with costs no longer chargeable to the ALMO. If a service were brought back in-
house the contract, in this example, would be terminated as the ALMO would no 
longer exist and the Council could reinstate its own internal audit service at 
charge to the HRA. This could create a saving to either the HRA or General 
Fund, depending on where the unallocated cost previously was accounted for. 
Where this has happened at CNH the potential for savings to the General Fund is 
discussed later in this report. 
 
The SLA’s have been reviewed and a full list is shown at Appendix A. Of the 
original SLA’s in place in 2007/08 when CNH was formed:  
 

• 3 have changed in nature: the contact centre is now staffed using, in 
part, ALMO staff; the accountancy recharge now only covers support for 
HRA accounting; and HR is largely done by the ALMO.  

 
• 7 have been cancelled and the work undertaken by the ALMO. These 

are 
o Income collection services including cashiers 
o Payments and central purchasing 
o SIRS finance team  
o Fleet cleaning 
o Performance and internal audit 
o Legal 
o Health and safety (community safety); and  
o Consultation and communication services (marketing and  comms) 

 
Of these, internal audit is now bought in from an external provider. 
 
Should the ALMO be brought back in-house the above services would continue to 
be charged to the HRA, and bought in internally or externally. However where the 
services are currently provided in-house and there is an internal service in the 
council, as stated above, savings might be generated from the re-integration of 
the services. This applies to 
  

• Income collection (10.81FTE) 
• Payments and central purchasing (1FTE) 
• Performance and internal audit (1 FTE plus internal audit charge) 
• Legal (externally purchased - £19k) 
• Health and Safety (2 FTE) 
• Consultation and communication services (4FTE) 
• Human Resources (2FTE) and 
• Finance (6FTE) 
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These functions and the CNH staff undertaking these functions could be 
integrated into the current council sections providing the service. However, there 
is duplication in management grades in income collection, customer engagement 
and finance where the council has existing management structures in place for 
these services and these posts may not therefore be needed on re-integration. 
Some of the monies saved from the reduction of the service by the 3 managers 
posts could still be required to fund supervision of the staff transferred. There 
could therefore be a potential cost saving of at least two posts to the HRA - £82k 
up to £102k if the costs of 2.5 FTE were removed. 

In addition the separate internal audit contract would not be required. Depending 
on the availability of resources in the Council’s internal audit function, this could 
deliver saving of between £0 and £19k. 

This gives a total saving from SLAs of between £82k and £121k. 

4.3. Duplication of Services 

For this analysis, we are looking for evidence that demonstrates that the same 
support or direct service is being duplicated by both the Council and the ALMO 
and where such duplication might be avoided if the service was taken in-house. 
As identified in the section on the HRA retained costs above, the HRA is charged 
by the council in a number of areas outside of the management fee. These are 
shown in the following table along with any potential areas of duplication 
 
Area Potential duplication 
HRA Corp man recharge Senior management charges to the 

HRA discussed later 
HRA Council house sales No duplication 
HRA Housing Needs 
Service Unit (SU) 

Allocations activity is undertaken by the 
Council and charged to the HRA. No 
overlap 

HRA Housing research 
and development SU 

Potential overlap in research activity but 
little included in the ALMO budget. This 
budget includes the client side 
monitoring of the ALMO 

HRA HMS Admin SU Maintenance of the housing 
management system charged directly to 
the HRA. 

HRA Housing 
Management SU 

Includes admin support to functions 
above.  

  
A number of areas have been looked at for potential duplication. No duplication 
was found in allocations, lettings or homelessness. The capital programme is 
maintained by the council but managed by the ALMO. An appropriate recharge is 
made by the ALMO to the Council for this and no obvious duplication found.  
The contact centre is staffed by employees of the ALMO and the council. In 
addition to the staffing costs, the ALMO receives a recharge of £34k. No detailed 
work has been done on any potential savings that might occur from bringing 

      Page 11         Charnwood Borough Council 
 Financial evaluation of future options to manage the Council’s housing stock 

 
 
 
 

66



FINAL REPORT – MAY 2012  
 
 

together these two teams at this stage as this could be done whether there was 
an ALMO or not. 
 
Support services, which are mainly subject to SLA’s, have already been analysed 
in the previous section. However, there are a number of areas where there is 
potential duplication of effort. 
 
The finance function of the ALMO consists of 4 fte posts including a finance 
manager. The council also recharges the ALMO £36k under an SLA for 
accountancy services mainly covering the use of the finance system and the HRA 
receives recharges from accountancy staff of £26k into the service units above. 
This includes rent and HRA accounting. If the function were brought in house, it is 
estimated this could save at least one fte post costing £28k and perhaps two 
costing £53k depending on the structure that was implemented. 
 
The ALMO structure includes a performance monitoring function. This role is also 
undertaken by the Council and so duplicated. If the service were brought in 
house, this could save £30k. 
 
The ALMO includes a marketing and communications function that is also 
duplicated by the council. If the service were brought in house it is estimated that 
this could save 0.5fte amounting to £12k. 
 
The ALMO spends £165k on HR which includes employing two staff at a cost of 
£64k, an external training budget of £60k plus other HR related expenditure. If 
training is excluded the cost of HR is £105k. The council purchases its HR 
function from Leicestershire County Council. The council spends £220k on HR 
covering 400 employees. If the ALMO were brought in house and the council 
extended its HR contract with the County Council, this would cost £82k pro rata to 
the number of employees (148.5 full time equivalents as per CNH’s structure 
chart). It may be possible to glean further economies of scale, particularly around 
the training budget and these are estimated at £20k. This would generate a net 
saving to the HRA of £43k. 
 
Potential savings of £113k – £138k could be achieved from removing duplication.  

4.4. Corporate and Governance costs of the ALMO 

There are two main factors that have to be considered when analysing the cost 
implications of having a separate company managing a service. 
  
• The Council must have in place officers responsible for monitoring 

performance and undertaking the client function.  

• The management company, CNH in this instance, must have in place a 
complete management structure, board and its own internal performance 
monitoring arrangements.  
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Therefore there will be additional costs falling on the HRA for these factors, when 
comparing against providing an in-house service. 
 
 
Performance Monitoring  
 
The housing section of the council performs the ‘client role’ for the Council in 
monitoring the performance of the ALMO. This is at a cost to the HRA of £40k. 
This function would not be needed if the ALMO were brought back in house so 
there is therefore a potential saving of £40k. 
 
Senior Management Structures 
 
The 2012/13 ALMO budget identifies the senior CNH management structure as 
follows: 

• Chief Executive  
• Assistant Director of Finance and Performance 
• Assistant Director of Repairs and Investment; 
• Assistant Director of Corporate Services  
• Assistant Director of Housing 

In looking at potential savings in this area, there must be a clear balance between 
streamlining the current structure and preserving the strategic capacity of the 
service.  With this in mind, two estimates of the savings potential have been 
made which represent the ‘minimum’ and ‘maximum’ changes which might be 
brought about in this structure if the service was brought in-house.  

The two estimates have been developed as follows. 
 
Option 1 is less far-reaching with a reduction of one post within the senior 
management team and the Chief Executive and three senior managers’ posts re-
evaluated in line with the Council’s grades for posts at this level. 
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Savings could be made in respect of the following: 
 
• Instead of the ALMO chief executive role there would be a new post of Head 

of Housing Management created in line with the Council’s structure (JNC 
grade C) and reporting to the Strategic Director – Housing, Planning, 
Regeneration & Regulatory Services.  

• Instead of the current Assistant Director of Properties and Investment a new 
post of Repairs & Maintenance Manager created at PO2 grade-   Responsible 
for the delivery of both capital and reactive repairs. 

• Instead of the existing assistant director of housing post a Tenancy Manager 
would be created at PO grade – Responsible for all tenancy matters, income 
collection and arrears and focusing entirely on service delivery. 

• There would not be a need to have an Assistant Director of Corporate 
Services post. 

• Instead of the current Assistant Director of Finance and Performance a new 
post of Resources Manager created responsible for ensuring the collection 
and monitoring of performance data, initiate corrective action where standards 
are not satisfactory, together with responsibility for Leasehold Management, 
and managing operational, services, capital budgets, producing accounts and 
maintaining and reporting on client accounts. 
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Together these changes generate savings of £187k 
 
Option 2 would involve a more fundamental recasting of the Service and reduce 
the number of managers more radically than Option 1 above.  
 
The principle here would be that all back office functions are carried out by teams 
within the Council’s structure.  In broad terms, it would involve reducing the 
number of managers reporting to the Head of Housing to two, with Team Leaders 
reporting to those Managers.  
 

            
 
In line with option 1 but taking into account a more streamlined top tier the total 
potential savings are in the region of £287k.  
 
Management structures below head of assistant director level 
 
If the service was brought back in-house and the senior management structures 
changed, this would be likely to have a knock-on impact into the tiers of 
management below assistant director level. 
 
It is very difficult to estimate the implications of such a change on service heads 
and team leaders without undertaking a fundamental analysis of posts and roles. 
The various teams within CNH have different roles, specialisms and the 
managers of these services are all remunerated differently.  
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that this is consistent with the rest of the council. There may be opportunities for 
rationalisation of grading but it would be very difficult to estimate the possible 
implications of such an approach without additional work. 

ALMO governance 

CNH has a management board of 13 members and two sub-committees – audit 
committee and property and investment committee. To service the Board 
effectively, costs of £88k per annum are incurred. 2 members of staff account for 
£54k with the balance made up of insurance, training, appraisal, transport and 
servicing of meetings. Therefore if an equivalent housing management service 
without its own board were to be delivered in-house, subject to the establishment 
of suitable council scrutiny arrangements, there might be a reduction of the cost 
up to £88k.  

However, Charnwood Borough Council have indicated that should the service be 
brought back in house then separate governance arrangements will be put in 
place for the housing service. These structures will require servicing and incur 
costs as a result not all these costs will reduce. A reduction in one member of 
staff and the removal of board member remuneration (£30k) may be possible 
depending on the actual governance structures used.  

As CNH is a company limited by guarantee with a sizeable turnover, there is a 
requirement to have its accounts externally audited. Currently the cost to CNH for 
this service is in the region of £22k pa. A management service delivered in-house 
would not have this requirement. 
 
Other consequential cost savings and contingency 
 
In addition to the potential savings identified above, the ALMO budget also 
includes a provision of £100k for agency staff. This relates to staff employed by 
the ALMO to review the repairs and maintenance function. This does not appear 
to be required in future but is shown in the ALMO budget for future years. 
 
If the ALMO is brought back in house, there would be significant change to 
structures, it seem prudent to set aside money to plug any gaps that may emerge 
as the structures develop. Therefore, we propose that the £100k is retained to be 
used for this purpose so no net saving is proposed.  

5. Analysing and Implications of the Options 

We have summarised the financial implications of the two options by drawing 
together the areas set out in detail above. 

5.1. Option 1: Maintaining Charnwood Neighbourhood Housing 

Work has been undertaken on the long term business plan for the HRA under 
self-financing. It is clear that efficiencies in service operations will be required to 
assist in delivering sustained investment. 
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Consideration should be given to the method through which efficiencies might be 
delivered through the current management agreement arrangements. The council 
has a number of levers via the agreement and Delivery Plan in order to target 
service improvements and value for money within CNH 
 

• The council can control the management fee through the negotiation 
process 

• The CNH delivery and hence resources plan is required to be approved 
by the council annually 

• There is scope within the management agreement to require CNH to 
make contributions to wider corporate and strategic services 

• There is scope to require the agreement to be subject to the satisfactory 
delivery of any aspect of the service 

• There is scope to vary the management agreement to gain greater 
efficiencies between the two organisations.  

In summary, the council is able to enforce the delivery of service efficiencies in a 
number of ways. There are precedents being established in other authorities 
where councils are extending management agreements subject to the ALMO 
delivering on specific priorities. 
 
There may be advantages to the council requiring the ALMO to make efficiencies 
in this way as the responsibility and accountability for delivering efficiencies would 
be delegated to the CNH board and therefore not involve the council directly in 
potentially complex and time consuming service efficiency negotiations. 
 
In addition, as we have identified, there could be scope to review the delivery of 
back office support or the management structure to allow for efficiency savings or 
to explore the duplication of services as identified. Any cost efficiencies would 
improve the viability of the business plan. 
 

5.2. Option 2: Bringing the landlord service back in-house 

The following details the potential cost changes arising from bringing the whole 
service in-house. These would be on-going revenue savings. 

 
 
 
 
 
Table 5: Potential Reductions in costs for an In-House Service (per annum 
savings) 

Area Detail Potential Amount 
Service Level 
Agreements 

Saving on management costs 
from the re-integration of 

£82k - £121k
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services 
Duplication of Service  Finance, performance, 

marketing, HR 
£113k - £138k

Councils Client Function Monitoring the ALMO’s 
performance 

£40k

Senior Management Reduction and re-designation 
of the senior posts and their 
support staff. 

£187k - £287k

ALMO Governance Change in governance 
structures 

£30k

ALMO Compliance No need for external audit £22k
Total  £474k - £638k

 

5.3. One-Off Cost and Income 

Conversely, there would be a need to incur one-off costs in order to transfer the 
service back into the council. The areas we have identified are as follows. 
 

• Potential redundancies of staff 
• Legal fees for closure of the management agreement and company, 

including administration of TUPE to transfer staff back to the Council 
from CNH 

• Infrastructure costs associated with harmonisation of support services 
• Publicity and branding changes 
• Potential costs of re - harmonisation of staff terms and conditions 

 
The issues are considered below:- 

Staff redundancy costs for the staff identified would depend on the grades, length 
of service and other specific issues. It is not possible to identify these accurately 
without identifying the potential posts and people concerned. It is possible to 
provide broad estimates in terms of the ‘order of costs’ potentially involved 
making assumptions about pay, length of service and average age of the 
employee. The one-off costs equate to around 60% of the salary and on-costs 
incurred annually – for example for every £100k of salary and on-costs, we could 
expect the redundancy costs for the average post-holder to be £60k. This could 
therefore amount to £253k – £328k  

The council and ALMO would incur legal fees for the closure of the company and 
TUPE arrangements for staff to the council. Legal advice would primarily be to 
the council but there would be a need for specific advice to ALMO board 
members to protect their interest as individual after the closure of the company. 
Experience at Hillingdon and Rotherham councils suggests that these costs could 
be in the region of £25k - 50k. 
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The costs of re-harmonising systems such as financial systems, IT systems for 
support for staff in CNH (for example PC and windows based issues). CNH has 
since its inception used housing management and desk top applications provided 
under an SLA with the council. CNH has therefore not, in technology terms, 
moved from the equipment software and infrastructure bases used by the council. 
Therefore the costs in this are thought to be negligible. 

In addition there may be costs of publicity and branding changes from 
‘Charnwood Neighbourhood Housing’ to ‘Housing Services’ or equivalent. In 
discussion with officers, CBC have no plans for branding changes should the 
service be taken back in house however there will need to be some changes and 
an allowance of £15k to cover any publicity or additional help etc. that may be 
required to facilitate the change. 

Further work would be required to assess the impact of any harmonisation of 
terms and conditions. It is not envisaged that the cost of this will be significant as 
there are no known major departures from the CBC terms and conditions. 

5.4. Impact on the General Fund 

Impacts on General Fund are mainly as a result of the changes to the nature of 
the relationship with the housing service should CNH cease to exist as a separate 
organisation. The current charging for services to the HRA, and consequential 
income to General Fund, would need to change to reflect the new way of 
managing the housing service and revised organisational structure. The following 
have been identified as areas where there are potential costs and efficiencies 
which could be derived for General Fund. 

Table 6: Potential Cost Increases and Reductions in General Fund of bringing the 
service back in-house 

Area Amount 
 

Comment 

Costs of strategic financial 
and operational 
management of the service  

£187k-£287k 
Decrease 

Allowance made for this cost 
within the HRA. If there is no cost 
increase due to additional 
staffing as a result of the 
changes then General Fund will 
have additional income to offset 
existing costs. 

Internal Audit services £19k 
Decrease 

As above. 

Potential Reduction in 
General Fund Costs 

£206k – 
£306k 

Decrease 

 

   
As the arrangements mature there may be further opportunities to drive out 
efficiencies particularly from back office services which might have 
complementary savings to General Fund. 
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Appendix A: Service Level Agreements 

Service Level Agreements Charnwood Neighbourhood Housing  
 
 
     
Original SLA Areas Covered Current 

Status 
Original 
Value 
2007/8 

Budget 
2012/13 

Comments 

   £ £  
CSU-Operations Computer services Active 124,500 127,900 Still use CBC computer 

systems 
CSU-Admin Service Computer services Active 43,800 47,900 As above 
Contact Centre Service Oversight of contact centre Changed 190,200 33,800 ALMO now has own contact 

centre staff. 
Customer Service Centre Reception recharge Active 78,000 74,500  
Income Service Income collection Stopped 66,900 Now undertaken by ALMO 
Cashiers Service Cash handling Stopped 26,700 Now undertaken by ALMO 
Payments Service Council payment facilities Stopped 33,900 Now undertaken by ALMO 
Payroll Service Running payroll Active 39,600 20,000  
Accountancy Service Advice, accounting system Changed 124,500 36,000 Mainly done by the ALMO 
SIRS Finance Team SIRS finance system Stopped 134,100 Depot based admin staff 

taken in to the ALMO and 
then restructured 

Central Purchasing Team Central purchasing team Stopped 23,100 Now undertaken by ALMO 
Cleansing (Fleet Management) Cleaning Stopped 16,500 Now undertaken by ALMO 
Grounds Maintenance Service Grounds maintenance Active 261,300 209,300  
HR Service Full HR service Changed 136,500 7,000 Now provided by the ALMO 
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Insurance O/hd Insurance recharge Active 28,500 13,700  
Perf & Int Audit Service Internal audit and 

performance monitoring 
Stopped 
 

71,700 Now undertaken by ALMO 

Legal Service Legal Stopped 116,400 Now undertaken by ALMO 
Central Phones Use of corporate phone 

system 
Active 17,100 17,800  

Community Safety (H&S) Health and safety Stopped 9,000 Now undertaken by ALMO 
Consltn & Commtn Service Consultation and 

communications 
Stopped 21,000 Now undertaken by ALMO 

Limehurst Depot Accommodation Active 256,090 101,900  
Southfields Depot Accommodation Active 89,400 92,800  
Engineers recharge  Active 95,100 58,300  
    
Central phones (specific)  Active 50,000  
Printing contract  Active 32,500  
Environmental contract  Active 14,000  
    
Total Value   2,003,890 937,400  
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A better way of working 2

Open Communities can confirm that, from an independent perspective, a robust 
options appraisal process has taken place with tenants having a real involvement 
in shaping the process and it’s outcome. 
 
