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Introduction

1. The background to the project

This report sets out the results of research commissioned by Welsh Assembly
Government into the pattern of rents and service charges in the social housing
sector in Wales.

The research was commissioned as part of the Action Plan which implements the
National Housing Strategy, ‘Better Homes for People in Wales’, approved by the

Assembly in July 2001. The research was carried out by the Centre for Housing

and Planning Research, in the Department of Land Economy at the University of

Cambridge.

In the National Housing Strategy, the Assembly identified a number of issues
concerning the pattern of rents charged by social landlords (local authorities and
housing associations) in Wales, and these were set out in Section G13 ‘Social
Housing Rents and Affordability’, of the National Housing Strategy.

The text of Section G13 is attached as an Annex to this Introduction, for the
convenience of the reader

These concerns were summarised in the introduction to the National Housing
Strategy in the following terms:

Fairer Social Housing Rents

A coherent pattern of affordable rents is integral to our aim to give tenants greater
choice over where they live. We want a social housing sector that has an equitable
rent structure that reflects the overriding principle that tenants should pay
comparable rents for comparable homes and services, thus providing increased
opportunity for tenants in selecting where they want to live.

While the difference between local authority and registered social landlord rents is not as
marked in Wales as it is in other parts of the UK, it is evident nonetheless that the
pattern of rents across Wales’ social housing sector is not consistent. Moreover, within
some landlords own stock there is little relationship between the rent charged and the
value of what is on offer — in terms of size, quality or location.

We will work with social landlords to identify anomalies in renting systems and tackle
these by developing more equitable structures.

(Better Homes for People in Wales: A National Housing Strategy for Wales, National
Assembly for Wales, 2001, p.11)
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The research aimed to collect data on the actual rents and service charges
charged by every significant social landlord in Wales, to establish the basis of
each landlord’s policy for setting rents and the factors which the policies took into
account, and to set rents and service charges in the broader context of
affordability, including the heating costs of homes.

2. The research programme
The research project contained five main elements:

1. A review of existing data collected by Welsh Assembly Government as part of
its strategic, regulatory and statistical roles.

2. The collection of current rent policies from each social landlord, together with
each landlord’s mechanism for reviewing and changing rents. This was intended
to enable:

e Areview of the rationale behind existing rent setting policies, and the
extent to which they conform to existing statutory and regulatory
guidance.

¢ An analysis of the extent to which the existing pattern of rents actually
charged conforms to the rent setting policy of the landlord.

e An assessment of the existing mechanisms for the review of rents and
their alteration.

3. The collection, from each social landlord, of an agreed range of property
attributes in order to enable the fair comparison of rents across a landlord’s
stock, between social landlords, and between social rents and capital values and
market rents. This stage of the project was intended to enable:

¢ The identification of the property related element of the total rental
charge, separated from any service related element, in order to enable
‘like for like’ comparisons between different social landlords to be made.

e The identification of the key property and location attributes which
influence current social housing rents.

4. A detailed analysis of current social housing rent levels, and a fair comparison
of these both within and between the council and RSL sectors and against
market rents and capital values. Such an analysis and comparison required:

¢ The identification of the property related element within the total rent
charged by each social landlord
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e Theidentification, through hedonic analyses of price, of the property and
location attributes which most influence the structure of sub-market rents,
and of open market rents and values

5. A summary and critical examination of social landlords’ rent policies and
review procedures, drawing out their relative strengths, weaknesses and
differences.

These elements would then form the basis of a critical review of existing rent
setting policies, their relationship to current rent differentials, and the
mechanisms adopted by landlords for their review, including their procedures for
consulting with their tenants.

This critique was intended to examine the strengths, and weaknesses, of the
range of rent setting policies currently employed by social landlords within the
policy context of the National Housing Strategy, which seeks to achieve ‘an
equitable rent structure that reflects the overriding principle that tenants should
pay comparable rents for comparable homes and services, thus providing
increased opportunities for tenants in selecting where they live’.

3. The research methodology and data collection

All 22 local authorities and the 33 largest housing associations were asked to
supply details of the weekly rents and service charges for each of their
properties, by bedsize and by address

While many landlords were able to respond relatively promptly and accurately,
there were a significant number where repeated reminders and chasing were
required in order to elicit any response. Others had great difficulty in supplying
the data requested, although the Project Steering Group had agreed that the
data requested represented the minimum data that every social landlord would
have to hold in order to manage its housing stock.

These difficulties could be partly attributed to the continuing use of outdated,
‘legacy’ computer systems, particularly where information was held on different
databases. In these circumstances, it was not uncommon, for instance, for the
addresses in the rent account not to match with those in the housing
management system. Particular difficulties were experienced by those local
authorities where the housing function is split between two or more departments.
Typically, rent accounting might be handled by a finance department, the letting
and tenancy management by a housing department (or section within a larger
department) and the maintenance of the stock by a building department. All
three might have independent, and incompatible, databases. In the end, the
project team were successful in obtaining the relevant data from all 55 landlords.
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Landlords were asked to supply data on their general needs housing stock, and
to exclude specialist supported housing. In some cases, this was interpreted by
local authorities as excluding all property designated for the elderly. Where there
were obvious discrepancies between the numbers of properties for which
landlords had supplied data, and the size of their housing stock from the most
recent statistical returns, landlords were asked to check the difference and to
supply any missing data. However, it was not possible for the project to check
the data supplied against the landlord’s own records, and there may still be
instances where data are missing, particularly for a proportion of the local
authority Housing Revenue Account (HRA) stock.

Some landlords had considerable difficulty in supplying basic information on their
housing stock. In some cases, not all properties had postcodes. In other cases,
the data might be held on different, and often incompatible, computer systems. In
such cases, it was also common for the data supplied not to match: lists of
addresses for one function were often different from lists of addresses supplied
from another function. For example, in one local authority the rent data was held
on the rent account, administered by one department, but this did not have any
details of the bedsizes of the properties. Neither were these held by the housing
department. The only source of information on bedsizes was a database which
had been independently built up by the maintenance department for its own
purposes.

Service charges were a particular source of difficulty. The use of service charges
is much more common among housing associations than it is among local
authorities. However, in order to compare the weekly charge to tenants, it is
necessary to add together the rent and any service charges to give the total
weekly charge. Only in this way can like be compared with like across the two
sectors. Among the local authorities, only Cardiff has

attempted to identify service charges on a systematic basis.

