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PURPOSE OF RENT RESTRUCTURING

· To reduce the difference between Council and RSL rents,

· To reduce the difference between the rents of different RSLs (including co-ops) in the same area.

Why should rents be similar?

· Because its fairer,

· People should pay similar rents for similar properties in the same area.

What are the downsides?

Tenants on lower rents will have to progressively pay more.

Why progressively?

Because RSLs have 10 years to achieve the new uniform rent levels from 2002 to 2012.

Why are Council rents cheaper than RSL rents?

· Council housing tends to be older whilst RSL properties tend to be relatively new,

· The level of grant ‘in the good old days’ was much higher than now so the rent has to be higher to compensate.

Why are RSL rents different for similar properties in the same area?

· Grant rates have varied a lot over recent years so more recent properties are more and more expensive,

· The level of grant is now often insufficient to build new properties and subsidies are required. RSLs with high reserves can provide higher subsidies, giving lower rents.

IS RENT RESTRUCTURING COMPULSORY?

Yes and No.

How is it compulsory?

Because the Housing Corporation requires all RSLs to achieve rent convergence within 10 years.

How is it not compulsory?

· Because if a RSL does not need, in financial terms, to increase its rents it will not be forced to do so,

· Because if to decrease rents will result, in time, in financial difficulties the RSL will not be forced to decrease rents.

What is expected of RSLs?

· The Housing Corporation require all RSLs with more than 250 properties to commit themselves now to achieve rent convergence within 10 years,

· The Housing Corporation expect all RSLs with less than 250 properties to reach convergence but they will not expect them to commit themselves to convergence straight away.

HOW DO WE CALCULATE ‘TARGET RENT’?

· The ‘Target Rent’ is the calculated rent which the RSL is required to achieve for each property type within 10 years,

· The rents referred to exclude charges that need to be added separately (e.g. service charges)

What factors determine the ‘Target Rent’?

· The size of the property,

· 30%: The value of the property (in January 1999),

· 70%: The local earnings level.

National Values

The Government has calculated that:

· The national average residential property value (as at January 1999) was £49,750,

· The national earnings index is 1,

· The national average rent for a 2 bedroom property for the year 2002-03 is £58.23 per week or £253.88 per month.

Bedroom Weighting

To work out national average rent for other sizes the following weighting should be used:

· Bedsit



0.80

i.e. 80%

· One Bedroom


0.90

i.e. 90%

· Two Bedroom


1.00

i.e. 100%

· Three Bedroom

1.05

i.e. 105%

· Four or more Bedroom
1.10

i.e. 110%

Example

What is the national average weekly rent for a 5 bedroom property in an area where the value is £53,500 and the earnings index is 1?

The answer is £63.63 calculated as:

· 70% of £58.23 x 1.10 


=£44.84 plus

· 30% of £58.23 x 53500/49750 x 1
=£18.79

=£63.63

How do we achieve rent convergence?

Where rents need to be reduced to reach the target rent

· By increasing the rent by RPI plus 0.5% less (up to a maximum of) £2 a week.

Where rents need to be increased to reach the target rent

· By increasing the rent by RPI plus 0.5% plus (up to a maximum of) £2 a week.

What needs to be done?

· Properties need to be valued at January 1999 values,

· This costs £40 per ‘Beacon’ property plus an hourly charge of £75 to put the valuations together (this would usually be 1 hour),

· RSLs need to approve this expenditure and authorise their staff or managing agent to commission the valuations

· Alternatively RSLs can obtain property values from neighbouring RSLs thereby saving themselves these costs (it should be borne in mind that the ‘Beacon’ properties of the neighbouring RSL must be typical of your properties).

What is a ‘Beacon’ property?

It is not considered necessary to value every property owned by the RSL but to select suitable property types that are representative of a group of properties. These are referred to as ‘Beacon’ properties for valuation purposes. The RSL’s committee should determine the ‘Beacon’ properties. 