The independently administered Test of Opinion has identified a clearly preferred 
option from tenants’ perspective. 
 
The rate of tenants participating in the Test of Opinion was 29% which is a 
healthy rate for this type of Test of Opinion. 
 
The preferred option is Option 2 - Bring housing services back into direct 
Charnwood Borough Council control.  This option was supported by 75% of 
tenants taking part in the Test of Opinion. 
 
Charnwood Borough Council should use the Test of Opinion outcome as a key 
piece of evidence in making a decision regarding the future management of the 
housing service. 
 
Whichever option is chosen the Council should be aware of tenants priorities for 
the housing service and look to maintain the positive aspects of current service 
delivery whilst making improvements where possible. 
 
Involved tenants have made a meaningful contribution to the options appraisal 
and should continue to be involved in shaping the future delivery of the housing 
service in Charnwood. 

Open Communities was appointed by Charnwood Borough Council to act as 
Independent Tenants advisor through the options appraisal project. 
 
Open Communities is an accredited, independent training and advisory agency 
which specialises in developing resident involvement within social housing and 
regeneration proposals. 
 
We are vastly experienced as Independent Tenant Advisors having worked on 
over 40 separate assignments.  This work has included working in most of the 
major urban areas of England, Wales and Scotland as well as on many smaller 
and more rural projects. 
 
With direct relevance to this assignment we had previously acted as ITA on a 
number of projects where ALMOs have been reviewed with a variety of 
outcomes.  These include Warrington Borough Council, South Lakeland District 
Council, London Boroughs of Islington and Hillingdon and Stevenage Borough 
Council.  
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The Open Communities ITA team was led by Jamie Martin BA (Hons) CIHCM, 
supported by Independent Financial Analyst Rob Mallett BA (Hons) FCA. 
 

Open Communities role as ITA has been to enable tenants to make informed 
choices about their housing futures.  The organisation is completely independent 
and we have offered all tenants and leaseholders objective and impartial advice 
based upon relevant information. 
 

  

Open Communities worked alongside a Tenant Project Group of involved tenants 
and leaseholders throughout the project.  We facilitated a series of eight relevant 
meetings, guiding the Tenant Project Group through the Options Appraisal 
process and building their capacity with information and training sessions.  The 
meetings were held independently of both Charnwood Borough Council and 
Charnwood Neighbourhood Housing.  The Tenant Project Group also agreed the 
consultation strategy and content of newsletters and other publicity materials 
issued by the ITA. 
 
We guided the Tenant Project Group systematically through the options appraisal 
and arranged for presentations by ConsultCIH, the Council’s consultant as well 
as Rob Mallett, Open Communities’ Independent Financial Analyst. 
 
Tenant Project Group Meetings were well attended with 19 individual tenants and 
leaseholders participating with an average attendance of 12. 
 
Sessions included: 
 

� Agreeing the consultation strategy 
� Identifying the possible options 
� Agreeing tenants priorities 
� Housing Finance and ‘self-financing’ 
� Reviewing ConsultCIH findings 
� Reviewing the options 
� Agreeing the Consultation 
� Preparing for the Test of Opinion 
� Reviewing the financial information presented by ConsultCIH 

 
The Tenant Project Group sessions reflected the information presented to the 
Project Board, with some of the information being presented to Tenant Project 
Group prior to Project Board. 

79



                                                         

A better way of working 4

 
Open Communities can confirm that the Tenant Project Group have had all 
relevant information upon which the appraisal has been based. 

At the initial meeting with the Tenant Project Board concerns were raised about 
the process, the appointment of Open Communities and the role of the Council. 
 
Whilst these initial concerns were dealt with in terms of Open Communities 
independence, the majority of the Tenant Project Group continued to have 
concerns with the options appraisal process. 
 
The Tenant Project Group were formed from tenants involved in Charnwood 
Neighbourhood Housing (CNH) involvement structures and were keen to protect 
the elements of the service they viewed as having been improved by CNH. 
 
The Tenant Project Group attended meetings voluntarily and acted objectively 
during meetings with the ITA. 
 
However, a number of issues were raised through CNH which raised concerns 
regarding their objectivity to represent the views of the wider body of tenants. 
 
It is important whichever option is eventually selected by the Council that efforts 
are made to continue to involve tenants who have made a real commitment to 
improving housing services as they provide a valuable resource.  
 

The Tenant Project Group participated in an exercise to determine their priorities 
for the future of the housing service, these were identified as: 

 
All homes improved to a decent standard from a tenant’s perspective 
 
A quality repairs and maintenance system that aims to get jobs done first time 
 
Services for vulnerable and special needs including young and older tenants 
 
Affordable rents and service charges including clear information 
 
Good Communications to tenants and listening and responding to deliver tenant 
focused services  
 
Tenants’ rights including security of tenure 
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Employ, recruit and train high quality staff, organised to effectively deliver 
services 
 
Aiming to continually improve and deliver excellent services fairly including: 
 

� Repairs & maintenance 
� Allocation & voids 
� Anti social behaviour 
� Collecting rent 
� Info & communication 
� Involvement 
� Estate management 

 

 
Effective estate management and high quality environment around homes 
 
The ability to address housing needs and fairness to those requiring housing 
 
Contribution to the Council’s wider goals 
 
These priorities were presented to the Project Board to be factored in to the 
appraisal process. 

Jamie Martin, lead ITA, attended Project Board meetings ensuring tenants and 
residents interests were represented from an independent perspective. 
 

 
Our Independent Financial Analyst appraised ConsultCIH’s assumptions and 
findings to reassure tenants of fairness and balance in information provided. 
 

An initial newsletter (appended) was issued to all tenants and leaseholders 
raising awareness of the options appraisal, promoting the role of the ITA and 
explaining the next steps culminating in the Test of Opinion. 
 

Posters were issued to the Tenant Project Group and CNH officers for siting at 
appropriate places, such as on community notice boards.  (Appended) 
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A briefing was issued to Charnwood Neighbourhood Housing to disseminate at 
the wardens’ meeting to inform wardens about the process and to assist them to 
address queries from tenants with whom they have contact.  

Throughout the appraisal a confidential freephone service was offered to tenants 
and leaseholders.  Exclusive of those taking part in the Test of Opinion by phone, 
there were 44 calls received. 
 
Whilst these calls are confidential, their nature varied but typically covered issues 
like priorities for the future of the housing service;  opinions on the current 
landlord;  questions regarding how housing is financed; and individual queries. 
 
One query was raised as a formal complaint to Charnwood Neighbourhood 
Housing and subsequently dealt with through their complaints procedure. 
 

 
In order to give tenants and leaseholders the opportunity to find out more, Open 
Communities undertook a large scale door knocking exercise across housing in 
the Borough.  Open Communities staff knocked on doors, explaining the options 
appraisal process and discussing the Test of Opinion and background evidence 
where a response was achieved.  This part of the consultation was accompanied 
by a second newsletter (appended) outlining the selected options and explaining 
their advantages and disadvantages. 
 
During this phase of the consultation Open Communities staff spoke to 1373 
tenants on the doorstep, with a further 2894 newsletters being hand delivered 
and 1402 being posted to tenants in rural areas and inaccessible properties.  This 
total figure of 5669 refers to the number of properties and is different to the Test 
of Opinion figure as the Test of Opinion was sent to tenants including joint 
tenants. 
 

In addition to a leaseholder representative participating on the Tenant Project 
Group, it was agreed that leaseholders be involved in the door knocking exercise 
so that they could be given the opportunity to participate.  Leaseholders views 
were also taken as part of the Test of Opinion and listed separately.  
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The initial report produced by ConsultCIH included all potential options available 
to the Council.  These initial options were evaluated using a scoring matrix which 
incorporated the tenants priorities listed above. 
 
The options identified for the Test of Opinion were: 
 
 Option 1 - Continue with the current arrangement where Charnwood 
Neighbourhood housing (CNH) manages properties as an Arm's Length 
Management Organisation 
 
Option 2 - Bring housing services back into direct Charnwood Borough Council 
control 

After identifying options to consult the wider body of tenants upon we conducted 
a confidential Test of Opinion. The Test of Opinion form is appended.  The 
purpose of the Test of Opinion was to seek tenants and leaseholders views to 
inform the Council’s ultimate decision in the future.  Tenants and leaseholders 
were offered phone and Email responses as well as postal returns via a freepost 
envelope.  
 
A total 2007 people responded (1953 tenants and 54 leaseholders) of which 39 
were by phone, 25 by email and the vast majority by post.  15 forms were 
returned undelivered. 
 
The Test of Opinion was sent to all tenants including joint tenants so that each 
individual tenant had the opportunity cast a view. 
 
The Tenant Project Group originally requested an external verification of the 
outcome but subsequently decided that this was not necessary. 
  

Tenants: 
  
Papers sent:  6835 
Returned undelivered:  11 
Returned:  1953 (29%) 
  
Spoilt Papers: 10 (1%) 
 
Option 1 - Continue with the current arrangement where Charnwood 
Neighbourhood housing (CNH) manages properties as an Arm's Length 
Management Organisation  473 (24%) 
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Option 2 - Bring housing services back into direct Charnwood Borough Council 
control 1470 (75%) 
  
Leaseholders: 
  
Papers sent:  315 
Returned Undelivered:  4 
Returned:  54 (17%) 
  
Spoilt Papers 0 
 
Option 1 -  20  (37%) 
Option 2 -  34 (63%) 
 
A letter was sent informing tenants and leaseholders of the above outcomes 
(appended). 
 

Charnwood Borough Council should use the Test of Opinion outcome as a key 
piece of evidence in making a decision regarding the future management of the 
housing service. 
 
Whichever option is chosen the Council should be aware of tenants priorities for 
the housing service and look to maintain the positive aspects of current service 
delivery whilst making improvements where possible. 
 