However, many landlords also use the rent account to make a weekly collection
of other charges, for example water rates and charges for the supply of heating
(typically for district heating and central boilers in sheltered housing schemes).
In some instances, landlords could not break down charges for heating between
the consumption of fuel (not a service charge) and the supply and/or
maintenance of the heating system itself (a legitimate service charge). We have
excluded water rates (and charges for maintenance of cess pits or septic tanks)
where these were separately identified. We have also attempted to divide
heating charges between small charges, typically one or two pounds per week,
on the assumption that these represented service charges for the supply or
maintenance of the heating system, and larger charges, in excess of two pounds
per week, assuming that these reflect charges for fuel consumed. This is
necessarily a rough and ready division.
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Addresses were collected in order to enable the geographic pattern of rents to be
analysed. This is most conveniently done at the postcode sector level. Postcode
sectors are defined by the first two letters and the first two digits of a postcode
(eg, LL41 3) and represent geographic areas containing an average of 3,000
addresses. The only defined area in the postcode system that is smaller than the
postcode sector is the postcode unit, which is the full postcode, representing an
area of only 15 properties on average. It was felt that this level of detail was
unnecessary for the project, and also that this level of detail might allow
individual properties to be identified.

Indeed, in many postcode sectors there are only one or two properties owned by
social landlords. It was clear that in some cases these were isolated single
properties, in some cases with rents significantly above, or below, the average.
In the maps which are presented in this report, all postcode sectors containing
three properties or less have been suppressed.

One local authority, Bridgend, was unable to supply postcodes for the addresses
of its housing stock, and therefore appears as a blank in the detailed analysis of
rents by postcode sector presented later in this chapter.

4. Data issues and problems
Two other points need to be noted about the quality of the data.

The first is that 2002/03 was a fifty-three week rent year. Periodic tenancies
normally run from Mondays, and rent is therefore normally due on to be paid on
Mondays. Once every seven years there are fifty three Mondays in a calendar
year, and 2002/03 was one of these. The financial year began on Monday 1
April 2002, and ended on Monday, 31 March 2003.

When this occurs, landlords essentially have two choices. They can either
recover the annual budget over 53 weeks rather than 52, with each week’s rent
being slightly lower than it would have been in a normal fifty two week year, or
they can maintain weekly rents at the same level as normal, and simply collect
an additional week’s rent in the course of the year.
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The situation is complicated by the practice of many social landlords, particularly
local authorities, to offer ‘rent free’ weeks, usually either at Christmas or over the
summer holiday period. Some local authorities offer four ‘rent free’ weeks in a
normal year, collecting 52 weeks’ rent income in 48 weeks actual payments. In
the event of a 53 week rent year, these landlords typically collect 49 or 51
weeks’ rent.

The situation is still further complicated by the different accounting practices
between local authorities and housing associations. Local authorities generally,
but not exclusively, account on a cash basis. Cash received during the
accounting year is attributed to that year’s accounts as income. In these
circumstances, charging the extra week’s rent represents a one-off ‘windfall’ to
that year’s Housing Revenue Account. Housing associations however generally
account on an accruals basis. Cash received during the year from rents is
attributed on a daily basis: the week’s rent received on Monday, 31 March 2003
would have one seventh attributed to 2002/03, and six sevenths to 2003/04.

We have attempted, where possible, to express all rents on a common, 52 week
basis, although the variety of charging practices, and the different accounting
practices, have meant that this has not always been achievable.

The second point is that 2002/03 saw the introduction of Supporting People.
Social housing landlords were required to identify those elements contained
within rents or service charges which represented the provision of personal
services to tenants. These elements are in future to be met from Supporting
People grant, for those tenants entitled to Housing Benefit, and paid directly as a
service charge by those tenants whose income is sufficient.

In the case of housing associations, this was relatively straightforward, since
housing associations already identify service charges separately from rent. The
introduction of Supporting People largely required the division of already existing
service charges between those relating to the building, and those relating to the
provision of personal services to tenants.

For most local authorities however the process was much more complex.
Traditionally, many local authorities have ‘pooled’ the costs of services across
the whole of their housing stock. The costs of wardens in sheltered housing, or
of concierges where these are provided in high rise flats, are split over the whole
housing stock, and all tenants have paid a small element of rent for the provision
of these relatively expensive services to a small proportion of tenants. Local
authorities have therefore had to identify the costs of providing these services,
usually involving complex problems of identifying and attributing overhead costs.
All social landlords also had to decide what proportion of these services were
actually providing personal services to individual tenants as defined in the
Supporting People regulations. This is not a simple process. For example,
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wardens in sheltered housing may perform a wide range of duties, many of which
have developed over the years without necessarily being formally included in job
descriptions, and almost certainly without any ‘timesheet keeping’ approach to
attributing the proportions of time spent on different activities. Landlords have
therefore had to exercise judgement as to the proportion of time which can
reasonably be attributed to the provision of personal services.

It is clear, from interviews with landlords, that these judgements have differed
widely. In some cases, the majority of wardens’ time was felt to be concentrated
on housing management type work, in others the majority, if not all, was judged
to be used in providing personal services to tenants. Local authorities making the
judgement that the majority of wardens’ time was felt to be concentrated on
housing management type work also tended to retain a pooling approach to the
non Supporting People element of the work of these staff. Some however were
taking the opportunity to identify these remaining costs as service charges. This
approach would bring the charging practices of these authorities onto a similar
basis to that operated by housing associations.

These decisions were in many cases still being undertaken during the course of
the year 2002/03, and therefore the data available on rents and service charges
will not reflect the position that will finally emerge as the provisions of Supporting
People take full effect.

In the longer run, Supporting People will also affect the nature of housing
provision, and the future use of existing stock. In the first phase of Supporting
People the personal service element can be split among all tenants currently
receiving some part of the service. The personal care element of the work of a
warden in a sheltered housing scheme can therefore be divided between all the
tenants living in the scheme. The first review of Supporting People will however
require the identification of the actual package of support received by each
individual. At this point, it will no longer be possible to divide personal service
among all tenants, and these charges will only be attributed to those tenants
actually in receipt of the service.

A number of landlords expressed the view that this would effectively mean the
end of sheltered housing as a physical building type, and would instead require
the development of a peripatetic, rather than block based, warden service. Some
had already begun to plan ahead on this basis.
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5. The structure of the Report

Chapter 1 outlines the current legislative background and the subsidy and
regulatory constraints on rent setting by landlords in the local authority and
housing association sectors and discusses the different approaches to rent
setting in the two sectors.

Chapter 2 analyses the pattern of rents at five descending levels of detail:
e The national pattern, comparing the range of rents within the two sectors

for each bedsize of property

The national distribution of rents within each sector, by bedsize of

property

e Each sector, comparing the range of rents charged by each landlord for
each bedsize of property

e The geographic pattern of rents across Wales, for each sector, by bedsize
of property

» The difference between average rents in each sector, in each postcode
sector in Wales, by bedsize

Chapter 3 discusses the pattern of rents in the private sector, and compares
private sector rents to rents in the social housing sector.

Chapter 4 discusses the pattern of house prices in the owner occupied market
and their movement over the immediate past.