Involved tenants have made a meaningful contribution to the options appraisal 
and should continue to be involved in shaping the future delivery of the housing 
service in Charnwood. 
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	CABINET – 7TH JUNE 2012
	Report of the Chief Executive
	Lead Member: Councillor J Hunt
	Part A
	ITEM 11 HOUSING OPTIONS REVIEW
	Purpose of Report
	To advise Cabinet of the work of the Housing Options Appraisal Project Board and recommend an option for the future delivery of the management of the Council’s housing stock.
	Recommendations
	1. That the option to bring the management of the housing stock back within the Council’s direct control is approved. 
	2. That delegated authority be given to the Council’s Representative, in consultation with the lead member, to develop a transition plan in respect of the changes required.
	3. That the changeover take place as soon as is practicable to reduce uncertainty, subject to recommendation 2 above, and that delegated authority be given to the Council’s Representative, in consultation with the lead member, to give notice to terminate the existing management agreement with Charnwood Neighbourhood Housing Ltd. on an appropriate date.
	4. That officers are authorised to work with Charnwood Neighbourhood Housing Ltd’s board members and staff to take all necessary steps to return services to the Council, and then take appropriate measures to deal with the ALMO Company.
	5. That officers are authorised to review contracts entered into by Charnwood Neighbourhood Housing Ltd. and that the Head of Strategic Support be given delegated authority to seek to terminate, novate or otherwise transfer to the Council those required for ongoing service delivery.
	6. That subject to recommendation 4 above, officers be authorised to consult with Charnwood Neighbourhood Housing Ltd’s staff and to take all other steps to comply with the Transfer of Undertakings [Protection of Employment] Regulations 2006.
	7. That the engagement of tenants in the management of the stock continues to be a priority for the Council, and that the Strategic Director of Housing, Planning and Regeneration and Regulatory Services be given delegated authority to establish and appoint a Housing Management Advisory Board or similar within the Council’s governance system and constitutional requirements.
	8. That the Chief Financial Officer be given delegated authority to make necessary virements between Council budgets, and that the Chief Executive be given delegated authority to make any other changes to operational or management arrangements as necessary.
	9. That the organisational and management structures for the housing landlord service be brought back to a future Cabinet meeting for approval. 
	Reasons
	1. The options appraisal process has identified this option as the most effective way to deliver the Council’s housing service, and reflects the views of tenants as expressed in the Test of Opinion survey.
	2. To ensure that there is no detriment to tenants in service delivery during the changeover process.
	3. To enable the management agreement to be terminated once the transition plan has been devised.
	4. To give officers the necessary delegations to work with CNH staff to ensure a smooth transition is in place.
	5. To comply with contract rules and ensure continuation of services for tenants. 
	6. To enable the TUPE process to start in collaboration with CNH staff.
	7. To reflect the corporate plan commitments to put residents at the heart of services, and build on the existing tenants engagement networks that have been successfully developed by Charnwood Neighbourhood Housing.
	8. To enable the relevant officers to implement the changes required by  the transition process.
	9. The Council’s constitution requires restructures involving more than 5 posts to be brought before members for approval. 
	Policy Justification and Previous Decisions
	The Council currently has a Management Agreement in place with Charnwood Neighbourhood Housing Ltd. (CNH), an Arms Length Management Organisation (ALMO), which is wholly owned by the Council, and delivers landlord management services for the Council housing stock. The ALMO was established following a mandatory stock options appraisal which was undertaken in 2005 in accordance with Government requirements, and considered by Council on 31st May 2005 (minute reference 5).  As a consequence a bid was made to be included onto the ALMO programme to access Decent Homes funding, and the Council was accepted into Round 6 of that programme. 
	The agreement between the Council and CNH commenced in December 2007 and is for a period of 10 years with a 5 year review, which is activated in June 2012. An options appraisal has been undertaken to consider if continuing with the Arms Length arrangements is still the most effective way of managing the stock in light of the changes to housing finance that have taken place since the ALMO went live.
	One of the Council’s ambitions as outlined in the Corporate Plan is to improve the quality of peoples’ homes, and to improve the standards of the housing stock through the housing investment programme. The quality of life in the priority neighbourhoods and the effective delivery of services will also be assisted through the programme of investment into Council housing. In February 2012 Cabinet approved a Housing Business Plan which has been produced in response to the changing financial model for housing management, therefore the management arrangements have been reviewed in light of these changes.  
	Implementation Timetable including Future Decisions and Scrutiny
	A Project Board was established in September 2011 to consider the model of management of the housing stock and to appraise which management model provides the Council with the most effective way to manage its stock.  The Board comprised of the Chief Executive, Lead and Support Members for Housing, and external independent consultants. The appraisal process did not consider within its remit the current provider, CNH, in relation to its performance or how it has delivered services to date. It also did not have within its scope the implementation of the outcome, therefore a number of  recommendations (2-6 above) are being made regarding the implementation process should the recommendation to bring the service within the Council’s direct control be agreed.  
	Should all recommendations be agreed, this will allow the transition planning and implementation to be progressed swiftly in a controlled and thorough manner. It is suggested that a likely timescale for the change would be between 3 and 9 months.
	The Management Agreement termination clause requires the Council to give 6 months notice to terminate the arrangements with CNH , and also allows the notice to be extended to an appropriate timescale should the necessary arrangements for the transfer of services not be completed within that notice period. 
	Any changes in the organisation structure are likely to require Cabinet approval, and will also be subject to the usual consultation process. Once the transition plan has been agreed and the structure designed, this will be the subject of a future Cabinet report. 
	The Council’s Constitution (Part 3, section 3.6) currently allows the Cabinet to establish advisory bodies which include in their membership councillors and/or officers and/or representatives from partner organisations or the local community.  A Housing Management Advisory Board, or similar body, comprising councillors, officers and tenant representatives will be set up once the transition process is complete.  The Advisory Board would not have decision-making powers but would normally have significant influence in considering and advising on matters such as consultation activities relating to housing management services, tenant priorities and tenant bid funding streams, and would be used as a source of advice for decision-makers in cases such as the evaluation and selection of contract tender submissions/proposed service providers and setting service standards.
	If Cabinet is not minded to accept the recommendations, then the performance of the ALMO (CNH) will be subject to further review. 
	Financial Implications
	The financial appraisal has been undertaken by CIH (Consult) Ltd, an independent organisation with expertise in housing finance and undertaking option reviews.  An independent report was commissioned from CIH and this estimated that the level of potential revenue savings to the Housing Revenue Account (HRA), from bringing the housing management service back in-house would be in the range of £474k - £638k. This range is dependant on the approach to the strategic management of the service which would be taken within the Council, the rationalisation of support services currently delivered through Service Level Agreements’ and how the service duplications would be reorganised. 
	Offset against these efficiencies would be one-off costs associated with the transfer of the service back to the council. These are estimated to be £40k – £65k for legal fees, publicity, and the costs of integration of any additional work needed to assist with the change.  Redundancy costs are more difficult to forecast as it is dependant on the pay, length of service and age of employees subject to redundancy. The average is of the order of £60k for every £100k of pay costs. This gives a range of circa £253k to circa £328k. A more detailed evaluation would be necessary once the revised structures had been considered. These costs could be absorbed by the HRA balances in this and the next financial year, without having any direct impact on budgets for existing services. Item 09 on this agenda provides the provisional Outturn figures for 2011/12, which show that the Housing Revenue Account has a balance of £1,758k which gives scope to undertake any necessary changes and maintain the level of balances at above the target level of £110 per dwelling which equates to approximately £643k.  
	The current charging for services to the HRA, and consequential income to General Fund would need to change to reflect a new way of managing the housing service and revised organisational structure. This could potentially generate savings to General Fund through more efficient use of resources. This is dependant on absorbing the additional activity without increase in costs. The potential is between a £166k to £266k reduction in general fund costs depending on the approach taken to support service provision.
	Risk Management
	The risks associated with the decision Cabinet is asked to make and proposed actions to mitigate those risks are set out in the table below.
	Risk Identified 
	Likelihood 
	Impact 
	Risk Management Actions Planned 
	Transition is not managed properly and there is a decline in the services to tenants and leaseholders
	Possible
	Major
	Ensure there is a robust and agreed transition plan in place and that front line service delivery continuity remains a key priority. 
	Maintain effective communications with staff and tenants.
	Savings that have been anticipated do not materialise. 
	Unlikely
	Major
	The financial appraisal has identified a range of potential savings and the assumptions made are conservative, to enable the scope for the savings to be more achievable. There will need to be effective management of the transition plan, and the revised structures must reflect the conclusions made in the appraisal report. 
	Reputational damage as a result of major change, given that a number of tenants favour the ALMO management model. 
	Possible
	Major
	Ensure effective communication with tenants and maintain service delivery standards throughout the process. 
	Equality and Diversity Issues
	The overall HRA Business Plan considered equality and diversity issues as part of the plan. There are no specific proposals as part of this decision which impact on front line services directly at this stage. There will be some staffing implications once the revised structures have been designed, and an Equality Impact Assessment will be undertaken as part of that process. 
	Key Decision:   Yes
	Background Papers:  HRA Business Plan 2012 – 42
	Officers to contact:   Eileen Mallon (01509)634662
	eileen.mallon@charnwood.gov.uk
	Geoff Parker (01509 634600
	Geoff.parker@charnwood.gov.uk  
	Part B
	Background 
	1. Previous Government policy required all Local Authorities to undertake a stock options appraisal and this was completed by Charnwood Borough Council by July 2005. 
	2. The Council agreed, at its meeting on 31st May 2005, that an Arms Length Management Organisation (ALMO) would be its preferred option to deliver the Decent Homes Standard as required.  (Minute reference 5)
	3. The three options at that time were:
	 Retention of the stock and associated landlord functions – this required the Council to be able to fund all of the works necessary from its own resources to meet the standard
	 Transfer of the stock to a new or established Registered Social Landlord - this required a positive ballot from tenants
	 Set up an Arms Length Management Organisation – this option was only available to those Councils who could not fund decent homes work themselves.
	4. The Council submitted a bid to the Department of Communities and Local Government (DCLG) in July 2006 to obtain a place on Round 6 of the ALMO Bidding Programme. This was successful and an indicative allocation of £36 million was made. All ALMO funding allocations were subject to a 2 star inspection rating of landlord services.  At the time of the bid, the Council housing service had been inspected and received a zero star rating, with promising prospects for improvement.
	5. The ALMO, Charnwood Neighbourhood Housing, (CNH), went live in December 2007. 
	ALMO Management  Agreement
	6. In order to set up an ALMO, the Council was required to receive consent from the Secretary of State to appoint an organisation to exercise its Housing Management functions, in accordance with Section 27 of the Housing Act 1985.
	7. The ALMO is a company that is wholly owned by the Council. At its meeting on 27th September 2007 Cabinet resolved that the Council’s Chief Executive act as the Council Member representative, (minute reference 84) and he is also the sole shareholder of the company. 
	8. The ALMO is governed by a board which comprises 4 independent, 4 tenant/leaseholder and 4 council representatives. The board is led by a Chair and the company is managed by an Executive team.
	9. The details of the arrangements between the Council and the ALMO for the delivery of the Housing Management service are set out in a Management Agreement that was established at the inception of the ALMO.
	10. The ALMO is paid an annual management fee from the Housing Revenue Account (HRA) to provide its services.  The HRA is retained and managed by the Council. 
	11. The Capital Programme budget for housing is retained by the Council, and programme delivery managed by the ALMO in partnership with the Council’s contractors. A separate fee is charged for this function.   
	13. The duration of the Agreement is as follows:
	62.1 This agreement shall expire on the day prior to the tenth anniversary of the Commencement Date subject to earlier termination as provided herein;
	62.2 The Council may terminate this Agreement at any time by giving notice in writing of such termination to the organisation, such termination to take effect on the date (‘the notified termination date) six calendar months from the date of the written notice.
	 (clause amended May 2012).
	Reasons for Review
	14. The Management Agreement is for 10 years with the opportunity to break at 5 years. This is a standard agreement, and gives both parties the opportunity to review the arrangements at year 5, which is best practice. 
	15. The ALMO was set up in order to access Decent Homes funding, as well as improve services to tenants. Neither of the other options that were available at that time would have enabled the Council to access additional funding for investment. 
	16. Following the ALMO inspection in February 2010, the ALMO was judged to be 1 star with uncertain prospects for improvement.   
	17. Other Councils in a similar position are also reviewing their ALMO arrangements in line with their Management Agreement and as a result of national policy changes. There are currently 60 ALMO’s and the National Federation of ALMO’s expects around 30 Local Authorities to make decisions on the future of their management organisations over the next few years. 
	18. Following the comprehensive spending review in 2011, the method of funding for decent homes was changed, and the direct link between landlord services and standards, and access to decent homes funding was severed. Therefore the requirements for a minimum 2 star service to access funding for investment fell away. All previous allocations of decent homes funding were no longer applicable as a consequence of the review. 
	19. Under the revised funding regime, the Council bid for ‘Decent Homes Backlog’ funding in December 2010, and was awarded a sum of £11 million over 4 years. This funding is not dependent on any particular landlord model or a star rating for services. 
	20. The funding regime for housing management has been totally reviewed and the new Self Financing of the Housing Revenue Account was implemented with effect from April 2012.  As a consequence there are now a number of other potential models for service delivery which were not available at the time the ALMO was established. 
	Process for Review
	21. Clearly, as the ALMO model is one of 100% ownership by the Council, the onus falls on the Council to lead the review process. However, in order to ensure transparency, objectivity and impartiality in the review process independent advisers were appointed. The ALMO had itself requested that independent advisers were used at the start of the review, and they have been members of the project board since their appointment. 
	22. Due to its significance the review was identified as a corporate project and has been overseen by a Project Board. This board comprised the Chief Executive, who is Project Executive, the Lead and Support Members for Housing, the external independent consultancy CIH consult Ltd, and an external Independent Tenants Adviser, Open Communities. 
	23. There is no prescribed process for the review of housing options as there was under the previous stock options appraisal, or the decision making in relation to the ALMO. Guidance on reviews was issued by the Department of Communities and Local Government in December 2011, and the Project Board has had regard to that guidance during the process. 
	24. The Board has met 10 times and considered a range of information including:
	Appraisal of all the options available 
	Financial Details of shortlisted options
	Tenants views through the worskstream of the ITA
	An ‘offer’ from CNH. 
	Appraisal of the options
	25. The project board has considered all of the options which may be available to manage the services in the future. These have then been evaluated against specific criteria. Details of what each option entails are outlined below. 
	26. An ALMO model in its current form
	 This would be retaining the ALMO, with the existing suite of services, and the management agreement rolling forward for the next five years. The existing arrangements in relation to the delivery plan, and the financial position of both the HRA and ALMO would be maintained as included in the HRA business plan proposals. This is the option of least change.
	27. ALMO model, alternative /shared provider
	Sharing Services and/or a merger/ delivery by an alternative ALMO would envisage having a shared senior management team with another ALMO and a number of back office functions being merged or shared whilst retaining the two companies and Boards and the local frontline presence. A new Management Agreement would be put in place and a separate agreement drawn up with the other local authority.
	28. Considering an alternative ALMO undertaking the whole of the function would involve an alternative provider being sought, and the current ALMO being discontinued. This would require a termination under the existing management agreement.
	29.  Residents need to be consulted under this option, but this may not need to be a Test of Opinion if there is only a minimal impact on frontline services. If this developed into a full merger/alternative provider,  there would probably be a need for Secretary of State consent for delegation of services and a Transfer of Undertakings (Protection of Employment) Regulations (TUPE) transfer of staff. Procurement regulations would also need to be complied with and these may be onerous.
	30. ALMO model – extended service provision
	 Transferring a range of other services into the current ALMO, this envisages moving functions currently delivered by the Council into the ALMO management agreement, delegating further responsibilities to the ALMO and transferring more staff. There would be a new Management Agreement and significantly more Board responsibilities. 
	31. ALMO model – reduced service provision
	A streamlined ALMO with the Council carrying out back office functions – this envisages streamlining management levels and governance and client arrangements together with back office functions such as Finance, HR and IT being undertaken by the Council. The existing management agreement allows the Council to bring identified services in house, subject to the required notice periods.
	32. Re-integrating all Housing landlord functions within the Council
	This envisages the Management Agreement being ended and Notice given to the ALMO, the company being closed and staff being transferred back to the Council. A revised staffing structure reintegrating housing management staff would be implemented. Residents need to be consulted via a “Test of Opinion” under this option, similar to the test carried out before the Council decided on an ALMO being created.
	33. Stock Transfer to a  new or existing Registered provider Landlord
	This involves an extensive financial appraisal of the financial position in relation to the stock, and consideration of the government regulations around the transfer of stock. This would require a full ballot for tenants, and is likely to take a considerable period of time to work through from the decision to transfer to the transfer taking place. The most important consideration in relation to stock transfer, after the financial appraisal, would be the likely outcome of the tenants’ ballot, and the maintenance of services in the interim period. 
	34. Stock Transfer – Council Owned Community Owned (COCO) model
	This model is about levering in private finance whilst preserving some of the key aspects of the ALMO model, including the commitment to tenant empowerment through governance and Board membership, forms of ownership by tenants and residents and a continuing strategic relationship to the Local Authority. A CoCo takes ownership of the stock whilst delivering on a covenant to cover HRA self-financing debt. The CoCo is effectively a stock transfer at nil cost with debt retained by the Council.
	35. Private Sector Provider 
	The delivery of wholesale landlord services by a private sector provider is not an established model in the sector. Elements of delivery such as repairs, debt collection, alarm systems and services do have a track record of private sector provision. There are some recent examples of wholesale landlord service provision through the private sector, but these are relatively new, and this would be a big shift in approach for tenants. This would require a test of opinion, and given the value of any contract would require a full OJEU procurement process. 
	36. Community Ownership Models 
	 This model relies on a strong tenant’s movement and a desire from tenants across the borough to become more directly involved in running the services. There are some examples across the country of tenant management organisations (TMO’s ), the most established being in a London borough. The differences across Charnwood in both the nature of the stock and the engagement of tenants would make this model difficult to deliver consistently. If there was some evidence that this may be something tenants aspire to, then it may be that this is the second stage of a two stage process in relation towards moving to a particular outcome over a period of time. 
	37. These options were evaluated against a set of criteria that was weighted and scored by the Council’s independent advisors, the Chartered Institute of Housing (CIH). The weightings were agreed by the Board, with the highest weighting given to investment in the housing stock. This was as a direct result of the advice from the ITA, who has been working with tenants about their priorities and what matters most to them in relation to their housing service. 
	38. The project board then considered the recommendations and made some challenges/checking of the scores. The criteria are as follows:
	Criterion
	Detail
	Weighting
	Revenue Cost
	How much will the option cost to run?
	3
	Capital investment
	What level of capital investment will each option deliver in the first 5-10 years of the plan?
	4
	Service standards
	What level of services can the option deliver?
	2
	Risk – change
	What is the level of risk presented by the scale of change? 
	1
	Risk – failure
	What is the risk that the option will not work i.e. it will fail?
	1
	Risk – control
	What is the control risk inherent in the option?
	1
	Tenant engagement and participation
	What level of tenant engagement can the option deliver?
	2
	Delivering strategic objectives of the Council
	How well does the option help to deliver the strategic options of the council?
	1
	39. The full appraisal and scores of all the options is attached at Appendix A.
	The highest three options were shortlisted for further consideration and detailed analysis, which were: 
	ALMO ‘as is’ model
	ALMO with reduced services 
	Council In-house function. 
	Detailed Appraisal of Shortlisted Options. 
	40. The shortlisted options have been subject to a detailed financial appraisal by CIH. The full report of CIH is attached at Appendix B. Although the short listing process identified that three potential options should be considered, the basis of the information in relation to the ALMO model was the same. The configuration of the ALMO itself could be considered should the ALMO model be the preferred option. Therefore in essence it was only necessary to undertake detailed financial appraisals for the ALMO model and the ‘in house’ model.
	41. Throughout the analysis, CIH have sought to separate the financial issues associated with whether there is an ALMO or not from those associated with improving efficiency from delivering services in a different way. Service based efficiencies can be delivered in either context, therefore are not a consideration within the appraisal report. 
	42. The analysis has been undertaken through a desk top review of the costs and implications of both options using salary, direct, and support costs within the ALMO and the Housing Revenue Account as the basis. The findings of the report by CIH has been subject to independent challenge from the Independent Tenant Advisers (ITA) own financial consultant.  
	Maintaining Charnwood Neighbourhood Housing
	43. Work has been undertaken on the long term business plan for the HRA under self-financing. From this it is clear that efficiencies in service operations will be required to assist in delivering the required level of capital investment in the short to medium term. 
	44. The calculations undertaken by CIH in the appraisal relate to the extra cost to the Council of having an ALMO model. They are not related to the costs of the ALMO services themselves, rather they relate to items like overheads and governance cost of running the ALMO company. 
	45. The Council is able through utilising levers within the Management Agreement arrangements, as stock owner and as the 100% shareholder of the ALMO, to enforce the delivery of service efficiencies and there could be scope to review back office functions to secure some of the savings and eliminate the duplications identified. 
	46. There may be advantages to the council requiring the ALMO to make efficiencies in this way as the responsibility and accountability for delivering efficiencies would be delegated to the ALMO board and therefore not involve the council directly in potentially complex and time consuming service efficiency negotiations.
	Revenue Efficiencies from bringing the Service back in-house
	47. The estimate of the level of potential revenue savings to the HRA from bringing the housing management service back in-house would be in the range of £474k - £638k. This range is dependent on the approach to the strategic management of the service which would be taken within the Council, the rationalisation of support services currently delivered through SLA’s and how the service duplications would be reorganised.
	48. It is difficult to be precise about what the exact post changes would be, and the models used within the analysis are to demonstrate how the management structure may be reconfigured, although there is not a definitive structure at this time. It is likely that the current five senior managers in CNH would reduce by at least two, with scope for the strategic duties for services and finance being undertaken by existing officers within the Council at a reduced cost to the HRA.  If the grades of the remaining posts are brought into line with similar posts in the Council then larger reductions might be made. Savings are in the range £187k to £287k. 
	49. Efficiencies through the reintegration of support services through the elimination of some management costs could potentially deliver cost reductions of between £82k and £121k. The removal of duplicated work through the reintegration of services could potentially deliver £113k to £138k cost reductions. The achievement of some of these reductions is dependent on further work regarding potential structures.
	50. There is the potential for further cost reductions from the client function, £40k, and governance and compliance of £52k.
	One Off Costs 
	51. Offset against these efficiencies would be one-off costs associated with the transfer of the service back to the council. These are estimated to be £40k – £65k for legal fees, publicity, the costs of integration of IT and any additional work needed to assist with the change.  Redundancy costs are more difficult to forecast as it is dependent on the pay, length of service and age of employees subject to redundancy. The average is of the order of £60k for every £100k of pay costs. This gives a range of circa £253k to circa £328k. A more detailed evaluation would be necessary should the Council decide to bring the service back in house. 
	52. Potential Reductions in costs for an In-House Service (per annum savings)
	Area
	Detail
	Potential Amount
	Service Level Agreements
	Saving on management costs from the re-integration of services
	£82k - £121k
	Duplication of Service 
	Finance, performance, marketing, HR
	£113k - £138k
	Councils Client Function
	Monitoring the ALMO’s performance
	£40k
	Senior Management
	Reduction and re-designation of the senior posts and their support staff.
	£187k - £287k
	ALMO Governance
	Change in governance structures
	£30k
	ALMO Compliance
	No need for external audit
	£22k
	Total
	£474k - £638k
	Impact on General Fund
	53. The current charging for services to the HRA, and consequential income to General Fund would need to change to reflect a new way of managing the housing service and revised organisational structure. This could potentially generate savings to General Fund through more efficient use of resources. This is dependent on absorbing the additional activity without increase in costs. The potential is between £166k to £266k reduction in general fund costs depending on the approach taken to support service provision.
	Other Considerations
	54. Currently there are variations in the terms and conditions of staff working in CNH to staff working for the Council. There would potentially be a cost to harmonisation. 
	CNH Offer
	55. The purpose of the appraisal process has been to consider the different models for delivering the service. However, CNH submitted an ‘offer’ to the Project Board on 22nd March 2012 which contained proposals about how they would deliver services in an ALMO model in future, should that model continue.
	56. The Project Board asked for this offer to be appraised by CIH to assess whether or not it contained any elements that would impact on the difference between the various other options considered by the Project Board.  
	57. The offer document put forward the case for retaining and developing the ALMO option for a period of 5 years. Within the document there are a number of assertions made about why this option would be the best solution for Charnwood. In reviewing this document, CIH have looked at those claims in relation to the work already undertaken on the options appraisal, with the aim of establishing whether the information within the offer changed the basis on which the original work was completed.
	58. Nothing contained within the offer document altered the evidence base or information provided for the high level appraisal, the financial appraisal or the information provided to tenants.
	59. CIH have concluded that the proposals within the offer would not be dependent upon the model of management that is chosen, and that either an in-house model or an ALMO model could introduce some of the suggested service improvements. Although the offer contained some indicative savings figures, again it has been concluded that service delivery efficiencies and savings can be made regardless of the model; therefore these savings figures do not impact on the overall financial appraisal. 
	Tenant Engagement Process
	60. The Project Board was keen to ensure that tenants were represented in the appraisal process from an early stage, and an Independent Tenants Adviser (ITA) was appointed in December to progress the tenants consultation workstream within the project. 
	61. In accordance with the Council’s Contract Procedure rules, a procurement exercise was completed and an ITA was appointed on 21st December 2011. 
	62. A comprehensive tender document was issued to all interested parties, which detailed the Council’s requirements in relation to the project. The document itself ran to around 40 pages and the extract below illustrates the emphasis that was given to factors such as quality and experience in the selection process. In addition, it was clear from the discussions that were held with tenants at their meeting on 28th October 2011, when the Strategic Director presented an overview of the project, that one of their most important concerns was around the independence and objectivity of the ITA. Therefore the brief required specific details around how the ITA would assure tenants in this regard.  
	63. The section below gives some of the key extracts from the ITA tender documents.
	Extracts from procurement exercise:
	Improving housing and services to tenants is a key priority for the Council, we are currently evaluating the best way to deliver services and maintain our housing stock in the future. A Housing Options Appraisal (OA) will determine the best option for the delivery of services for the stock owned by the Council. In addition the Council will be reviewing the effectiveness of the current model of service delivery, provided by our ALMO Charnwood Neighbourhood Housing.
	The Council is committed to meaningfully involving residents in the process of arriving at a housing management model that best meets the needs of all key stakeholders. It recognises the importance of making sure that residents are able to feed in their views and priorities to the appraisal, so that these can inform any decisions that are taken.  Part of the process must therefore include a full Test of Opinion of all tenants and leaseholders along with supporting qualitative research. The specification for the work is attached.
	It is anticipated that the work will be for a maximum period of 4 months, commencing in December 2011.
	64. Score weighting table used for the evaluation of quotations is below.
	Quality:
	If appropriate, criteria B) e.g. Experience
	15%
	If appropriate, criteria C)  e.g. References
	10%
	If appropriate, criteria D) e.g. Method Statement 
	10%
	If appropriate, criteria E) e.g. Project plan
	10%
	If appropriate, criteria F) e.g. Environmental questions
	5%
	Price and costs:
	50%
	Total
	100%
	In Criteria D we asked the following question to specifically address the tenants’ concerns around independence. .
	D-1 Method Statements
	Please give a summary of how you will ensure tenants can be confident the work of the ITA will ably and fairly represent their views, and will be undertaken in an objective way without fear or favour, and will not be unduly influenced by either officers or Members or Board members of either the Council or Charnwood Neighbourhood Housing
	65. The Council received 9 submissions from interested parties, and an evaluation exercise was undertaken by the Strategic Director of Housing Planning and Regeneration and Regulatory Services, (Eileen Mallon), CBC Procurement Manager, (David Howkins), Housing Options Project Officer, (Helen Gretton), the Chair of the Tenant Representative Group, (Richard Guy), and the  Customer Engagement Manager of CNH, (Sally Harbey). 
	66. The successful tender was received from Open Communities, and at the first meeting with them, members of the Tenants Representatives Group (TRG), the umbrella group for all tenant engagement activity, were invited to attend.  The TRG formed the basis of the Tenant Project group which has worked alongside Open Communities throughout the process. In addition Open Communities have used a variety of methods to engage with all tenants regarding the options appraisal process. The report of the ITA which details the extent of their activity, the materials that were issued and the test of opinion process is included at Appendix C.
	67. The ITA has also been a member of the Project Board, and has directly represented the views of the tenant body at the Board.
	Tenants Test of Opinion
	68. The guidance on reviews advises that in order to revise existing arrangements the views of tenants should be sought on the options in at least the same way as they had during the previous stock options appraisal process in 2005. 
	69. In 2005 a test of opinion on the three options which existed at that time was held and the results were as follows:
	70. As part of the work of the ITA, a test of opinion of tenants and leaseholders was   held in April. The test of opinion specified only two options, an ALMO model or an in-house service, as the ITA advice was that the composition of the ALMO, and the range of functions could be evaluated should the ALMO model be the one supported and subsequently selected to deliver the service. The response rate for the test of opinion was around 29%, slightly lower than the previous test carried out when the ALMO decision was made and the results were as follows:
	Conclusions and Recommendations of the Project Board.
	71. The scope of the Project Board has been to consider the model of management for the Council’s housing stock, and to evaluate in light of changing financial frameworks and the changes in the decent homes funding mechanism, whether the ALMO model is still the most appropriate way to deliver services. 
	72. The Board considered from the outset that it should evaluate all available options, as the range of ways services may be delivered has increased greatly since the original appraisal process was undertaken in 2005. The Board was especially keen to ensure that any opportunities to reflect the priorities of tenants in relation to service delivery should be adequately reflected in the appraisal process.  Consequently, the evaluation of the nine possible options considered at the start of the process, was weighted to reflect the investment priority that tenants have identified (in the original 2005 decision and subsequently throughout this process) as their number one priority in relation to the management of their homes. Maximising the investment in the stock to bring properties up to the decent homes standard and to make them as energy efficient as possible has therefore been a major influence in the process.   
	73. The Board also considered that the involvement of tenants in the future decisions about their homes was also a priority.  Therefore the work of the ITA in relation to ensuring that all tenants had the opportunity to become engaged in the process and express their views via a number of means, and ultimately through the Test of Opinion, was also important.
	74. Given the financial appraisal undertaken by CIH, and the Test of Opinion result, the Board considers that the management of the housing stock should be brought within the direct control of the Council. In reaching this conclusion, the Board agreed that a number of important principles should be adopted as any changes take place and these are as follows:-
	1. That the savings from the revised management model should be redirected into the capital programme for improvements, to reflect the tenants’ priorities for stock investment. 
	2. That the new management arrangements should allow for a structure that promotes tenant engagement and builds upon the good work that CNH has done with tenants, and maintains the relationships with the existing tenant engagement structures that are in place. 
	3. That service standards should be maintained throughout the process of change. 
	4. That the focus for all services should continue to be the needs of tenants.
	75. The Board is confident that the recommendations made to Cabinet within this report reflect these important principles.   
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	1 Executive summary
	A wide ranging review of the possible ownership and management options for Charnwood Borough Council’s housing stock is underway. This report is the first stage of the process and looks at the full range of alternative options in order to narrow these down to the preferred few. These will then be subject to further analysis and consultation.
	The starting point for the work is a list of nine different ownership and management models. These nine variations include variations on the core delivery model, e.g. an ALMO with more or less services; a traditional stock transfer or a Community owned Council owned (CoCo) variation. The options are shown below. 
	Option 1: The ALMO continues in its current configuration.Option 2: The ALMO develops – delivering more services, expanded contributions to a wider agenda, longer management agreement etc.Option 3: The ALMO working in partnership with other housing providersOption 4: The ALMO remains but with some services brought back to the councilOption 5: The housing service brought back in-house and delivered by the CouncilOption 6: Community ownership modelsOption 7a: ‘Traditional’ Stock transfer Option 7b: Transfer to a Community and Council Owned (CoCo) organisationOption 8: Private sector outsourcing of the housing management function
	These models have been evaluated against a set of criteria established and agreed by the project board. Each criterion was given a high, medium or low score and also given a weighting of 1-4 to reflect the priorities agreed by the Board. In addition, there was the option to give a zero score against any criterion which translates to an unacceptable level of risk, performance or strategic fit and would discount the model from further analysis.  The analysis is based on the applicability of each model to Charnwood’s circumstances at this point in time.
	The criteria used are revenue costs, capital investment capacity; service standards; risk of change, failure and control; tenant engagement and the ability to deliver the council’s strategic objectives.
	Following the application of the criteria, three options will be taken forward for further analysis. 
	Option 1 – The ALMO continues in its current format;
	Option 3 – The ALMO continues but with some back office functions reintegrated into the Council; and 
	Option 4 – The ALMO is dissolved and the services delivered by the Council.
	2 Background and methodology
	CIH consultancy has been commissioned by Charnwood Borough Council to undertake a review of the different management and ownership options for the Council’s housing stock. 
	Charnwood currently has an ALMO (Arm’s Length Management Organisation) model of management for its housing stock. The ALMO, Charnwood Neighbourhood Housing (CNH), was set up as a consequence of a stock options appraisal undertaken in 2005. At this time, all councils with stock were required to assess the best option for achieving the decent homes standard for their stock. In Charnwood’s case, it was decided that an ALMO was the best available option because the council had insufficient resources to meet the decent homes standard and setting up an ALMO would give access to the additional resources required. It was also felt that services would improve because of the requirement to achieve a 2 star assessment from the Audit Commission in order to unlock the additional resources.
	Charnwood Neighbourhood Housing (CNH) was established in December 2007. It is a company wholly owned by the Council with a Management Agreement governing contractually the arrangements between the Council and the ALMO. This Agreement lasts for ten years but allows for a break at 5 years following a review. 
	Triggers for review
	There have been a number of changes in Housing Policy that trigger the need to review the arrangements for managing and owning the Council’s housing stock. Many stock owning local authorities, particularly those with ALMOs are in the process of, or already have, completed an updated options appraisal. This is due to the following key changes.
	 Access to additional Decent Homes funding is no longer dependent on the establishment of an ALMO – all local authority ownership models are now allowed to bid for funding.
	 Access to Decent Homes funding is no longer dependent on a two star inspection rating being achieved.
	 The Tenant Services Authority is to be abolished together with the inspection/target regime as part of the freeing of local authorities from regulation.
	 From April 2012, there will be a new financial regime that will allow Council housing to be ‘self-financed’. This will give the Council control over its rental income without the Government redistributing resources the housing revenue account subsidy system
	 The significant reductions in public sector funding of both revenue and capital expenditure will affect the funding position in the HRA that in turn will affect service delivery and the capital finance for home improvements.
	In addition, in June 2011, the National Federation of ALMOs published a report ‘Building on the potential of ALMOs to invest in local communities’. This report included further options for ALMOs to consider including a new Community and Council owned organisation (CoCo) model. 
	It is within the context of these proposed changes to the operating framework that CIH consultancy has reviewed the options for future ownership and management.  
	The options and their appraisal
	The following options have been considered in this report:
	 Option 1: The ALMO continues in its current configuration.
	 Option 2: The ALMO develops – delivering more services, expanded contributions to a wider agenda, longer management agreement etc.
	 Option 3: The ALMO working in partnership with other housing providers
	 Option 4: The ALMO remains but with some services brought back to the council
	 Option 5: The housing service brought back in-house and delivered by the Council
	 Option 6: Community ownership models
	 Option 7a: ‘Traditional’ Stock transfer Option 7b: Transfer to a Community and Council Owned (CoCo) organisation
	 Option 8: Private sector outsourcing of the housing management function 
	This initial report sets out a commentary on the different options and goes on to provide a high level appraisal of the options as they apply to Charnwood. The options have been assessed against a set of criteria in order to narrow down the options to the preferred few. These will then be subject to further detailed work including extensive tenant consultation. 
	The criteria have been established by the project board. The Board includes an independent tenant advisor to represent the views of the tenants. The appraisal is based on giving a high (3), medium (2) or low (1) rating to how well each option performs against each criterion. In addition, a not acceptable (0) rating could be issued if it is felt an option does not meet the minimum standard to proceed. This will result in the option being discounted.
	The project board has also agreed a set of weightings for each criterion as set out in the table below.
	Criterion
	Detail
	Weighting
	Revenue Cost
	How much will the option cost to run?
	3
	Capital investment
	What level of capital investment will each option deliver in the first 5-10 years of the plan?
	4
	Service standards
	What level of services can the option deliver?
	2
	Risk – change
	What is the level of risk presented by the scale of change? 
	1
	Risk – failure
	What is the risk that the option will not work i.e. it will fail?
	1
	Risk – control
	What is the control risk inherent in the option?
	1
	Tenant engagement and participation
	What level of tenant engagement can the option deliver?
	2
	Delivering strategic objectives of the Council
	How well does the option help to deliver the strategic options of the council?
	1
	Throughout the analysis, we have sought to separate the financial issues associated with the delivery model from those associated with improving efficiency from delivering services in a different way. Service based efficiencies can be delivered in each of the options.
	2.1 Business plan context

	CIH consultancy has been working with the Council on their preparations for the introduction of self-financing from April 2012. The detailed modelling produced is based on the current service delivery model continuing and providing the same level of service.
	The following two graphs give the outputs from that work and show the capital investment needs and debt profile associated with the status quo. The underlying assumptions in the model are set out in a separate business plan document.
	As can be seen from the first graph, there is a funding shortfall in capital expenditure of around £10million. This requires some capital expenditure to be deferred to later years when funding becomes available unless other resources can be found. The plan is then fully funded from year 10 onwards. The second graph shows that it is the debt cap constraining the amount of borrowing in the early years with capacity in later years. Therefore, generating additional income in the early years appears a key driver.
	3 Option 1: The ALMO continues in its current configuration
	3.1 The national picture

	A number of authorities have extended their ALMO Management Agreements, typically for a period of up to 5 years, pending a more detailed appraisal of future options. In five cases, the extension of the agreement has been for 10 years. These are Derby (13,487 units), Cheltenham (4,593 units), Solihull (10,262 units), Carrick (10,513 units) and Nottingham (28,048 units) (a 10 year ‘partnership arrangement’). A revised agreement is also being developed at Brent (9,010 units).
	Uniquely, the East Kent joint ALMO has an Agreement set out over 30 years but with break clauses at several key points (see later).
	Typically, the development of the new Agreement has been accompanied by an extension of services provided by the ALMO but also a commitment by the ALMO to ensure contractual commitment to a greater contribution to achieving the Council’s overall objectives. At Cheltenham, the Council has delegated additional functions around regeneration and community participation and at Derby this is accompanied by a commitment to providing greater value in service delivery. At Solihull, the commitment beyond landlord services is more explicit and towards the provision of General Fund services, including a Home Improvement Agency and homelessness services where overhead costs can be absorbed within the existing ALMO structure to deliver greater value for money for the Council. 
	3.2 Advantages and disadvantages for Charnwood

	Continuing with the ALMO in its current format is the option of least change and hence minimum disruption. Therefore, the risk of change is low, the risk of failure is low and the risk of control inherent in the model is medium.
	In terms of investment capacity, the ALMO model no longer offers a route to additional capital funding. The available capital funding for all the stock retention options will need to be generated from the revenues in the business plan and specific grants such as decent homes backlog funding. Therefore, any revenue efficiencies generated can be re-invested into the capital needs of the stock.
	The ALMO model allows efficiencies to be delivered through the management agreement arrangements. The council has a number of levers via the agreement and Delivery Plan in order to target service improvements and value for money within the ALMO
	 The council can control the management fee through the negotiation process
	 The ALMO delivery and hence resources plan is required to be approved by the council annually
	 There is scope within the management agreement to require the ALMO to make contributions to wider corporate and strategic services
	 There is scope to require the agreement to be subject to the satisfactory delivery of any aspect of the service
	 There is scope to vary the management agreement to gain greater efficiencies between the two organisations. 
	Therefore, the Council is, in theory, able to enforce the delivery of service efficiencies in a number of ways. There are precedents being established in other authorities where councils are extending management agreements subject to the ALMO delivering on specific priorities.
	There may be advantages to the council requiring the ALMO to make efficiencies in this way as the responsibility and accountability for delivering efficiencies would be delegated to the ALMO board and therefore not involve the council directly in potentially complex and time consuming service efficiency negotiations.
	However, there is additional cost to the Council and the HRA associated with running a separate organisation. The additional costs arise in three areas.
	Service Level Agreements (SLAs) - where the council provides services to the ALMO under SLAs. In our experience we have found that some SLAs have been cancelled by ALMOs with the residual costs falling back onto the HRA or General Fund. An example of this could be Internal Audit, where the ALMO has chosen to use an external firm rather than the Council’s service, the General Fund then being faced with costs no longer chargeable to the ALMO. If a service were brought back in-house the contract, in this example, would be terminated as the ALMO would no longer exist and the Council could reinstate its own internal audit service at a charge to the HRA. This could create a saving to either the HRA or General Fund, depending on where the unallocated cost previously was accounted for.
	Duplication of services - there is duplication where services are provided by both the council and the ALMO as a result of the existence of two organisations. Generally, the main areas for potential duplication appear to be in support services such as finance and HR.
	Corporate and governance costs - there are costs associated with having a separate entity managing the stock. There two main cost driving factors are: 
	 The Council must have in place officers responsible for monitoring performance and undertaking the client function. 
	 The ALMO must have in place a complete management structure, board and its own internal performance monitoring arrangements. 
	Therefore, while the ALMO model can be used to drive service efficiencies so can other models of delivery. However the additional costs of running two organisations result in the revenue costs of this model being higher. In turn this reduces the capacity for stock investment.
	One of the strengths of the ALMO model is the emphasis it has placed on tenant engagement and oversight. One third of the ALMO Board is made up of tenants allowing a direct say in the running of the organisation and engagement with tenants is strong.
	In relation to service standards, these are the same as for all the other options as the model does not give any advantage or disadvantage over the others in terms of service delivery. Excellent services can be delivered through all of the models.   
	3.3 Option 1 appraisal