Chapter 5 outlines the complex relationships between earnings, the welfare
benefit system in the form of Tax Credits, and the affordability of rents in the
social housing sector.

Chapter 6 outlines the problem of fuel poverty, explains the SAP rating system
for houses, and discusses the implications for the WHQS if tenants who are
dependent wholly upon benefits are to be taken out of fuel poverty.

Chapter 7 discusses some of the distortions and ‘perverse incentives’ which rent
regulation can create.
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Chapter 8 summarises the findings and conclusions of the project.

Appendix 1 gives background information on the process of restructuring rents
currently being undertaken in England, where a different regulatory regime for
the housing association sector, which encouraged competitive bidding for Social
Housing Grant, had led to a chaotic pattern of rents. The Appendix discusses
some of the drawbacks of the formulaic approach now adopted for rent setting in
England.

10
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Chapter 1

Rent setting: the national policy context

1. The National Housing Strategy

The National Housing Strategy, Better Homes for People in Wales, adopted in
July 2001, sets out the current strategy of Welsh Assembly Government towards
rents and rent setting policy across the social housing sector.

The Strategy summarises the intention to achieve ‘fairer social housing rents’ in
the following terms:

e “A coherent pattern of affordable rents is integral to our aim to give tenants
greater choice over where they live. We want a social housing sector that
has an equitable rent structure that reflects the overriding principle that
tenants should pay comparable rents for comparable homes and services,
thus providing increased opportunity for tenants in selecting where they want
to live.

¢ While the difference between local authority and registered social landlord
rents is not as marked in Wales as it is in other parts of the UK, it is evident
nonetheless that the pattern of rents across Wales’ social housing sector is
not consistent. Moreover, within some landlords own stock there is little
relationship between the rent charged and the value of what is on offer — in
terms of size, quality or location.

o We will work with social landlords to identify anomalies in renting systems and
tackle these by developing more equitable structures.”

Better Homes for People in Wales develops these aims in more detail in section
G.13 of the Strategy, ‘Social Housing Rents and Affordability’:

e “We recognise the important connections between social housing rent levels
and tackling social disadvantage. Where rent levels are fair and affordable,
tenants will have a greater incentive to get off benefits and move into work.
Affordability is considered an important issue in the social housing sector in
Wales. This is because many Welsh tenants still face difficulties in meeting
their housing costs, with some critics claiming that policies often fail to take
account of non core rent costs such as service charges and utility bills. In
addition to affordability issues, there remain concerns about the fairness and
consistency of rents. We are concerned about indications that suggest the
broad pattern of rents across Wales’ social housing sector is not always a
coherent one.

11
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We will aim to:

e work in partnership with local authorities to achieve fair and transparent
rent systems which deliver affordable rents;

e continue to regulate registered social landlords’ rents to achieve levels
which are affordable, whilst enabling registered social landlords to be
financially viable and deliver a good standard of service;

e compare and seek to address unjustifiable differences between the rent
levels of local authorities and registered social landlords; and

e ensure that where anomalies are identified a restructuring process is
agreed with the landlord that achieves an equitable structure within a
timescale that is not to the detriment of the majority of its tenants.”

2. Rent setting policy in the local authority sector

The powers of local authorities to set rents in their own stock are defined in

section 24 of the Housing Act 1985:

e “24.— (1) Alocal housing authority may make such reasonable charges as
they may determine for the tenancy or occupation of their houses.

¢ (2) The authority shall from time to time review rents and make such changes,
either of rents generally or of particular rents, as circumstances may require.

¢ (3) In exercising their functions under this section, a local housing authority
shall have regard in particular to the principle that the rents of houses of any
class or description should bear broadly the same proportion to private sector
rents as the rents of houses of any other class or description.

e (4) In subsection (3) "private sector rents", in relation to houses of any class
or description, means the rents which would be recoverable if they were let on
assured tenancies within the meaning of the Housing Act 1988 by a person
other than the authority.”

(Subsections 3 and 4 of the above section were added by section 162 of the
Local Government and Housing Act 1989.)

In practice, since their introduction in 1989, subsections 3 and 4 have been more
honoured in the breach than in the observance. In many parts of Wales, there
are insufficient properties let on assured tenancies to provide adequate
comparisons or sufficient market intelligence. Information on the rents of
assured tenancies is effectively limited to those tenancies where the tenant is in
receipt of Housing Benefit, rather than those achieved in the open market. It is
known that the Rent Officer Service experiences

considerable difficulty in obtaining comprehensive and reliable data on the actual
rents achieved in assured lettings.

12
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Subsections 3 and 4 of the Act have also been effectively ignored by the
government in England, where the current process of rent restructuring across
the social housing sector sets the rent of every property by reference to a formula
based on a mixture of local earnings and the open market capital value of the
property itself.

3. Rent setting and Housing Revenue Account subsidy

In practice, the rents of local authority houses are set in a two tier process. The
first tier, determined by the Assembly, sets the amount of subsidy which the local
authority will receive. This substantially determines the total amount of income
which the local authority must recover from all its tenants. The second tier of the
process is the policy of the local authority as to how it chooses to distribute this
total between all its houses.

The amount of subsidy which each local authority will receive is determined by a
formula. This compares the income to the HRA (primarily from rents) with the
expenses of the HRA (primarily the costs of management, maintenance, debt
charges and rent rebates). If the costs are greater than the income, subsidy
makes up the deficit. However, in order to control public expenditure, the formula
is applied to a ‘notional’ HRA, in which the level of rents (on the income side) and
the costs of management and maintenance (on the expenditure side) are
determined by the Assembly. (If this were not done, a local authority would be
free to set low rents, and leave costs uncontrolled, safe in the knowledge that
taxpayers would make up the difference.)

The Assembly has determined for 2003/04 that a reasonable level of expenditure
on management and maintenance is £1,255 per property in every local authority

area in Wales. It appears unlikely that the reasonable costs of management and
maintenance are in practice identical everywhere in Wales, but there appears to

be no useable evidence to the contrary.

The allowance for management and maintenance (determined by the Assembly),
the amount of rent rebates (mainly varied by the rate of unemployment) and the
amount of debt charges (determined by the authority’s past pattern of borrowing)
together form the main elements on the cost side.

13
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The Assembly then determines an average rent for each local authority which it
considers reasonable and appropriate, known as the ‘guideline’ rent.

The income which the local authority would receive if it charged its average rent
at the guideline, together with a number of other minor forms of income, is then
deducted from the cost side of the formula. If costs exceed income (as they do
for every local authority in Wales), then the Assembly pays subsidy to make up
the difference.

The income from rents is less than the assumed costs of managing and
maintaining the stock and the costs of debt charges in two local authorities,
Merthyr Tydfil and Rhondda Cynon Taf. In these cases, part of the subsidy paid
by the Assembly is meeting the cost of providing the houses, the ‘housing
element’ of subsidy.

In all other local authorities in Wales, the income from rents exceeds the
assumed costs of managing and maintaining the stock and the costs of debt
charges, and this excess reduces the remaining subsidy payable by the
Assembly, the ‘rent rebate element’.

4. Rent setting by local authorities

The local authority, knowing the fixed level of subsidy which it will receive, is then
free to decide whether to set its average rent at the guideline, or below, or above,
the guideline.

A number of Welsh local authorities have chosen to set rents below the
guideline, and to forgo the additional rent income.

However, if a local authority chooses to increase its average rent by more than
the change in subsidy, this would lead to an increase in the public expenditure
cost of rent rebates, above the level allowed for by the Assembly. This extra cost
is not eligible for subsidy, and must be met from the additional rent income. The
net gain to the HRA from an increase in rent above the change in subsidy would
therefore be perhaps only 30-40p for every £1 increase in rents. Consequently,
there is a strong incentive for local authorities to limit rent increases to the
change in subsidy.

This was not the case prior to 1996, and before 1996 a number of local
authorities increased their average rents by more than the guideline increase. It
is the current policy of the Assembly to bring average local authority rents in each
area into line with the benchmark rents in each area which control the maximum
rents chargeable by housing associations.

14
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e “By setting Housing Revenue Account System (HRAS) guideline rents, we
are able to exert significant influence to help ensure a more rational
distribution of overall average rent levels across Welsh local authorities.

Actual rents, however, are the responsibility of individual authorities.”
Source: National Housing Strategy para. G.13.1

The Assembly therefore sets an annual guideline rent increase for each local
authority individually. The guideline increase is set at a level which will bring the
actual average rent charged by the local authority (i.e. the guideline rent plus or
minus any variation decided upon by the local authority) into line with the
benchmark rent over a number of years.

In the case of two local authorities, Ceredigion and Vale of Glamorgan, the
guideline rent is already equal to the benchmark rent (adjusted to take account of
past rent increases in excess of the guideline). In 2003/04, the average local
authority rent actually charged in these two areas was equal to the housing
association benchmark rent.

It is important to note the difference in the financing systems of local authorities
and housing associations. In the case of a housing association, if the benchmark
rent increases at inflation plus 0.5%, then the rent income to the housing
association will have increased by one half of one percent in real terms. In the
case of a local authority, if the guideline rent is increased at inflation plus 0.5%,
then an equivalent amount of subsidy is withdrawn from the local authority, and
no change in income in real terms will occur. In the case of local authorities, for
additional resources to become available, the management and maintenance
allowances would need to be increased in real terms, above the rate of inflation.

5. Rent setting policy in the housing association sector

In terms of legislation, housing associations are free to set rents for their assured
tenancies at any level up to the level of market rents. However, because all
housing associations have received grants from public expenditure for the
express purpose of enabling them to set rents below the market level, the
policies of the appropriate regulatory bodies and government departments
exercise the dominant influence in determining the overall average level of rents
in the sector.

15
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In Wales, the policy of the Assembly is that all housing associations wishing to
receive Social Housing Grant for new development must comply with its rent
benchmarking system.

Theoretically, non developing housing associations are free to set rents at any
level they may choose, but in practice all housing associations set rents within, or
with reference to, the benchmark rent system. In interviews conducted as part of
this project, senior executives of housing associations expressed the view that if
housing associations ceased to develop, and set rent increases above the
benchmark, this would merely result in greater regulation by the Assembly.

The rent benchmarking system sets maximum average rents for each local
authority area in Wales, grouped into five bands. The bands are:

Table 1.1: Benchmark rents

2000304 Maximum 3b5p
benchmark rent

Band A | Isle ol Anglesey
Blaenan Gwent
Carmarthenshire
Ceredigion
Crwynedd E48.55 £53.95
Merthvr Twdril
Pembrokeshire
Powws

Ehondda Cvnon Taf
Band B | Conwy
Denbighshire E40 HT £55.30
Flintshire

MNeath Port Talbot
Band C | Bndeend
Caerphilly £51.41 £56.76
Torfaen
Wrexham
Band D | Newport

Monmouthshire £52.15 £58.10
Swansea
Vale ol Glamorszan

Band E | CardifT £33.01 £59.54

16
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The benchmark is the simple average of the maximum rents of six defined house
types:
e 1 bedroom 2 person flat
2 bedroom 3 person flat
2 bedroom 3 person house
2 bedroom 4 person house 580
3 bedroom 4 person house
3 bedroom 5 person house

one of which, the 3 bedroom 5 person house type, also has a fixed maximum
rent.

A housing association wishing to develop in a particular Band must specify the
maximum rent which it would charge for each of the six property types,
irrespective of whether it. The system is therefore concerned with setting a
maximum limit to rents, and not with the actual rents charged. A housing
association could (theoretically) charge less than the declared maximum. 5% of
properties in the six property types can be excluded from the benchmark rent
calculation.

The rents of 1b1p flats, and the rents of 3b6p (and larger) houses are not
constrained by the benchmark rent calculation, although very small and large
units only form a small part of the overall dwelling mix.

The benchmark system is also not concerned with the actual mix of houses built
by a housing association, and therefore the average benchmark rent will not be
the same as the actual average rent charged by a housing association in a
particular area. For example, if a housing association chose to build only 3
bedroom 5 person houses in Gwynedd, then its actual average rent would be
£53.95, even though the benchmark rent is only £48.55. Provided that a housing
association does not exceed the maximum rent for a 3b5p house,

and provided that the average maximum rent of the six house types does not
exceed the benchmark, the housing association is free to set whatever rents, and
differentials between different property types, it chooses.

However, the Assembly advises housing associations that:
o “(Benchmark) returns must be subject to consistent treatment across the

entire stock. Differentials between property types should be consistent
across local authority areas.”

17
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In practice however, the room for choice is much more constrained than appears
at first.

The Figure below shows the theoretical ranges of rents which could be set by a
housing association in Band A which would comply with the benchmark system,
while maximising rent income to the association. The Figure shows that if the
rent of a 3b5p house is set at the maximum of £53.95 per week, then a
conventional differential in rents between properties of different sizes will result,
arithmetically, in a rent of £43.15 for a 1b2p flat. A steeper differential between
the 3b5p house and the 3b4p house will have the effect of raising the rent of the
1b2p flat. Setting a low rent for a 1b2p flat would have to be compensated for by
a flatter structure of rents for the remaining property types. Setting the rent of a
3b5p house below the maximum allowable would require an almost flat rent
structure if rent across all property types is to be maximised at the benchmark.