	 Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	1
	3
	3
	Capital investment
	1
	4
	4
	Service standards
	3
	2
	6
	Risk - change
	3
	1
	3
	Risk - failure
	3
	1
	3
	Risk - control
	2
	1
	2
	Tenant engagement and participation
	3
	2
	6
	Delivering strategic objectives of the Council
	2
	1
	2
	Total weighted score
	18
	29
	4 Option 2: The ALMO develops
	4.1 The national picture

	While the majority of ALMOs are focused on landlord services only, to an extent, the movement has always been characterised by ALMOs looking to raise income beyond the core Management Agreement. More widely to date, expansion and diversification has been seen in three dimensions:-
	1. More services provided for the Council
	2. Management and other services provided for other organisations
	3. Development and new build, either of ALMO-owned homes or on behalf of the HRA.
	More services for the Council
	Key reference points for the provision of additional Council services are focused in two main areas: bringing high performing management and maintenance services to other parts of the Council and providing strategic/statutory-housing services. Examples include:-
	 Extending the experience of running excellent in-house DSOs (Direct Service Organisations) to other Council direct services. The following ALMOs: Stockport (11,469 units), Bury (8,203 units) and recently, Derby (13,487 units) have all taken over their Council’s DSOs. This is because Members have seen the progress made in delivering the housing service;
	 Facilities management services for corporate buildings, assistance in procurement of Council contracts;
	 Running homelessness and housing advice (for example at Stockport (11,469 units), Solihull (10,262 units), Gateshead (20,620 units), Cheltenham (4,593 units) and, though now transferred, Oldham).
	 Providing Home Improvement Agency services (Solihull) in which services around aids, adaptations and disabled facilities grants are undertaken by the ALMO.
	 Regeneration services (for example Bolton – though now transferred).
	 ASB services for the whole Council (Sheffield (41,451 units) and Ashfield (6,933 units)).
	Therefore, ALMOs of different sizes are engaged in delivering more services for their parent authorities. 
	The options to engage ALMOs to provide services related to private sector renewal (for example assistance in the regeneration of private sector properties), assistance to private sector tenants (for example support in making a success of their tenancies) and enforcement (for example ensuring private landlords let properties to a satisfactory standard) are likely to prove more attractive to authorities faced with drastic reductions in funding in these areas. Eastbourne’s ALMO is one example where private sector leasing is actively under consideration to provide for the improved supply of temporary and permanent accommodation.
	A further consideration is the extent to which an ALMO may be able to cross-subsidise between HRA and General Fund services (this involves any expenditure incurred on delivering the Council’s services or meeting its day to day expenses that are not covered by legislation relating to the Housing Revenue Account, or cannot be treated as capital expenditure) within its own management arrangements so as to achieve net efficiencies for the Council overall. 
	An example is where an ALMO may have built up reserves from efficiencies delivered within its Management Fee and is now able to release such reserves for investment in other services. Examples exist at Solihull where reserves are being used to contribute to continuing a major regeneration scheme which has faltered with the drop in market prices and at Doncaster where the ALMO is deploying reserves to assist in kick starting a private landlord letting service, neither of which would be available for the deployment of HRA reserves. 
	Services for other organisations 
	Landlord services provided for other housing organisations, especially Housing Associations (HA) with disparate stock holding in the ALMO area, has long been seen as a key market opportunity for ALMOs. A very large number of ALMOs have simply gone ahead and provided such services, including the full management of HA stock, the provision of specific services (e.g. call centre, out of hours and emergency services, repairs, ASB services) on short or medium term bases. Generally, services have been developed where there is a specific market advantage:-
	 The HA’s main administration function is distant from the Authority area.
	 The HA has widely dispersed stock.
	 The HA recognises that the services provided by the ALMO represent value for money compared to their in house or other supplier provision.
	Procurement of these services can usually be straightforward and is a clear advantage for the ALMO movement compared to retained-management services where, although still possible, HAs might be more reticent to ‘trade directly’ with the Council.
	Providing new homes 
	Up to 10 ALMOs now have ALMO-owned properties on their balance sheet. Initially driven by a push from the former Housing Corporation to allow ALMOs (and not authorities) to become partners, the debate around ALMO-development has been considerable for many years. 
	The recent changes to funding identified within the HCA prospectus provides some challenges for ALMOs building their own stock going forward, particularly given that in future, HCA grant agreements will be made with the parent authorities rather than ALMOs directly. Conversely, an ALMO continues to provide the opportunity to act as a council-vehicle which could take advantage of opportunities in the HCA’s funding framework. 
	While the ‘affordable rent’ initiative for new build will apply to the re-letting of HRA properties the opportunities for building new HRA properties will be affected by the self financing debt cap (in effect preventing the Council from borrowing above a certain limit to build and using future rents to repay the borrowing). However, where headroom and other resources exist, further development can be pursued. The primary role for dynamic ALMOs moving forward might therefore best be seen in assisting the delivery of new Council homes using the experience of successfully managing and maintaining Council owned properties. 
	4.2 Advantages and disadvantages for Charnwood

	The diversification of the ALMO offer has largely been undertaken by ALMOs who have completed their Decent Homes investment programmes and are stretching the work they deliver for the Council. This is on the back of demonstrating excellent programme management and service delivery. This does not appear to be where the ALMO is in terms of both track record on service performance (as measured through inspection) and the delivery of Decent Homes which remains the prime focus over the short to medium term. 
	In addition, there would need to be a new Management Agreement and more Board responsibilities. This would require the Council to give up direct cost control of some further functions while ensuring there was appropriate levels of internal monitoring capacity. The Secretary of State’s consent would be required to delegate more functions and some statutory functions could not transfer. There would still need to be a structure within the council to deliver these. There would be a TUPE transfer of staff. There would need to be some resident consultation but probably not a test of opinion; further legal advice on Housing Act 1985 provisions would need to be sought. 
	Therefore, giving additional functions to the ALMO at this time would appear to be high risk while the organisation’s focus is rightly elsewhere. So, the option has been assessed as high risk for failure and control and medium risk for change.
	However, the ALMO model provides this kind of flexibility and the approach can be adapted to take in or remove services according to the requirements of the Council at the time. Therefore, Charnwood could renew the Management Agreement focused on landlord services but the model retains the flexibility to add additional services in the future if needed.
	As with option 1, the investment capacity will be dependent on the delivery of revenue savings and efficiencies. A key consideration under this model is the extent to which:-
	 Additional ALMO activities benefit the Council financially, through the generation of income which can offset costs which would otherwise be financed by Charnwood (for example through generating reserves to defray overheads).
	 The Council would not be in a position to undertake these to the same extent and with the same financial advantage if it was undertaking these services directly.
	Whilst the Council is able to directly provide services (for example telephone call up systems for elderly tenants and residents in other sectors, or direct property or maintenance services for other organisations), a consideration is whether potential future customers might be less inclined to trade with the Council. 
	In terms of the opportunities to deliver for other housing providers, there are currently 15 Housing Associations with less than 100 properties in the Charnwood Borough. This might be said to be a target market for a high performing ALMO in shaping an offer to Housing Associations to improve the management of services. Therefore there is potential in this area. However, it does not appear likely that this potential could be tapped in the near future as stock investment and service performance is prioritised. Therefore, this option does provide the capacity for additional revenue headroom but it is unlikely that this could be delivered in the short term and hence be translated into additional capital investment in the first 5-10 years of the plan. 
	In relation to service standards and tenant engagement and participation this would be the same as option 1.
	This option does allow the delivery of wider council objectives through the ALMO structure in particular the possibility of defraying council overheads into the ALMO management structures. However, again the timing of when such interventions could be made is an issue. 
	4.3 Option 2 appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	1
	3
	3
	Capital investment
	1
	4
	4
	Service standards
	3
	2
	6
	Risk - change
	2
	1
	2
	Risk - failure
	1
	1
	1
	Risk - control
	1
	1
	1
	Tenant engagement and participation
	3
	2
	6
	Delivering strategic objectives of the Council
	2
	1
	2
	Total weighted score
	14
	25
	5 Option 3: The ALMO working in partnership with other housing providers
	5.1 The national picture

	Although the primary relationship remains between a single Council and a single ALMO, a number of ALMOs have worked very closely in partnership to achieve synergies and efficiencies. The greater focus on sharing services between Councils and other public sector organisations has been developed through both the opportunities for new technology to allow more sharing and the need for savings and efficiencies to improve value for the public sector. This should lead all ALMOs to explore the opportunities they might have.
	The ALMO movement has tended to be characterised by a commitment to extensive networking and ‘buddying’ in order to assist partners in improving services or delivering Decent Homes. This has occasionally extended to lending/seconding key officers (Kensington & Chelsea and Brent, Hounslow and Slough) but has mostly been focused on the provision of expertise, documentation and policy frameworks.
	It should be noted that the models set out below are presented as case studies and comprise features which could be combined in local circumstances – the models are not therefore mutually exclusive.
	ALMO sharing – case studies

	There are a number of explicit examples of ALMOs co-operating and/or sharing to deliver management, back office or other efficiencies and some key examples are set out below.
	East Kent ‘Super-ALMO’
	The East Kent ALMO went live on 1st April 2011 and covers the four East Kent Borough Council landlord services (Canterbury, Thanet, Dover and Shepway), managing c16,200 tenants properties and around 1,500 leaseholders. The origins lie in the willingness of the four authorities to explore shared services across a range of areas, including housing strategy, audit, human resources and other general back office Council-wide initiatives. The history of sharing services in Kent is as long as anywhere and to an extent draws upon a common cultural and political backdrop. 
	The key features of the ALMO are:-
	 A single Chief Executive and central management team.
	 A central governance board with local partnerships panels/boards for each of the Authority areas.
	 A long term Management Agreement prospectively over 30 years but with break clauses as is usual in ALMO Management Agreements.
	To recognise the separate financial and business planning frameworks for each of the authorities, a high proportion of responsibility for budgeting and financial/resource management has been retained by each of the Councils. Where the ALMO is making the key positive contribution is in the delivery of a centralised support and managerial function with opportunities to achieve synergies in systems and processes for front line services.
	Leeds ALMOs and Partnership Board
	Following an options appraisal, the closest thing the ALMO movement has to a ‘group structure’ can now be found in Leeds. Originally starting in 2002 with 6 ALMOs, the number was reduced to three in 2006. Recognising the need for efficiencies and the impending implementation of HRA self-financing in which a more strategic view around resource and investment allocation is needed; the Council has established a new approach to sharing support and delivering strategic partnerships. The key features are:-
	 Creation of Strategic Partnership Board comprising Board representatives from the three ALMO Boards and key Cabinet Members from the Council. This board will assume overall responsibility for the establishment and delivery of the HRA business plan.
	 Creation of a shared support service unit to act as back office for the ALMOs (the ‘ALMO Business Centre’) hosted by one of the ALMOs but charging services across all three. This results in savings of £1.7m in the first 3 years.
	The development of a single business unit to support three ALMOs managing 58,000 properties strongly suggests that there might be opportunities elsewhere to achieve ‘back office’ efficiencies, particularly as each of the three ALMOs manage more properties (c19-20,000) than most.
	Unitary Authority developments
	In both Northumberland and Cornwall counties, the political unification of the Council from a number of constituent Borough Authorities has led to the merging of ALMO services with former retained-management services in a larger ALMO entity. 
	At Northumberland, the former Blyth Valley Housing was transformed into Homes for Northumberland taking in the services from the former Alnwick DC.
	At Cornwall, the integration of Carrick Housing ALMO with the former Borough areas of Caradon and North Cornwall is due for completion as a new ALMO Cornwall Housing in April 2012.

	Other services
	There are potential opportunities to seek sharing across frontline as well as back office services. Key examples include:
	 Specialist maintenance services, for example fire safety and asbestos management are areas where there is a current focus on improving standards and where there might be benefits from sharing expertise and resources.
	5.2 Advantages and disadvantages for Charnwood

	The obvious key to sharing services is the willingness at both a political and officer level to make it happen. The examples listed above all share the driving force of increasing efficiency but moreover either have the close previous working of the authorities or the forced change of local government reorganisation to push it forward. 
	In discussion with officers there is no obvious grouping of local authorities or ALMOs for which sharing services is probable at this stage. Within Leicestershire, Charnwood is the only ALMO and some near ALMOs have recently signed extended agreements. 
	To progress this item, a new Management Agreement would be put in place and a separate agreement drawn up with the partner organisation.  Residents would need to be consulted but this may not need to be a Test of Opinion if there is only a minimal impact on frontline services. If this developed into a full merger/alternative provider,  there would be a need for Secretary of State consent for delegation of services and a Transfer of Undertakings (Protection of Employment) Regulations (TUPE) transfer of staff. Procurement regulations would also need to be complied with and these may be onerous. Therefore, this option is high risk in terms of change and control. Furthermore, the lack of a natural partner gives an unacceptably high level of risk of failure at this time and the option has therefore been scored as 0. 
	There is clear evidence that such arrangement do lead to increased revenue efficiencies particularly in back office functions. This is turn would generate additional capital investment. However, again, this is unlikely to be realised in the short term due to the necessary lead-in time of establishing such an arrangement.  
	In relation to service standards and tenant engagement and participation this would be the same as option 1.
	This option may also assist in the delivery of wider council objectives through providing a basis from which to share additional services and defray additional costs. However, the level of control over services may diminish while such services are delivered through partnership arrangements and, again, the timing of delivery is an issue. 
	5.3 Option 3 appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	2
	3
	6
	Capital investment
	1
	4
	4
	Service standards
	3
	2
	6
	Risk - change
	1
	1
	1
	Risk - failure
	0
	1
	0
	Risk - control
	1
	1
	1
	Tenant engagement and participation
	3
	2
	6
	Delivering strategic objectives of the Council
	2
	1
	2
	Total weighted score
	13
	26
	6 Option 4: The ALMO remains but with some services brought back to the council
	6.1 The national picture
	A small number of parent authorities have chosen to extend ALMO management agreements on the proviso that some or all of the back office functions are re-integrated into the council. This then provides a platform to share overheads over a wider base and generate revenue efficiencies.
	In the main, this option has been exercised as a short term measure while a further more detailed options appraisal is undertaken. The option requires little, if any, change to front line services and hence minimises the disruption to tenants.   

	6.2 Advantages and disadvantages for Charnwood
	A Streamlined ALMO with the Council carrying out back office functions envisages streamlining management levels and governance and client arrangements together with back office functions such as Finance, HR and IT being undertaken by the Council. The Management Agreement would be revised and renewed for a period of, say, 5 years. This would require minimal resident consultation and the existing management agreement allows the Council to bring identified services in house, subject to the required notice period. However, there would be a restructure required which adds to the uncertainty. This option has therefore been assessed as medium risk in terms of change, low risk for failure and medium risk for control.
	Additional revenue savings would be generated through the reintegration of some functions and these could then be reinvested into the capital needs of the stock. Hence, this option does generate additional revenue savings and capital expenditure.


	In relation to service standards and tenant engagement and participation this would be the same as option 1.
	This option may also assist in the delivery of wider council objectives through providing a greater cost base over which to spread corporate overheads.
	6.3 Option 4 appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	2
	3
	6
	Capital investment
	2
	4
	8
	Service standards
	3
	2
	6
	Risk - change
	2
	1
	2
	Risk - failure
	3
	1
	3
	Risk - control
	2
	1
	2
	Tenant engagement and participation
	3
	2
	6
	Delivering strategic objectives of the Council
	3
	1
	3
	Total weighted score
	20
	36
	7 Option 5: The housing service brought back in-house and delivered by the Council
	7.1 The national picture

	To date, ten authorities have decided to end their ALMO management agreements and bring the housing service back in house. These are Hillingdon (10,328 units), Slough (6,404 units); Ealing (12,863 units); Hammersmith and Fulham (12,749 units); Newham (17,567 units); Rotherham (20,872 units); Sheffield (41,451 units); Islington (25,868 units); Stevenage (8,281 units) and Redbridge (4,645 units).
	In each of these cases, the justification has been the revenue savings that can be generated from having one organisation with reported levels of savings ranging from £350k to over £1m per annum. Under the self-financing model this can then be used to directly meet service and stock investment priorities. 
	The areas of potential savings are discussed under option 1 and relate to the costs of operating two organisations. 
	In addition to the impact on the HRA, there will also be impacts on the General Fund of the Council. These are mainly as a result of the changes to the nature of the relationship with the housing service should the ALMO cease to exist as a separate organisation. The current charging for services to the HRA, and consequential income to General Fund, would need to change to reflect the new way of managing the housing service and revised organisational structure. 
	However in addition to the potential savings, the act of bringing the service back in-house has additional costs relating to:
	 Potential redundancies of staff
	 Legal fees for closure of the management agreement and company, including administration of TUPE to transfer staff back to the Council from the ALMO
	 Infrastructure costs associated with harmonisation of support services
	 Publicity and branding changes
	 Potential costs of re - harmonisation of staff terms and conditions
	7.2 Advantages and disadvantages for Charnwood

	This envisages the Management Agreement being ended and notice given to the ALMO, the company being closed and staff being transferred back to the Council. A revised staffing structure reintegrating housing management staff would be implemented. Residents would need to be consulted via a “Test of Opinion” similar to the test carried out before the Council decided on an ALMO being created. However, this is a tried and tested delivery model and could proceed relatively quickly. This option is therefore classified as medium risk for change, low risk in terms of failure and low risk in terms of control.
	Evidence from elsewhere suggests that this option would generate potentially large revenue savings from removing the duplication of having two organisations although there would also be additional reintegration costs. These savings could then be reinvested into the capital needs of the stock. 
	In relation to service standards, these are the same as for all the other options as the model does not give any advantage or disadvantage over the other in terms of service delivery. Excellent services can be delivered through all of the models.
	With regard to tenant engagement and participation this has been assessed as medium compared to other options. Tenant engagement structures can be maintained under this model but there would not be tenant representation at Board level. However, other authorities have created housing advisory panels consisting of tenants, councillors and independents – similar to an ALMO board – to advise the council’s decision making bodies. This maintains a high level of tenant influence. 
	This option will assist in the delivery of wider council objectives through providing a greater cost base over which to spread corporate overheads and greater direct control over the services provided. 
	7.3 Option 5 appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	3
	3
	9
	Capital investment
	3
	4
	12
	Service standards
	3
	2
	6
	Risk - change
	2
	1
	2
	Risk - failure
	3
	1
	3
	Risk - control
	3
	1
	3
	Tenant engagement and participation
	2
	2
	4
	Delivering strategic objectives of the Council
	3
	1
	3
	Total weighted score
	22
	42
	8 Option 6: Community ownership models
	8.1 The national picture

	Tenant Management Organisations (TMOs) have been established in many different Authority areas since the introduction of the ‘Right to Manage’ legislation in the 1980s.
	Successive Governments have preserved this right and tenants are able, under circumstances with sufficient evidence of local support and through a detailed process of capacity building and development, to serve a Right to Manage Notice to take over the management and maintenance of the stock in their area.
	The current TMO agreement arrangements are covered by a standardised Modular Management Agreement introduced in the 1990s. This agreement provides for the following:-
	 The TMO to select which services it wishes to take over the supply of, including management of the stock and day to day repairs and maintenance. Capital works are not able to be covered as they remain the responsibility of the Council.
	 The Council to pay an Allowance from the HRA to cover the services which have been delegated.
	 Tenants in the affected area to vote on the proposals including the length of the agreement and the governance arrangements for the TMO, how many board members etc.
	With a few exceptions set out below, TMOs cover the management of part of the Council’s stock, in some cases with very small localised arrangements where only part of the management and maintenance services are transferred to the TMO. These solutions do not fundamentally alter the financial future for the business plans of the Council.
	Tenant management in the ‘whole stock’ context

	There are three principal examples of tenant management in the context of the whole stock or an organisation, or at least the management of a substantial proportion of an Authority’s stock. These are as follows:-
	Kensington & Chelsea (K&C) TMO
	K&C TMO is unique in being both a TMO (created before the ALMO option was created) and an ALMO, as well as being a whole stock TMO. There are specific governance and Management Agreement arrangements which ensure that the two Agreements (TMO and ALMO) can operate in the same place at the same time. For example the Board structure represents a unique combination of the tenant membership from the TMO Board and the requirements for ALMO Board membership including Council nominees and independents.
	From a financial perspective, the main point is that the financial arrangements more closely mirror the arrangements in place with an ALMO (compared to those in place with a TMO). For example, K&C TMO as an ALMO has responsibility for delivery of the HRA capital programme and the Management Agreement more closely reflects those in place at ALMOs.
	There would therefore be no specific financial implications for the HRA business plan if a whole stock TMO were to be put in place, be that to replace Charnwood Homes or a conversion of Charnwood Homes (except for appropriate set up or conversion costs). The TMO option does not in itself generate additional resources or lead to specific efficiencies through organisational change.
	United Residents Housing (URH) (Lambeth)
	URH is an ALMO which acts as an umbrella body for four relatively large TMOs in Lambeth. The TMOs have operated under their separate Management Agreements which are supplemented by an overarching ALMO Management Agreement. URH manages a substantial proportion of the stock in Lambeth (though is not ‘whole stock’). Hence it might be considered an option where there are a series of pre-existing TMOs in place seeking to enhance what was previously an opportunity to access greater capital funding via the ALMO option.
	As with K&C, delivery of the capital programme rests with the ALMO status as opposed to the TMO status. The Board of governance comprises TMO tenant Board members nominated to sit on the ALMO Board supplemented by Independents and Council nominees. Tenants are the largest group of members on the Board.
	As above, there are again no other specific financial implications for the HRA business plan of the arrangement in place. 
	Community Gateway transfers
	A number of stock transfer Housing Associations have been established as Community Gateway Associations, including at Preston, Watford and Bracknell Forest. 
	The specific community participation angle is provided via tenant ownership of the Association and the inclusion of explicit tenant empowerment in decision making, often via the creation of a Gateway Committee elected by tenant members which acts as the effective decision making body ‘between’ the Board of management and the wider tenant body. The primary governance Board has more tenants than independents and Council nominees but not in a majority
	Similar to the models above, there is no financial advantage per se of a Community Gateway Association over any other stock transfer Association.  Financial advantages might be claimed by these organisations as a result of greater tenant empowerment in decision making but there is no stream of funding or access to any financial advantages arising from adoption of this option.
	8.2 Advantages and disadvantages for Charnwood

	Increased tenant management and community ownership is often cited as a key source of alternative options for management of Council housing stock and there are many advantages. However, where this has happened it has generally been driven by a groundswell of tenant opinion and desire to manage the stock or certain elements of it which does not appear present in Charnwood at the current time. In addition, there would be substantial work required to gather tenant opinion and build capacity to deliver. A test of opinion would then be required before this option could be pursued. Therefore this has been classified as a high risk in terms of change, risk of failure and control.
	The key issue from a financial perspective is that models of tenant management do not deliver additional financial differences. It would be for the Council and its tenants to develop thinking around service delivery effectiveness and whether tenant management options might deliver the opportunity for efficiencies but this is difficult to quantify. In addition, you would require an additional organisation to manage part or all of the stock and hence retain additional costs. Therefore it is not thought that this model would generate additional revenue savings or investment capacity at this time.

	In relation to service standards, these are the same as for all the other options as the model does not give any advantage or disadvantage over the other in terms of service delivery. Excellent services can be delivered through all of the models.
	With regard to tenant engagement and participation this has been assessed as high for obvious reasons. 
	This option does not assist in the delivery of wider council objectives.
	8.3 Option 6 appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	1
	3
	3
	Capital investment
	1
	4
	4
	Service standards
	3
	2
	6
	Risk - change
	1
	1
	1
	Risk - failure
	1
	1
	1
	Risk - control
	1
	1
	1
	Tenant engagement and participation
	3
	2
	6
	Delivering strategic objectives of the Council
	1
	1
	1
	Total weighted score
	12
	23
	9 Option 7a: ‘Traditional’ Stock Transfer
	9.1 The national picture

	Stock transfer has been a successful mechanism for bringing private finance into Council housing stock since 1990. Over time, an established process of development, consultation and promotion together with a mature funding market have developed, helped by relatively generous financial treatment by successive Governments keen to lever in private finance.
	Nationally, for a number of reasons, the stock transfer programme is at something of a crossroads:-
	 Public subsidy for stock transfer has operated both through the application of generous assumptions in transfer valuations as well as the more recent explicit initiatives to write off overhanging debt and deliver additional financial support for negatively valued transfers. Public expenditure reductions have affected the degree to which the Government will now support stock transfer.
	 The impending implementation of HRA self-financing places a more explicit context for public expenditure decisions relating to the future of Council housing. In effect the assumptions utilised in the self-financing valuation represent the ‘agreed expenditure’ for the stock going forward and any addition to these will represent an explicit cost to CLG’s (Communities and Local Government) budgets in the future. This is a critical change because, until now, CLG has not had to find the public costs of transfer, even for overhanging debt write off, from its own budgets. From now on, any variation to the assumptions made for self-financing will become a cost to CLG’s budgets.
	Statements made in all of the documentation published since 2009 on the future of the HRA and self-financing clearly indicate that stock transfer (or any other option) can only take place on the basis of the assumptions made in the self-financing settlement. This causes significant consultative, technical and financial challenges for authorities wishing to develop transfer proposals as:-
	 Tenants have traditionally been invited to vote in favour of transfer on the basis of promised increases in investment compared to staying with the Council.
	 Councils have been able to clear any debt overhang through the application of the receipt or support from Government.
	 The market for lending has grown used to the generous assumptions made in transfers over an extended period.
	 Housing Associations incur irrecoverable VAT which would not be factored in to the self-financing settlement (see below for an estimate).
	Currently in the run up to implementation, with a few rare exceptions, the Government appears unwilling to explore proposals for stock transfer simply as a result of ‘not interfering’ with the major policy goal of implementing self-financing. The last major public announcement was in December 2009 when four ALMO authorities (Stockton, Bolton, Warrington and Oldham) together with Dacorum and a partial transfer in Hull joined a programme based on achieving transfer prior to self-financing.
	There are only therefore a very small number of examples of authorities which have been actively considering stock transfer proposals during 2011 where the Government has not discouraged their continued development. These have specific reasons attached:-
	 Rochdale – the proposal for a mutual-based transfer with staff and tenant ownership is seen in the light of wider Government initiatives around mutualism and the Big Society.
	 Wycombe – though not the subject of any official announcement, it is possible to see their place as the one previously allocated to Dacorum which has now withdrawn.
	 Newcastle – a partial transfer with significant regeneration and levering in of private finance.
	The tightening financial environment for transfer can be seen in the approach CLG has taken to the completion of transfers in the four former ALMO Authorities. Whilst overhanging debt has been written off and this in itself remains ‘generous’ in financial terms, more resources previously retained by the Council or the transfer landlord have been factored in to the deal, for example:-
	 The VAT shelter (generally a 15 year arrangement for a charitable HA to reclaim VAT on capital investment works under a shelter with the Council) has been put back in to the HA business plan – previously this has gone to the Council for wider community projects.
	 The up-front investment programme, seen as important to achieving ballot success, has been tightened and subject to greater scrutiny.
	It is now therefore impossible to join a programme to achieve stock transfer at what is effectively seen as the previous or ‘traditional’ approach. However, after self-financing is implemented, a new transfer programme may emerge and guidance is expected in the spring. 
	Significant financial challenges remain, particularly at the whole stock level. Partial transfers may however be more likely to re-emerge more quickly as Councils look to address any asset management issues that there might be in their HRA business plans. Several Authorities no longer have sufficient Decent Homes backlog funding to complete Decent Homes works as well as other backlogs of investment in regeneration. It is possible to conceive of some Authorities identifying difficult stock which is a ‘liability’ in the business plan being transferred to an investing-HA where the self-financing debt is able to be sustained by the remainder of the stock.
	9.2 Advantages and disadvantages for Charnwood

	An indicative analysis of the shape of the financial challenges which might be posed by transfer at Charnwood has been carried out. This work is based solely on the business plan modelling and how the income and expenditure flows in the plan compare to the application of macro assumptions to the self-financing valuation. In effect, we have estimated what the plan would need and compared this to what might be achievable in negotiations with Government. 
	The valuation estimates identified in the following table may not be relied upon as an indication of any potential approach that might be adopted. This is because any appraisal of the options would require a much more detailed engagement. The work is strictly illustrative in order to highlight the scale of the challenges and gaps that might exist.
	Table: Explaining the difference in valuations for private finance options
	Description
	Estimate
	Comment
	HRA self-financing indicative settlement
	£88.4m
	Published in November 2011
	Less adjustment for VAT on allowances
	- £20.7m
	This is what could realistically be targeted in terms of a reduction in the settlement based on taxation treatment
	£67.7m
	Minimum debt to be covered
	Valuation of stock for traditional transfer purposes
	£27.7m
	Adding back the proceeds of a VAT shelter
	£15.0m
	This provides for a 15 year VAT shelter arrangement if transfer landlord was charitable
	£42.8m
	Maximum valuation based on business plan
	Amount of further support required
	£24.9m
	The challenge for the Council would therefore be to find £24.9m of resources from within the Council in order to help ‘bridge the gap’ to make a transfer viable. In addition during the last options appraisal there was little tenant support for a transfer option increasing the risk further. Therefore, at the current time, this is not a viable alternative. In terms of risk, the option has been assessed as high risk for change, unacceptable for risk of failure and high for control.
	If a transfer were to proceed this would be scored low in terms of revenue costs as it would be a separate organisation but high in terms of capital investment as this would allow additional borrowing outside of the debt cap control mechanism. 
	In relation to service standards, these are the same as for all the other options as the model does not give any advantage or disadvantage over the other in terms of service delivery. Excellent services can be delivered through all of the models.
	The level of tenant involvement under a transfer model has been assessed as medium compared to the other options.
	9.3 Option 7a appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	1
	3
	3
	Capital investment
	3
	4
	12
	Service standards
	3
	2
	6
	Risk - change
	1
	1
	1
	Risk - failure
	0
	1
	0
	Risk - control
	1
	1
	1
	Tenant engagement and participation
	2
	2
	4
	Delivering strategic objectives of the Council
	1
	1
	1
	Total weighted score
	12
	28
	10 Option 7b: Transfer to a Community and Council Owned (CoCo) organisation
	10.1 The national picture

	After self-financing is implemented, it is possible to conceive that ministers might want some form of transfer programme to re-emerge, but these would be based on the new funding environment set out above. 
	For this reason, within the National Federation of ALMOs (NFA) recent extensive research and development project on the development of Community Ownership and Private Finance options, consideration has been given to how models might be developed which could work in this new environment.
	Along with ‘traditional’ stock transfer, the NFA’s report develops models around levering in private finance whilst preserving some of the key aspects of the ALMO model, including the commitment to tenant empowerment through governance and Board membership, forms of ownership by tenants and residents and a continuing strategic relationship to the Local Authority.
	The two general models that have been developed are:
	 A long term Management Contract model – enabling borrowing to be levered in against a long term and certain Management Fee.
	 A Council/Community Organisation (or ‘CoCo’) which takes ownership of the stock whilst delivering on a covenant to cover HRA self-financing debt.
	Providing they can be developed within current and future legal and financial frameworks, both of these models might offer the opportunity to raise private finance ‘off balance sheet’ and therefore allow borrowing above the debt cap set within self-financing. 
	Our work on the HRA business plans indicates that for many other authorities that there could be significant value down the line that might be constrained by the application of the debt cap. In other words without the cap, there might have been the opportunity to borrow more to invest now, using future rents to repay the borrowing.
	At the same time, whilst these ‘new private options’ have parallels in established approaches (the first has many similarities with PFI (Private Finance Initiative), the CoCo is effectively a stock transfer at nil cost with debt retained by the Council), neither has yet been delivered and a considerable amount of time and effort will be required in order to bring them forward to Government and other stakeholders.
	Taking all of this into account, a number of Authorities continue to express a preference for stock transfer and will be looking closely at what might emerge post self-financing in April 2012. Specifically, a number of ALMO Authorities are also considering the CoCo option in detail with a view to engagement with CLG, again post self-financing. The Government has recognised that it should review its ‘blanket’ statement that transfer can only take place at the level of the self-financing valuation; VAT is an issue and in the policy document published at the end of July 2011, Government stated that tax and any additional factors could be taken into account when considering the transfer valuation.
	Significant financial challenges remain, particularly at the whole stock level. Partial transfers may however be more likely to re-emerge more quickly as Councils look to address any asset management issues that there might be in their HRA business plans. Several Authorities no longer have sufficient Decent Homes backlog funding to complete Decent Homes works as well as other backlogs of investment in regeneration. It is possible to conceive of some Authorities identifying difficult stock which is a ‘liability’ in the business plan being transferred to an investing-HA where the self-financing debt is able to be sustained by the remainder of the stock.
	10.2 Advantages and disadvantages for Charnwood

	An indicative analysis of the shape of the financial position which may arise by transfer to a CoCo at Charnwood has been carried out.
	The CoCo model is based on a number of adjustments to the business plan model for VAT and additional borrowing costs. It is possible to construct a model that allows additional borrowing (£15m) in the early years of the plan over and above the valuation but this would require efficiencies in later years. In order to make the additional investment work in the above scenario, revenue efficiencies of £31m would need to be generated throughout the lifetime of the plan. 
	Therefore a CoCo option does provide the additional capital investment required. However, in terms it is an untried model of delivery and the legal and financial arrangements are not yet in place to allow it to proceed. It has been assessed as high risk in terms of change, an unacceptable level of risk in terms of potential failure and high risk for control. Therefore, this is not seen as a viable alternative at this stage. 