Figure 1.1: The constraints on rent setting
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The range of choices in rent setting can therefore be summarised:

e Setting the 1b2pflat rent as low as possible results in all other rents
approaching the maximum allowable rent for the area.

e Setting the 1b2p flat rent as high as possible forces the other rents (which
must be higher) close to the required average benchmark.

e Setting the rent of the 3b5p house to the maximum reduces the amount
chargeable as rent on the other properties.

Since all the rent setting illustrations have the same average rent, if a housing
association has its properties evenly distributed between the six property types,
then its total income from rents will be the same whichever rent setting policy is
adopted. A housing association would benefit from setting rents close to one of
the extreme pricing schemes if it owned a greater proportion of the smaller, or of
the larger, property types.

6. Rent setting by individual housing associations

These considerations are not at all theoretical for housing associations in
deciding on their rent setting. All housing associations are acutely aware of the
need to maximise rental income, and rent setting policies are consciously
adjusted to maximise rental income.

In some cases, housing associations have developed computer programmes in
order to maximise the income from rents whilst staying within the benchmarks. It
is worth quoting at length from one housing association’s rent setting guidance to
illustrate the effect of the regulatory system on rent setting:

RENT SETTING POLICY (EXTRACT FROM ONE RSL’s POLICY)

e “To set the rents for the forthcoming year initially compare the current RSL
average rent on the six specified property types to the new Benchmark rent.
If the current rent is less than the new Benchmark, there is scope for
potential increases. To facilitate this process increase the £ per point figure,
for instance by RPI. By entering the new figure produced in cell K3 the
matrix will automatically adjust all the rents in the framework in line with this
increase. At the same time, the input of the new £ per point figure will
trigger the calculation of the RSL average rent on the six properties required
for Benchmarking purposes (see table: NAW Benchmark Calculation —
location cell J5). Continue to adjust the £ per point figure until the RSL
average rent produced on the six property types equals as closely as
possible the NAW Benchmark rent. If no such match can be achieved it may
be necessary to adjust the actual property attribute totals, although this
should be the exception. It should be remembered that adjustments to one

19



Welsh Assembly Government - Social Housing Rents in Wales

field in the points attributes table can have unintended consequences and
produce inappropriate or illogical rent differentials.

e The exception to the automatic update process outlined in 4.1.5 relates to
the specific rent that applies to the £ bedroom house (5P). Currently, in both
the RSL Rent Matrix and the NAW Benchmark Calculation, this figure must
be entered manually for both the New Build and Rehab figures. However,
the figure must be based on an actual points attributes totals. The points
must initially be adjusted until a figure is arrived at which is as close to the
NAW 3 bedroom house (5P) rent as is possible, whilst obviously ensuring
that the Benchmark rent for the six property types is not exceeded. In
making these further modifications to the £ per point figure and/or adjusting
the points attributes totals caution must be exercised to safequard against
illogical rent outcomes .g, a higher rent on a 2 bedroom house as opposed
to a 3 bedroom house. Such outcomes are possible and thus this process
of achieving a workable fit between RSL policy rents and NAW Benchmark
requirements needs to be approached with extreme care. This point applies
especially to the issues surrounding the 3 bedroom house (5P) but also to
the other five benchmark property types. The RSL figure cannot exceed the
Benchmark rent and all calculations must be rounded down to the neatest
tenth rather rounded up. All attempts must be made to get the difference
between the NAW Benchmark rents and the RSL’s average rent to zero.”

This is not an isolated case. Several housing associations have adopted the
practice, if not the policy, of adjusting attribute points in order to maximise rent
income. Senior executives at a number of housing associations were of the view
that the pressure to maximise rent income within the constraints of the
benchmark system meant that they were probably in technical breach of their
formal rent setting policies.

In other cases, housing associations have chosen as a matter of conscious

policy to set all the rents of the relevant property types at the benchmark,
irrespective of minor variations in age, condition, amenity or location.
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7. The effect of different rent setting policies on rent differentials

Social landlords in Wales employ a variety of different rent setting policies in
order to set the rents of individual properties within their stock.

The 33 housing associations included in this study all had a formal policy on rent
setting which they were able to supply. For non-developing housing
associations, which were also ones with very small stocks, these tended to be
very simple, and focussed primarily on charging rents which would

recover costs. Developing associations are naturally active in setting the rents of
new dwellings as these are completed, and must set rents which comply with the
rent benchmarking system if they are to continue to develop with Social Housing

Grant.

Essentially, housing associations have adopted three approaches to rent setting.
The first two are very similar, and are used, with variations, by nearly all
developing housing associations. These two approaches both use some form of
‘points’ system for differentiating the size, amenities and, in most cases, the
location of different properties.

Some points schemes were relatively elaborate, and had been worked out in
consultation with tenants. Others were relatively crude, simply setting rents by
property type with some adjustment for physical condition. One line of approach
starts from the ‘top down’, first determining the total budget to be recovered from
rent income, and then distributing this downwards to properties using the points
system. The other starts from the ‘bottom up’, adjusting the ‘pounds per point’
until the desired budget total is reached. Both approaches end up at the same
position.

Many housing associations had adopted some system for reducing rents in areas
such small towns, villages and isolated rural communities in order to reflect the
higher costs of living, inaccessibility and lack of amenities in these locations.

One housing association in North Wales commented that social housing tenants
appeared to prefer to live in the coastal towns, where access to jobs,
supermarkets and amenities was available, rather than in the inland villages.
These preferences clearly run counter to the pattern of house prices, which are
often higher in the villages and rural areas. Indeed, the lack of amenities such as
supermarkets or cinemas might be a positive attraction for wealthier homebuyers
with car transport.
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The only significant alternative to these approaches is that adopted by Mid Wales
HA, which uses the capital values of its stock, annually valued on an Open
Market with Vacant Possession basis. Rents are set at the benchmark rent for
the highest value property, and all other rents are then set in proportion to the
relative capital value of the individual property, using a simple formula of xp per
£100 of capital value. The association commented that over the years the X’ in
the formula has consistently reduced, thereby reducing the differential between
rents and raising overall rent income within the benchmark total, and now stands
at 5p per £100 of capital value.

All the housing associations interviewed for the project emphasised that rent
differentials were being reduced by the need to increase overall rent income,
primarily in order to cross-subsidise development, while staying within the rent
benchmarks. Indeed, many admitted to being in effective breach of their formal
rent setting policies in adjusting the differentials between rents that the financial
situation required.

Nevertheless, all developing housing associations had a rent setting policy which
had been established, or at least reviewed, within the past seven or eight years.