	In relation to service standards, these are the same as for all the other options as the model does not give any advantage or disadvantage over the other in terms of service delivery. Excellent services can be delivered through all of the models.
	The CoCo model has the capacity to maintain high levels of tenant involvement.
	10.3 Option 7b appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	1
	3
	3
	Capital investment
	3
	4
	12
	Service standards
	3
	2
	6
	Risk - change
	1
	1
	1
	Risk – failure
	0
	1
	0
	Risk – control
	1
	1
	1
	Tenant engagement and participation
	3
	2
	6
	Delivering strategic objectives of the Council
	1
	1
	1
	Total weighted score
	13
	30
	11 Option 8: Private sector outsourcing of the housing management function 
	11.1 The national picture
	There is an active market for the outsourcing of certain elements of the housing service with many housing providers employing outside contractors to deliver repairs and capital investment programmes. 


	Recently two authorities, Wokingham and Cheshire West and Chester have looked to go a step further and outsource the entire housing management function to a private sector provider. This, like any large outsourcing project involves a complicated procurement process which needs to comply with European directives due to the contract size. 
	It is unclear as to the level of savings this would provide as there are significant additional costs in relation to specification, procurement and client management required. There is also a significant lead in time of around 18 months to progress to this type of solution.  
	11.2 Advantages and disadvantages for Charnwood
	This would be a high risk option in the short term due to the long lead in times, size of the procurement task and relatively untried for the whole management service.


	In theory this could generate revenue savings but there is no hard evidence at this stage as to their scale compared with other options. Therefore they have been assessed as medium in terms of revenue and hence additional capital investment capacity. 
	As with the other models service standards can be specified and delivered to a high standard. 
	Tenant engagement structures could be specified in the contract but the level of tenant influence is likely to be less under an outsourced contract. 
	It is not clear how this option would deliver against the council’s corporate objectives.
	11.3 Option 8 appraisal

	Criterion
	Assessment
	Weighting
	Weighted score
	Revenue Cost
	2
	3
	6
	Capital investment
	2
	4
	8
	Service standards
	3
	2
	6
	Risk - change
	1
	1
	1
	Risk - failure
	1
	1
	1
	Risk - control
	1
	1
	1
	Tenant engagement and participation
	1
	2
	2
	Delivering strategic objectives of the Council
	1
	1
	1
	Total weighted score
	12
	26
	12 Summary of option appraisals
	The report has examined the eight different options for the ownership and management of the council’s housing stock. The summary from each appraisal is show the following table with the appraisal score on the left followed by the weighted score on the right.
	Criterion/Option
	ALMO
	ALMO plus
	ALMO partner
	ALMO less
	In house
	Community ownership
	Transfer - trad
	Transfer – CoCo
	Outsourcing
	Revenue Cost
	1
	3
	1
	3
	2
	6
	2
	6
	3
	9
	1
	3
	1
	3
	1
	3
	2
	6
	Capital investment
	1
	4
	1
	4
	1
	4
	2
	8
	3
	12
	1
	4
	3
	12
	3
	12
	2
	8
	Service standards
	3
	6
	3
	6
	3
	6
	3
	6
	3
	6
	3
	6
	3
	6
	3
	6
	3
	6
	Risk - change
	3
	3
	2
	2
	1
	1
	2
	2
	2
	2
	1
	1
	1
	1
	1
	1
	1
	1
	Risk - failure
	3
	3
	1
	1
	0
	0
	3
	3
	3
	3
	1
	1
	0
	0
	0
	0
	1
	1
	Risk - control
	2
	2
	1
	1
	1
	1
	2
	2
	3
	3
	1
	1
	1
	1
	1
	1
	1
	1
	Tenant engagement and participation
	3
	6
	3
	6
	3
	6
	3
	6
	2
	4
	3
	6
	2
	4
	3
	6
	1
	2
	Delivering strategic objectives of the Council
	2
	2
	2
	2
	2
	2
	3
	3
	3
	3
	1
	1
	1
	1
	1
	1
	1
	1
	Total weighted score
	18
	29
	14
	25
	13
	26
	20
	36
	22
	42
	12
	23
	12
	28
	13
	30
	12
	26
	Based on the analysis above, the three options that will be taken forward for further evaluation are:

	 The ALMO continues in its current format
	 The ALMO is brought in house
	 The ALMO and the council’s back office function are re-integrated.
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	1. Executive Summary
	CIH consultancy has carried out a financial review of the options for the future management and maintenance of the housing stock in Charnwood. The work has been focused on the financial implications of two options identified by the high level appraisal work. The options are 
	a) Continue with Charnwood Neighbourhood Housing as an ALMO in its current configuration
	b) Bringing the housing service back in-house to be delivered by the council.
	The high level appraisal work also identified an option for the ALMO to continue with some services brought in house. However, in essence, this is a variation of the ALMO model and has not been considered in this financial appraisal as a separate option. 
	Throughout the analysis, we have sought to separate the financial issues associated with whether there is an ALMO or not from those associated with improving efficiency from delivering services in a different way. Service based efficiencies can be delivered in either context, therefore are not a consideration within this appraisal report. 
	A separate organisational appraisal is being prepared and will cover those issues and an overall appraisal report will be prepared to cover all the strategic, operational and financial issues. This report is therefore focused only on the financial differences between retaining an ALMO or direct management. It is not therefore the whole picture. 
	The analysis has been undertaken through a desk top review of the costs and implications of both options using salary and support costs within the ALMO and the Housing Revenue Account as the basis.
	Maintaining Charnwood Neighbourhood Housing
	Work has been undertaken on the long term business plan for the HRA under self-financing. From this it is clear that efficiencies in service operations will be required to assist in delivering the required level of capital investment in the short to medium term. 
	The Council is able through utilising levers within the Management Agreement arrangements, as stock owner and as the 100% shareholder of the ALMO to enforce the delivery of service efficiencies and there could be scope to review back office functions to secure some of the savings and eliminate the duplications identified. 
	There may be advantages to the council requiring the ALMO to make efficiencies in this way as the responsibility and accountability for delivering efficiencies would be delegated to the ALMO board and therefore not involve the council directly in potentially complex and time consuming service efficiency negotiations.
	Revenue Efficiencies from bringing the Service back in-house
	The estimate of the level of potential revenue savings to the HRA from bringing the housing management service back in-house would be in the range of £474k - £638k. This range is dependent on the approach to the strategic management of the service which would be taken within the Council, the rationalisation of support services currently delivered through SLA’s and how the service duplications would be reorganised. 
	It is difficult to be precise about what the exact post changes would be, however it is likely that the current five senior managers in Charnwood Neighbourhood Housing would reduce by at least two, with scope for the strategic duties for services and finance being undertaken by existing officers within the Council at a reduced cost to the HRA.  If the grades of the remaining posts are brought into line with similar posts in the Council then larger reductions might be made. Savings are in the range £187k to £287k. 
	Efficiencies through the reintegration of support services through the elimination of some management costs could potentially deliver cost reductions of between £82k and £121k. The removal of duplicated work through the reintegration of services could potentially deliver £113k to £138k cost reductions. The achievement of some of these reductions is dependent on further work regarding potential structures.
	There is the potential for further cost reductions from the client function, £40k, and governance and compliance of £52k.
	One-off Costs 
	Offset against these efficiencies would be one-off costs associated with the transfer of the service back to the council. These are estimated to be £40k – £65k for legal fees, publicity the costs of integration of IT and any additional work needed to assist with the change.  Redundancy costs are more difficult to forecast as it is dependent on the pay, length of service and age of employees subject to redundancy. The average is of the order of £60k for every £100k of pay costs. This gives a range of circa £253k to circa £328k. A more detailed evaluation would be necessary should the council decide to bring the service back in house. 
	Impact on General Fund
	The current charging for services to the HRA and consequential income to General Fund would need to change to reflect a new way of managing the housing service and revised organisational structure. This could potentially generate savings to the General Fund through more efficient use of resources. This is dependent on absorbing the additional activity without increase in costs. The potential is for a reduction of between £206k and £306k in general fund costs depending on the approach taken to support service provision.
	Other Considerations
	Currently there are variations in the terms and conditions of staff working in Charnwood Neighbourhood Housing to staff working for the Council. There would potentially be a cost to harmonisation. This has not been considered within this report. 
	2. Introduction
	2.1. Background

	Charnwood Borough Council set up Charnwood Neighbourhood Housing (CNH) as an ALMO in December 2007 to manage the approximate 5,900 homes owned by the Council. One of the primary drivers for establishing CNH was to access additional capital funding for decent homes work available to high performing ALMOs. However CNH did not achieve the necessary two-star inspection judgement required to access the additional money. 
	Subsequently, the rules around access to decent homes backlog funding were changed under the comprehensive spending review of 2010 and the Council bid for monies to complete the investment programme. The Council was successful and awarded £11m decent homes backlog funding over 4 years to assist in the completion of the programme. 
	The management agreement with CNH is currently up for renewal and. Charnwood Borough Council is therefore reassessing its options for managing the council stock.
	CIH consultancy, the consultancy arm of the Chartered Institute of Housing (CIH), has been engaged to provide support for an appraisal of the options being considered. An initial list of 9 options was considered by the Project Board and this was then reduced to three:
	Option 1: The ALMO continues in its current configuration
	Option 2: The ALMO remains but with some services brought back to the council
	Option 3: The housing service brought back in-house and delivered by the Council
	Option 2 is a variation of option 1 and for the purpose of this exercise, the ALMO continuing in its current format has been considered as the assessed ALMO option. It is possible that as part of the savings generally required within the council, a review of support services could highlight savings to CNH or the HRA. Any savings delivered through such efficiencies, in our view, are not dependent upon whether there is an ALMO or not.
	This report is an analysis of the financial aspects of the options.
	2.2. Methodology

	We wish to thank all those involved in providing data and intelligence used for this analysis. 
	In preparing this report, we have been provided with financial data from both the Council and CNH at a detailed level. Further information and clarifications have been requested on a regular basis and we are satisfied that we have had sufficient information with which to analyse the position and draw robust conclusions. The underlying information used relates to the 2012/13 budgets. The information was provided to us from the ALMO on 14th February.  Where financial figures presented in this report are estimated, this is made clear.
	A desktop analysis assessing the costs and implications of both options using salary, direct and support costs as the basis has been carried out. The core objective of this analysis has been to establish the full costs of charges to the HRA by both the Council directly and by the ALMO via the management fee. This has also included the means to identify potential duplication of work (therefore cost) by both the ALMO and the Council, this being a key driver in establishing the potential differences in annual revenue costs between the two options. These costs are based on the 2012/13 budget which is also the basis for the financial modelling work carried out on the self-financing HRA. The impact on the General Fund of any proposed changes has been given consideration. 
	The results of the analysis are presented below.
	2.3. Principles underlying the analysis

	Throughout the work, we have sought to separate the financial issues associated with whether there is an ALMO or not from those associated with improving efficiency from delivering services in a different way. Efficiency and value for money is a key consideration. Service based efficiencies are able to be delivered in either context, through exercising direct management control over an in-house service or though the council utilising levers within the Management Agreement arrangements, as stock owner and as the 100% shareholder of CNH, to promote efficiency and value for money within the operation of the landlord service. Service based efficiencies are not therefore a consideration within this appraisal report. It is focused on the financial differences between retaining an ALMO or not.
	3. Current Costs
	3.1. Charnwood Neighbourhood Housing 

	CNH receives a management fee from Charnwood Borough Council. This fee is financed from the HRA - £9.12m in the 2012/13 budget - for the management and maintenance of the council’s housing stock. In addition, the ALMO also receives income from the council for managing the housing capital programme, for providing some general fund services including Lifeline and in fees from third parties – again mainly in relation to lifeline
	Table 1: Charnwood Neighbourhood Housing Management Fee Income
	Budget 2012/13 £000
	HRA
	9,121
	Capital Programme fees
	449
	General Fund
	117
	Third Party
	218
	Other (court fees/insurance recovered)
	41
	Total Income
	9,946
	In previous, years, the ALMO incurred a significant overspend and as a result has a deficit balance. Table 2 shows the planned budget trajectory to take the ALMO back into surplus.
	Table 2: Charnwood Neighbourhood Housing 3 year budget forecast
	CNH 3 Year Recovery Forecast
	Outturn
	Reforecast
	Projection
	Projection
	£'000's
	2010/11
	2011/12
	2012/13
	2013/14
	Previous
	Year 1
	Year 2
	Year 3
	Income as reported 
	10,690
	9,962
	9,946
	9,945
	Cavity Wall Project 
	(641)
	Change Management Support
	(150)
	Proposed reduction in Management Fee
	(500)
	Income (like with like)
	9,899
	9,962
	9,946
	9,445
	Materials & Sub Contractors
	1,500
	1,658
	1,717
	DLO – Labour
	1,910
	1,323
	1,383
	DLO – Other
	844
	1,101
	710
	Total Direct Labour Organisation
	4,254
	4,081
	3,809
	3,755
	Asset Management
	207
	352
	501
	500
	Total Repairs and Asset Management
	4,461
	4,434
	4,310
	4,255
	Housing Operations
	2,639
	2,367
	2,338
	2,350
	Corporate Services
	463
	700
	705
	700
	Corporate Support
	1,727
	1,896
	1,882
	1,880
	Total Costs
	9,290
	9,397
	9,235
	9,185
	Operating Surplus
	609
	565
	711
	260
	Restructure Provision
	916
	175
	0
	0
	Surplus / (Deficit) in Year
	(307)
	390
	711
	260
	Surplus / (Deficit) Brought Forward
	(1,004)
	(1,311)
	(921)
	(210)
	Surplus / (Deficit) Carried Forward
	(1,311)
	(921)
	(210)
	50
	The table shows that the ALMO is budgeting to make a £711k surplus in 2012/13 which will reduce the cumulative deficit to £210k. If the ALMO continued on this trajectory, it is proposed to reduce the management fee by £500k in 2013/14 and achieve a small surplus. However, in terms of this analysis, this £500k saving could happen under either option so is not considered. 
	The costs of CNH are mainly staff and service level agreements (SLA’s) with the Council and some external contracts (e.g. gas servicing) along with a small element of general expenditure on office costs, transport and other bought in services. The repairs and maintenance service is provided by the in-house team.  A detailed costs analysis exercise has been undertaken by the ALMO as part of their HouseMark benchmarking activity. The breakdown of costs for the 2012/13 budget is shown in table 3.
	Table 3: Charnwood Neighbourhood Housing 2012/13 budgeted Expenditure
	Employee costs
	Non-pay costs
	Total costs
	Major works
	342,996
	45,437
	388,403
	Cyclical works
	521,264
	1,241,456
	1,762,720
	Responsive repairs
	884,558
	595,586
	1,480,144
	Void works
	654,129
	382,679
	1,036,807
	Housing management
	797,378
	274,181
	1071,558
	Supported housing and SP
	583,236
	109,396
	692,632
	Other (incl. Lifeline)
	236,253
	734,697
	970,950
	Total Direct costs
	4,019,783
	3,383,432
	7,403,215
	Offices
	5,393
	262,079
	267,472
	ICT
	7,440
	329,534
	336,974
	Finance and performance
	198,750
	82,864
	312,558
	Central overheads
	390,167
	439,876
	861,290
	Total Overheads
	601,751
	1,114,353
	1,778,294
	Total Costs
	4,621,534
	4,497,785
	9,119,319
	As can be seen from this analysis, the majority of costs are frontline. Overheads amount to 19.5% of total costs.
	3.2. Housing Revenue Account

	The HRA is charged with the management fee from CNH. However, it also retains a number of other budget areas as shown in table 4.
	Table 4: Charnwood HRA expenditure budget 2012/13
	Budget Areas
	HRA charge
	Gen fund recharge
	Net HRA cost
	CNH Management charge
	9,121,800
	0
	9,121,800
	HRA Corp man recharge
	33,200
	0
	33,200
	HRA Council house sales
	30,500
	(2,600)
	27,900
	HRA Housing Needs Service Unit (SU)
	580,300
	(295,900)
	284,400
	HRA Housing research and development SU
	331,600
	0
	331,600
	HRA HMS Admin SU
	252,100
	0
	252,100
	HRA Housing Management SU
	275,700
	0
	275,500
	The management of the HRA is retained by the council including developing the business plan and making recommendations to council on levels of rent and service charges. The detail behind these budgets is discussed in section 4.3.
	4. Approach
	4.1. Comparing costs of maintaining Charnwood Neighbourhood Housing against bringing the service back in-house

	In our approach to assessing the potential differences to the current costs and those if the service was provided in-house we have considered three main areas:
	 Service Level Agreements (SLAs) - where the council provides services to the ALMO under SLAs.
	 Current duplication of services by the Council and ALMO – where services are provided by both the council and the ALMO as a result of the existence of two organisations.
	 The corporate and governance costs of running an ALMO – the costs of having a separate entity managing the stock.
	4.2. Service Level Agreements 