The situation with most local authorities however was quite different. More than
half of all local authorities were unable to supply any formal rent setting policy,
and many of the remainder merely referred to rents as having been set originally
in accordance with rateable values. In some authorities, particularly those
created following local government re-organisation by the amalgamation of
smaller authorities in 1996, there was considerable uncertainty as to the basis on
which rents had previously been set in the constituent authorities. Only two of
the local authorities created by amalgamation post 1996 appeared to have
adopted a coherent policy to harmonise rents. Others had discussed the issue,
but action had been effectively shelved. This reflected partly the political problem
of ‘gainers’ and ‘losers’ under any restructuring of rents, and partly an
expectation, or hope, that some form of central guidance would be forthcoming.
Officers were obviously aware of the rent restructuring system adopted in
England, and were reluctant to press elected Members on the issue until the
position in Wales became clearer.
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Key points

Chapter 1 sets out the legislative and regulatory framework within which the two
groups of social landlords set rents.

A key finding of the study was that the process of rent setting is in practice
largely dominated by the different subsidy and regulatory arrangements in each
sector, and the chapter attempts to give a clear explanation of the functioning of
the Housing Revenue Account (HRA) subsidy system for local authorities, and of
the rent ‘benchmarking’ system which applies to housing associations. There is
an important difference between the two sectors. For housing associations, a
rent increase above the rate of inflation will automatically result in the association
having more money to spend on management and maintenance, or on helping to
keep rents down on new developments. For local authorities, a rent increase
above the rate of inflation may only result in a reduction in the subsidy paid by
the Assembly. Only if the Assembly decides to increase the management and
maintenance allowances by more than the rate of inflation would the local
authority have more resources to spend: a policy which would then require more
subsidy to be paid by the assembly.

Current Assembly policy is to move the average local authority rent towards the
housing association ‘benchmark’ rent. This has already been achieved in
Ceredigion, Monmouthshire and Vale of Glamorgan, and other local authority
rents will gradually be adjusted to the ‘benchmark’ over the next few years. This
will have the effect that roughly half of all local authority dwellings will then have
rents above the housing association ‘benchmark’, despite being older and often
in poorer condition than housing association homes. Very few housing
association dwellings will have rents above the ‘benchmark’, and most will have
rents either at the ‘benchmark’ or below.

The report suggests that this anomaly could be overcome by treating the housing
association rent for a five person, three bedroom house as an average, rather
than as a maximum. Housing associations that wish to have a greater difference
between the rents of their most and least desirable properties would then be free
to increase the rents of the better properties, provided that there were a matching
decrease in the rents of poorer quality properties. This would bring the pattern of
rents within the two sectors more into line with each other, but differences in the
relative quality of properties will remain until the Welsh Housing Quality Standard
is achieved by all social landlords. The combination of regulatory and financial
pressures had created very flat rent structures across nearly all social landlords.
The difference between the rents of all but the cheapest, and the rents of all but

the most expensive, properties was very small, and in some cases landlords had

a policy of charging the same rent for the same size of house, irrespective of
differences in location, condition or amenities.
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Nearly all housing associations had a reasonably up to date policy for setting
rents, but this was not the case for the maijority of local authorities. Over half
were unable to supply any formal policy document, and many were continuing to
rely on outdated methods to set rents, such as rateable values. In some cases,
local authorities created from the amalgamation of previous local authorities in
1996 had done little to harmonise rents (or, indeed, levels of service) across their
current stock of houses.

One point clearly emerged which is important to rural Wales. Most social
landlords with houses in small towns and villages had a policy to reduce rents, by
small amounts, in areas lacking amenities such as local shops, post offices or
frequent bus services. These reductions were relatively ‘token’, in that they were
not based on any calculation of the additional costs, or disbenefits, of living in
isolated areas, but nevertheless they reflect a perception that these areas are
less attractive to social housing tenants. In many areas, this runs counter to the
values of better off, car owning owner occupiers: capital values are often highest
in the villages with fewest amenities.
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Chapter 2

1. The social housing stock

Landlords were able to supply data on the rents, service charges, bed sizes and
addresses of 223,453 dwellings, as shown in the Table below:

Table 2.1: The social housing stock

Bed size HA LA Total
bedsit 411 619 1 030
1 bed 17361 31679 49040
2 bed 18315 55558 T3RT3
3 bed 6712 TROLA Q4725
4 bed | 261 326 L4387
5 bed |85 |34 319
i bed 45 26 Tl
7 bed 3 ] 3
8 bed 4 I 5
TOTAL 54297 169156 223453

The housing association total is very close to the estimate of 55,000 dwellings at
1 April 2001 given in Welsh Housing Statistics 2001, (particularly allowing for
continued newbuild completions and the balancing omission of supported
housing). However, the local authority total of 169,156 is some 18,564 properties
short of the 187,720 given in 870 Welsh Housing Statistics 2001. The local
authority figures were supplied to the project during 2002/2003, and there will
have been some continuing erosion of the stock through the Right to Buy and
demolitions over the intervening eighteen months since 1 April 2001.
Nevertheless, it is clear that there remains some under-reporting in the local
authority sector. This is almost certainly concentrated in the stock that is
designated for the elderly, although not necessarily limited to sheltered housing.

The division between bedsit and one bedroom dwellings also needs to be treated
with caution. Many landlords describe all non self contained bedsits with shared
bathrooms and kitchens, self contained one person dwellings, and two person
dwellings, as ‘one bedroom’ dwellings. The numbers of bedsits and one person
dwellings are likely to be significantly understated.
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As far as rents are concerned, this will have the effect of lowering the average
rent for one bedroom dwellings below that normally charged for ‘one bedroom,
two person’ dwellings.

The relative size of the two sectors, and the proportion of their stocks by bed
sizes is more clearly seen in the Figures below:

Figure 2.1: The distribution of the housing stock by bedsize and sector

Distribution of housing stock, by bedsize, by sector
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Figure 2.2: The proportions of stock in each sector, by bed size

Proportions of properties, by bedsize, in each sector
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Bearing in mind the caveat concerning the bedsit stock, it is clear that the
overwhelming maijority of the stock consists of one, two or three bedroom
properties. Only 2.14% of the social housing stock is available for larger, or
extended, families, and only 8% of these 4,785 larger dwellings has more than
four bedrooms.

While the smaller housing association stock is split roughly one third to each of
the main bedsizes, the much larger local authority stock is more heavily weighted
to family dwellings. One third of the local authority stock has two bedrooms, but
nearly half (46%) has three bedrooms.

This is the more striking given the erosion of the local authority sector stock, in
particular, from sales under the Right to Buy. Between 1980 and 2000, 111,505
local authority dwellings were sold under the Right to Buy, and a further 6,395
were sold under other powers. No breakdown is available by bedsize, but RTB
sales generally are known to be overwhelmingly concentrated among the two
and three bedroom stock. Sales have amounted to nearly forty percent (38.6%)
of the total local authority stock as it stood in 1980, and nearly half (46.9%) of the
stock of family dwellings that existed in 1980.
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The relationship between dwelling size and rent, and household size and
earnings, in the context of affordability, is discussed in more detail in Chapter 6,
Earnings, Incomes, Rents and Affordability.

2. The pattern of rents and service charges

In view of the small numbers of bedsits and four bedroom and larger dwellings,
the following analysis concentrates on one, two and three bedroom dwellings.
Details of the rents of bedsits and four bedroom and larger dwellings are given in
the Figures in Volume 2 which show the pattern of rents charged by each of the
55 social landlords, by the numbers of each bedsize of property in their housing
stock.

The analysis of rent patterns is discussed at five descending levels of detail:

e The national pattern, comparing the range of rents within the two sectors
for each bedsize of property

e The national distribution of rents within each sector, by bedsize of property

e Each sector, comparing the range of rents charged by each landlord for
each bedsize of property

e The geographic pattern of rents across Wales, for each sector, by bedsize
of property

« The difference between average rents in each sector, in each postcode
sector in Wales, by bedsize

3. The national pattern

It is important to note that nearly all social landlords have a small number of
properties with high rents, over £75 per week and in some cases rising to over
£200 per week, and a small number of properties with very low rents, below £25
per week and in some instances with zero rents.

High rented properties tend to be cases where the property has been let at a cost
rent, or at a market rent, to a third party provider of specialist support services.
This might be a Social Services Department, or a voluntary sector provider. Low
rents appear to be associated in some instances with properties that have
particularly small rooms, or overall floor area, or are known to be in exceptionally
poor condition. Some of these properties have been acquired from the private
sector, and the low rent may date back to the time of acquisition. Most landlords
have occasional properties in the rent account with a zero rent. These may be
cases where the property has been sold, but not yet formally deleted from the
rent account, or properties that

have been decanted and are awaiting demolition, or possibly where the rent has
been rebated to zero following an award of compensation to the tenant.
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These extremes of high and low rents have not been investigated in detail as part
of this project, and affect very small numbers in the overall housing stock. In the
Figures in this chapter, the negligible number of properties with rents above

£120 per week are not shown.

The first three Figures below show the national pattern of rents for each sector, in
each bedsize, ranked from the highest rent to the lowest rent. The Figures show
a simple ranking of rents, and therefore are only related at the national level. A
rent of £45 per week in the local authority sector cannot be directly compared to
a similar rent in the housing association sector. The two properties may be in
different parts of the country, or in entirely different conditions: one might be
unmodernised, the other might be newly built to modern standards.

In order to show the comparable pattern of rents in each sector more clearly, the
stock numbers in both sectors have been equalised in proportion. Both are
therefore shown as the same ‘size’, even though in reality the local authority
sector is three times the size of the housing association sector.

The three Figures show that there is a very similar pattern between the two
sectors, with rents in the housing association consistently slightly higher than
those in the local authority sector.

Figure 2.3: LA and HA rents for 1 bedroom dwellings compared

Comparison of HA and LA rent and service charges for one bedroom stock
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The pattern of rents for one bedroom properties shows that over a range of rents
from about £35 per week up to about £50 per week, the two sectors have an
identical pattern,with housing association rents some £2 to £3 per week higher
than in the local authority sector. For rents higher than £50 per week, the pattern
starts to diverge. Very few rents in local authority sector are above £60 per
week, while in the housing association sector the curve starts to draw away from
the local authority pattern, rising increasingly steeply up to around £80 per week.

This pattern is to be expected, and reflects the different practices in charging for
sheltered housing. In local authorities, the costs of services such as wardens,
cleaning of common parts and windows, grounds maintenance, lift servicing and
so on are generally pooled 1000 across the whole housing stock, thus reducing
the total cost of the rents charged in sheltered housing. In contrast, housing
associations will generally charge these services on a scheme by scheme basis,
on top of the rent element.

The impact of Supporting People, and any more general move by local
authorities towards levying identifiable service charges, will tend to raise local
authority rents towards a similar pattern to that exhibited by housing
associations.

Figure 2.4: LA and HA rents for 2 bedroom dwellings compared

Comparison of HA and LA rent and service charges for two bedroom stock
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The Figure shows that for two bedroom properties the comparable pattern of
rents is consistent across the whole range of rents, from highest to lowest,
between the two sectors. Housing association rents are consistently some £5
per week higher than local authority rents.
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Figure 2.5: LA and HA rents for 3 bedroom dwellings compared

Comparison of HA and LA rent and service charges for three bedroom stock
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The Figure shows a similar comparability between the pattern of rents for three
bedroom properties between the two sectors, across the full range of rents.
Rents in the housing association sector tend to be consistently some £7 per
week higher than local authority rents.

4. The national distribution of rents within each sector, by
bedsize of property

The Figures below show the pattern of weekly rents for each bedsize of property,
comparing the proportion of each sector’s housing stock that falls within different
rent bands, increasing in £5 increments.

Comparing the patterns shown in the three Figures shows three points:

e The peak of the curve in the local authority sector becomes further apart from
that in the housing association sector as it moves from one bedroom to two
bedroom to three bedroom properties, showing an increasing rent differential
between the two sectors as bedroom size increases.

e The shape of the curves becomes steeper between one bedroom and two
bedroom properties, and steeper again between two bedroom and three
bedroom properties, showing that a greater proportion of properties have
rents falling within a narrower band.
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o As aresult, the peak of the curve in both sectors becomes higher as it moves
from one bedroom to two bedroom and to three bedroom properties.

Figure 2.6: Distribution of LA and HA rents for 1 bedroom dwellings

Distribution of weekly rents (including service charges) for 1 bedroom properties, by sector
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The Figure shows that the rents of one bedroom properties follow a very similar
pattern between the two sectors, with the exception of rents above £55 to £60
per week, where there are significantly higher proportions of the housing
association stock with rents above that level reflecting the different practices in
the use of service charges discussed earlier.

Otherwise, the pattern of housing association rents shows a steeper curve than
that of local authority rents, reflecting a greater compression of rents in the
housing association sector. This may reflect both the more recent age of the
housing association sector stock, and also the tendency for rents in that sector to
become compressed below the rent benchmark ceilings.

The pattern of local authority rents shows that the curve is shifted slightly to the
left of that of housing association rents, reflecting a pattern of rents some £2 to
£3 per week less than the pattern of housing association rents.

However, the peak of the distribution in both sectors occurs in the range of £40 to
£45 per week.
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Figure 2.7: Distribution of LA and HA rents for 2 bedroom dwellings

Distribution of weekly rents (including service charges) for 2 bedroom
properties, by sector
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The Figure shows an almost symmetrical, but mirrored, distribution of rents
between the local authority and housing association sectors. Nearly 70% of
rents in the local authority sector fall within the range between £40 and £50 per
week, while nearly 70% of housing association rents fall within the range from
£45 to £55 per week. Housing association rents show a consistently distributed
differential over those of local authorities of about £5 per week.