	Before ALMOs were formed, SLA’s, or corporate and support recharges were and are made to the HRA, for a variety of support and direct services. Where applicable these were adopted by the ALMO via a written agreement which laid out performance expectations and the cost of each service. Over a period of time when assessing value for money, many ALMOs have market tested these SLAs. 
	In our experience we have found that some SLAs have been cancelled by ALMOs with the residual costs falling back onto the HRA or General Fund. An example of this could be Internal Audit, where the ALMO has chosen to use an external firm rather than the Council’s service, the General Fund then being faced with costs no longer chargeable to the ALMO. If a service were brought back in-house the contract, in this example, would be terminated as the ALMO would no longer exist and the Council could reinstate its own internal audit service at charge to the HRA. This could create a saving to either the HRA or General Fund, depending on where the unallocated cost previously was accounted for. Where this has happened at CNH the potential for savings to the General Fund is discussed later in this report.
	The SLA’s have been reviewed and a full list is shown at Appendix A. Of the original SLA’s in place in 2007/08 when CNH was formed: 
	 3 have changed in nature: the contact centre is now staffed using, in part, ALMO staff; the accountancy recharge now only covers support for HRA accounting; and HR is largely done by the ALMO. 
	 7 have been cancelled and the work undertaken by the ALMO. These are
	o Income collection services including cashiers
	o Payments and central purchasing
	o SIRS finance team 
	o Fleet cleaning
	o Performance and internal audit
	o Legal
	o Health and safety (community safety); and 
	o Consultation and communication services (marketing and  comms)
	Of these, internal audit is now bought in from an external provider.
	Should the ALMO be brought back in-house the above services would continue to be charged to the HRA, and bought in internally or externally. However where the services are currently provided in-house and there is an internal service in the council, as stated above, savings might be generated from the re-integration of the services. This applies to
	 Income collection (10.81FTE)
	 Payments and central purchasing (1FTE)
	 Performance and internal audit (1 FTE plus internal audit charge)
	 Legal (externally purchased - £19k)
	 Health and Safety (2 FTE)
	 Consultation and communication services (4FTE)
	 Human Resources (2FTE) and
	 Finance (6FTE)
	These functions and the CNH staff undertaking these functions could be integrated into the current council sections providing the service. However, there is duplication in management grades in income collection, customer engagement and finance where the council has existing management structures in place for these services and these posts may not therefore be needed on re-integration. Some of the monies saved from the reduction of the service by the 3 managers posts could still be required to fund supervision of the staff transferred. There could therefore be a potential cost saving of at least two posts to the HRA - £82k up to £102k if the costs of 2.5 FTE were removed.
	In addition the separate internal audit contract would not be required. Depending on the availability of resources in the Council’s internal audit function, this could deliver saving of between £0 and £19k.
	This gives a total saving from SLAs of between £82k and £121k.
	4.3. Duplication of Services

	For this analysis, we are looking for evidence that demonstrates that the same support or direct service is being duplicated by both the Council and the ALMO and where such duplication might be avoided if the service was taken in-house.
	As identified in the section on the HRA retained costs above, the HRA is charged by the council in a number of areas outside of the management fee. These are shown in the following table along with any potential areas of duplication
	Area
	Potential duplication
	HRA Corp man recharge
	Senior management charges to the HRA discussed later
	HRA Council house sales
	No duplication
	HRA Housing Needs Service Unit (SU)
	Allocations activity is undertaken by the Council and charged to the HRA. No overlap
	HRA Housing research and development SU
	Potential overlap in research activity but little included in the ALMO budget. This budget includes the client side monitoring of the ALMO
	HRA HMS Admin SU
	Maintenance of the housing management system charged directly to the HRA.
	HRA Housing Management SU
	Includes admin support to functions above. 
	A number of areas have been looked at for potential duplication. No duplication was found in allocations, lettings or homelessness. The capital programme is maintained by the council but managed by the ALMO. An appropriate recharge is made by the ALMO to the Council for this and no obvious duplication found. 
	The contact centre is staffed by employees of the ALMO and the council. In addition to the staffing costs, the ALMO receives a recharge of £34k. No detailed work has been done on any potential savings that might occur from bringing together these two teams at this stage as this could be done whether there was an ALMO or not.
	Support services, which are mainly subject to SLA’s, have already been analysed in the previous section. However, there are a number of areas where there is potential duplication of effort.
	The finance function of the ALMO consists of 4 fte posts including a finance manager. The council also recharges the ALMO £36k under an SLA for accountancy services mainly covering the use of the finance system and the HRA receives recharges from accountancy staff of £26k into the service units above. This includes rent and HRA accounting. If the function were brought in house, it is estimated this could save at least one fte post costing £28k and perhaps two costing £53k depending on the structure that was implemented.
	The ALMO structure includes a performance monitoring function. This role is also undertaken by the Council and so duplicated. If the service were brought in house, this could save £30k.
	The ALMO includes a marketing and communications function that is also duplicated by the council. If the service were brought in house it is estimated that this could save 0.5fte amounting to £12k.
	The ALMO spends £165k on HR which includes employing two staff at a cost of £64k, an external training budget of £60k plus other HR related expenditure. If training is excluded the cost of HR is £105k. The council purchases its HR function from Leicestershire County Council. The council spends £220k on HR covering 400 employees. If the ALMO were brought in house and the council extended its HR contract with the County Council, this would cost £82k pro rata to the number of employees (148.5 full time equivalents as per CNH’s structure chart). It may be possible to glean further economies of scale, particularly around the training budget and these are estimated at £20k. This would generate a net saving to the HRA of £43k.
	Potential savings of £113k – £138k could be achieved from removing duplication. 
	4.4. Corporate and Governance costs of the ALMO

	There are two main factors that have to be considered when analysing the cost implications of having a separate company managing a service.
	 The Council must have in place officers responsible for monitoring performance and undertaking the client function. 
	 The management company, CNH in this instance, must have in place a complete management structure, board and its own internal performance monitoring arrangements. 
	Therefore there will be additional costs falling on the HRA for these factors, when comparing against providing an in-house service.
	Performance Monitoring 
	The housing section of the council performs the ‘client role’ for the Council in monitoring the performance of the ALMO. This is at a cost to the HRA of £40k. This function would not be needed if the ALMO were brought back in house so there is therefore a potential saving of £40k.
	Senior Management Structures
	The 2012/13 ALMO budget identifies the senior CNH management structure as follows:
	 Chief Executive 
	 Assistant Director of Finance and Performance
	 Assistant Director of Repairs and Investment;
	 Assistant Director of Corporate Services 
	 Assistant Director of Housing
	In looking at potential savings in this area, there must be a clear balance between streamlining the current structure and preserving the strategic capacity of the service.  With this in mind, two estimates of the savings potential have been made which represent the ‘minimum’ and ‘maximum’ changes which might be brought about in this structure if the service was brought in-house. 
	The two estimates have been developed as follows.
	Option 1 is less far-reaching with a reduction of one post within the senior management team and the Chief Executive and three senior managers’ posts re-evaluated in line with the Council’s grades for posts at this level.
	Savings could be made in respect of the following:
	 Instead of the ALMO chief executive role there would be a new post of Head of Housing Management created in line with the Council’s structure (JNC grade C) and reporting to the Strategic Director – Housing, Planning, Regeneration & Regulatory Services. 
	 Instead of the current Assistant Director of Properties and Investment a new post of Repairs & Maintenance Manager created at PO2 grade-   Responsible for the delivery of both capital and reactive repairs.
	 Instead of the existing assistant director of housing post a Tenancy Manager would be created at PO grade – Responsible for all tenancy matters, income collection and arrears and focusing entirely on service delivery.
	 There would not be a need to have an Assistant Director of Corporate Services post.
	 Instead of the current Assistant Director of Finance and Performance a new post of Resources Manager created responsible for ensuring the collection and monitoring of performance data, initiate corrective action where standards are not satisfactory, together with responsibility for Leasehold Management, and managing operational, services, capital budgets, producing accounts and maintaining and reporting on client accounts.
	Together these changes generate savings of £187k
	Option 2 would involve a more fundamental recasting of the Service and reduce the number of managers more radically than Option 1 above. 
	The principle here would be that all back office functions are carried out by teams within the Council’s structure.  In broad terms, it would involve reducing the number of managers reporting to the Head of Housing to two, with Team Leaders reporting to those Managers. 
	In line with option 1 but taking into account a more streamlined top tier the total potential savings are in the region of £287k. 
	Management structures below head of assistant director level
	If the service was brought back in-house and the senior management structures changed, this would be likely to have a knock-on impact into the tiers of management below assistant director level.
	It is very difficult to estimate the implications of such a change on service heads and team leaders without undertaking a fundamental analysis of posts and roles. The various teams within CNH have different roles, specialisms and the managers of these services are all remunerated differently. 
	Where bringing the service in-house might have an impact on this management tier could be on the longer term approach to the grading of posts and ensuring that this is consistent with the rest of the council. There may be opportunities for rationalisation of grading but it would be very difficult to estimate the possible implications of such an approach without additional work.
	ALMO governance
	CNH has a management board of 13 members and two sub-committees – audit committee and property and investment committee. To service the Board effectively, costs of £88k per annum are incurred. 2 members of staff account for £54k with the balance made up of insurance, training, appraisal, transport and servicing of meetings. Therefore if an equivalent housing management service without its own board were to be delivered in-house, subject to the establishment of suitable council scrutiny arrangements, there might be a reduction of the cost up to £88k. 
	However, Charnwood Borough Council have indicated that should the service be brought back in house then separate governance arrangements will be put in place for the housing service. These structures will require servicing and incur costs as a result not all these costs will reduce. A reduction in one member of staff and the removal of board member remuneration (£30k) may be possible depending on the actual governance structures used. 
	As CNH is a company limited by guarantee with a sizeable turnover, there is a requirement to have its accounts externally audited. Currently the cost to CNH for this service is in the region of £22k pa. A management service delivered in-house would not have this requirement.
	Other consequential cost savings and contingency
	In addition to the potential savings identified above, the ALMO budget also includes a provision of £100k for agency staff. This relates to staff employed by the ALMO to review the repairs and maintenance function. This does not appear to be required in future but is shown in the ALMO budget for future years.
	If the ALMO is brought back in house, there would be significant change to structures, it seem prudent to set aside money to plug any gaps that may emerge as the structures develop. Therefore, we propose that the £100k is retained to be used for this purpose so no net saving is proposed. 
	5. Analysing and Implications of the Options
	We have summarised the financial implications of the two options by drawing together the areas set out in detail above.
	5.1. Option 1: Maintaining Charnwood Neighbourhood Housing

	Work has been undertaken on the long term business plan for the HRA under self-financing. It is clear that efficiencies in service operations will be required to assist in delivering sustained investment.
	Consideration should be given to the method through which efficiencies might be delivered through the current management agreement arrangements. The council has a number of levers via the agreement and Delivery Plan in order to target service improvements and value for money within CNH
	 The council can control the management fee through the negotiation process
	 The CNH delivery and hence resources plan is required to be approved by the council annually
	 There is scope within the management agreement to require CNH to make contributions to wider corporate and strategic services
	 There is scope to require the agreement to be subject to the satisfactory delivery of any aspect of the service
	 There is scope to vary the management agreement to gain greater efficiencies between the two organisations. 
	In summary, the council is able to enforce the delivery of service efficiencies in a number of ways. There are precedents being established in other authorities where councils are extending management agreements subject to the ALMO delivering on specific priorities.
	There may be advantages to the council requiring the ALMO to make efficiencies in this way as the responsibility and accountability for delivering efficiencies would be delegated to the CNH board and therefore not involve the council directly in potentially complex and time consuming service efficiency negotiations.
	In addition, as we have identified, there could be scope to review the delivery of back office support or the management structure to allow for efficiency savings or to explore the duplication of services as identified. Any cost efficiencies would improve the viability of the business plan.
	5.2. Option 2: Bringing the landlord service back in-house

	The following details the potential cost changes arising from bringing the whole service in-house. These would be on-going revenue savings.
	Table 5: Potential Reductions in costs for an In-House Service (per annum savings)
	Area
	Detail
	Potential Amount
	Service Level Agreements
	Saving on management costs from the re-integration of services
	£82k - £121k
	Duplication of Service 
	Finance, performance, marketing, HR
	£113k - £138k
	Councils Client Function
	Monitoring the ALMO’s performance
	£40k
	Senior Management
	Reduction and re-designation of the senior posts and their support staff.
	£187k - £287k
	ALMO Governance
	Change in governance structures
	£30k
	ALMO Compliance
	No need for external audit
	£22k
	Total
	£474k - £638k
	5.3. One-Off Cost and Income

	Conversely, there would be a need to incur one-off costs in order to transfer the service back into the council. The areas we have identified are as follows.
	 Potential redundancies of staff
	 Legal fees for closure of the management agreement and company, including administration of TUPE to transfer staff back to the Council from CNH
	 Infrastructure costs associated with harmonisation of support services
	 Publicity and branding changes
	 Potential costs of re - harmonisation of staff terms and conditions
	The issues are considered below:-
	Staff redundancy costs for the staff identified would depend on the grades, length of service and other specific issues. It is not possible to identify these accurately without identifying the potential posts and people concerned. It is possible to provide broad estimates in terms of the ‘order of costs’ potentially involved making assumptions about pay, length of service and average age of the employee. The one-off costs equate to around 60% of the salary and on-costs incurred annually – for example for every £100k of salary and on-costs, we could expect the redundancy costs for the average post-holder to be £60k. This could therefore amount to £253k – £328k 
	The council and ALMO would incur legal fees for the closure of the company and TUPE arrangements for staff to the council. Legal advice would primarily be to the council but there would be a need for specific advice to ALMO board members to protect their interest as individual after the closure of the company. Experience at Hillingdon and Rotherham councils suggests that these costs could be in the region of £25k - 50k.
	The costs of re-harmonising systems such as financial systems, IT systems for support for staff in CNH (for example PC and windows based issues). CNH has since its inception used housing management and desk top applications provided under an SLA with the council. CNH has therefore not, in technology terms, moved from the equipment software and infrastructure bases used by the council. Therefore the costs in this are thought to be negligible.
	In addition there may be costs of publicity and branding changes from ‘Charnwood Neighbourhood Housing’ to ‘Housing Services’ or equivalent. In discussion with officers, CBC have no plans for branding changes should the service be taken back in house however there will need to be some changes and an allowance of £15k to cover any publicity or additional help etc. that may be required to facilitate the change.
	Further work would be required to assess the impact of any harmonisation of terms and conditions. It is not envisaged that the cost of this will be significant as there are no known major departures from the CBC terms and conditions.
	5.4. Impact on the General Fund

	Impacts on General Fund are mainly as a result of the changes to the nature of the relationship with the housing service should CNH cease to exist as a separate organisation. The current charging for services to the HRA, and consequential income to General Fund, would need to change to reflect the new way of managing the housing service and revised organisational structure. The following have been identified as areas where there are potential costs and efficiencies which could be derived for General Fund.
	Table 6: Potential Cost Increases and Reductions in General Fund of bringing the service back in-house
	Area
	Amount
	Comment
	Costs of strategic financial and operational management of the service 
	£187k-£287k
	Decrease
	Allowance made for this cost within the HRA. If there is no cost increase due to additional staffing as a result of the changes then General Fund will have additional income to offset existing costs.
	Internal Audit services
	£19k
	Decrease
	As above.
	Potential Reduction in General Fund Costs
	£206k – £306k
	Decrease
	As the arrangements mature there may be further opportunities to drive out efficiencies particularly from back office services which might have complementary savings to General Fund.
	Appendix A: Service Level Agreements

	Service Level Agreements Charnwood Neighbourhood Housing 
	Original SLA
	Areas Covered
	Current Status
	Original Value
	2007/8
	Budget 2012/13
	Comments
	£
	£
	CSU-Operations
	Computer services
	Active
	124,500
	127,900
	Still use CBC computer systems
	CSU-Admin Service
	Computer services
	Active
	43,800
	47,900
	As above
	Contact Centre Service
	Oversight of contact centre
	Changed
	190,200
	33,800
	ALMO now has own contact centre staff.
	Customer Service Centre
	Reception recharge
	Active
	78,000
	74,500
	Income Service
	Income collection
	Stopped
	66,900
	Now undertaken by ALMO
	Cashiers Service
	Cash handling
	Stopped
	26,700
	Now undertaken by ALMO
	Payments Service
	Council payment facilities
	Stopped
	33,900
	Now undertaken by ALMO
	Payroll Service
	Running payroll
	Active
	39,600
	20,000
	Accountancy Service
	Advice, accounting system
	Changed
	124,500
	36,000
	Mainly done by the ALMO
	SIRS Finance Team
	SIRS finance system
	Stopped
	134,100
	Depot based admin staff taken in to the ALMO and then restructured
	Central Purchasing Team
	Central purchasing team
	Stopped
	23,100
	Now undertaken by ALMO
	Cleansing (Fleet Management)
	Cleaning
	Stopped
	16,500
	Now undertaken by ALMO
	Grounds Maintenance Service
	Grounds maintenance
	Active
	261,300
	209,300
	HR Service
	Full HR service
	Changed
	136,500
	7,000
	Now provided by the ALMO
	Insurance O/hd
	Insurance recharge
	Active
	28,500
	13,700
	Perf & Int Audit Service
	Internal audit and performance monitoring
	Stopped
	71,700
	Now undertaken by ALMO
	Legal Service
	Legal
	Stopped
	116,400
	Now undertaken by ALMO
	Central Phones
	Use of corporate phone system
	Active
	17,100
	17,800
	Community Safety (H&S)
	Health and safety
	Stopped
	9,000
	Now undertaken by ALMO
	Consltn & Commtn Service
	Consultation and communications
	Stopped
	21,000
	Now undertaken by ALMO
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