The peaks of the distribution of rents in the two sectors have now pulled apart,
with the peak in the local authority sector occurring at £40 to £45 per week (37%
of the local authority stock falls within this range), while the peak in the housing
association sector occurs at £50 to £55 per week (35% of the housing
association stock falls within this range).

The distribution of rents in the two sectors is similar, with 69% of local authority
rents falling within a £10 per week range from £40 to £50 per week, and 95%
within a £20 per week range, from £35 to £55 per week. Similarly, 68% of
housing association rents fall within a £10 per week range from £45 to £55 per
week, and 87% within a £20 per week range from £40 to £60 per week.
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Figure 2.8: Distribution of LA and HA rents for 3 bedroom dwellings

Distribution of weekly rents (including service charges) for 3 bedroom
properties, by sector
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The Figure shows that for three bedroom properties the patterns of distribution of
rents between the two sectors shows greater differences than the patterns for
one and two bedroom properties.

The distribution of rents in the local authority sector is broader, with 87% of rents
falling within a £15 per week range, from £40 to £55 per week, with a lower peak,
in the £45 to £50 range (35% of the stock).

The distribution of rents in the housing association sector is steeper, with 80% of
rents falling within a £10 range, from £50 to £60 per week, and with a higher
peak, in the £50 to £55 range (42% of the stock).

The more compressed distribution of housing association rents reflects the
regulatory impact of the ceiling on three bedroom, five person (3b5p) houses,
which ranged in 2002/03 from £52.38 to £57.81. It should be borne in mind,
however, that 3b6p houses do not form part of the benchmark rent calculation,
and are therefore not subject to the same regulatory regime. It would be unusual,
however, for housing associations to set rents for a 3b6p property at a very
significant differential above the 3b5p benchmark rent for the area. Nevertheless
10% of the three bedroom stock of housing associations had rents in excess of
£60 per week in 2002/03. Some of these rents in excess of the 3b5p benchmark
may also reflect the greater prevalence of service charges among housing
associations,
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although the principal service charge usually applied to family accommodation in
houses (as opposed to flats) is a maintenance charge for central heating, which is the
one service charge which the regulatory regime requires to be added to the rent of the
property in the calculation of benchmarks.

5. Each sector, comparing the range of rents charged by each
landlord for each bedsize of property

The rents, including service charges, charged by each of the 22 local authorities and 33
housing associations are set out individually in Volume 2, showing the relationship
between the rents of different bedsizes of property charged by each landlord.

These are drawn together in the Figures below, which show for each sector and for
each bedsize of property, the total range of rents charged by each landlord in that
sector.

The Figures show the extreme compression of rent differentials between landlords.
Nearly all rents for each bedsize are found to lie within a relatively narrow band. This is
particularly noticeable for housing association two and three bedroom properties, where
nearly all rents are compressed within a £10 range.

Only two outliers are significant. Among housing association one bedroom properties,
Dewi Sant have noticeably higher weekly charges, but the association specialises in the
provision of sheltered housing, and higher service charges are to be expected. Among
local authority three bedroom properties, Cardiff charges some £10 per week more than
any other authority. It can be seen from the analysis of Cardiff’s rents in Volume 2 that
the differential between 3bed rents and 2bed rents is much greater than that between
2bed rents and 1bed rents. Rents in Cardiff are based on the original Rateable Values.
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Table 2.2: Local authorities: distribution of rents of 1 bedroom properties in £5 per week bands
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Table 2.3: Housing associations: distribution of rents of 1 bedroom properties in £5 per week bands
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Table 2.4: Local authorities: distribution of rents of 2 bedroom properties in £5 per week bands
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Table 2.5: Housing associations: distribution of rents of 2 bedroom properties in £5 per week bands
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Table 2.6: Local authorities: distribution of rents of 3 bedroom properties in £5 per week bands
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Table 2.7: Housing associations: distribution of rents of 3 bedroom properties in £5 per week bands
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6. The geographic pattern of rents across Wales, for each sector,
by bedsize of property.

The six Maps in this section show, for each of the two sectors and for each of the
bedsizes, the average rent charged in each postcode sector in Wales. For local
authorities, the Maps show the average rent charged by the local authority, for
each bedsize of property, in each postcode sector in which it possess stock. For
housing associations, the Maps show, for each postcode sector, the average of
all the rents charged by the different housing associations which own property in
that bedsize in that postcode sector.

The following general points should be noted:

e Some postcode sectors do not have any social housing stock.

e All postcode sectors with three or fewer properties are shown as nil.

e In the local authority sector, Bridgend is shown blank because, as noted
earlier, the landlord was unable to supply postcodes for its properties.

e The boundaries of postcode sectors do not coincide with local authority
boundaries, and care needs to be taken in interpreting the results. Where
postcode sectors spill over the border into England, the average rent value
shown for the sector relates only to properties in Wales.

The Maps showing the average rents (including service charges) for one
bedroom properties show that for local authority properties (Map 1) rents fall
within a generally narrow range between £35 and £45 per week. There is an area
of lower rents stretching westwards from Wrexham through Denbighshire. Higher
rents tend to be concentrated in the areas around Cardiff and Newport and the
valleys to the north of these cities, around Swansea, and in some of the western
coastal areas. Average housing association rents (Map 2) show a much wider
spread, with a less discernible geographic pattern. This reflects the greater
variation in total weekly charges resulting from the greater use of service charges
in the housing association sector. A postcode sector containing a sheltered
housing scheme might therefore have a markedly higher average rent than an
adjacent postcode sector containing only conventional one bedroom dwellings.
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The Maps for two bedroom properties show that local authority rents (Map 3)
across the maijority of the geographic area of Wales are compressed within a
narrow range between £35 and £45 per week. Higher rents are seen in
Anglesey along the Menai Straits, around Wrexham, and in the areas around
Cardiff and Newport and the valleys to the north of these cities, around Swansea,
and in some of the western coastal areas. Average housing association rents
(Map 4) are higher, generally in the £45 to £55 range, with the higher rents
running up the eastern part of Wales, from Flintshire through Wrexham and
eastern Powys. Rents in the areas around Cardiff and Newport and the valleys
to the north of these cities and around Swansea tend to be closer to the average
local authority rent.

The Maps for three bedroom properties show a similar pattern, although local
authority rents (Map 5) show a greater range than for two bedroom property, with
higher rents through much of Powys and Ceredigion. Higher rents are seen in
Anglesey along the Menai Straits, around Wrexham, and in the areas around
Cardiff and Newport and the valleys to the north of these cities, around Swansea,
and in some of the western coastal areas. Housing association rents (Map 6)
now clearly reflect the pattern of the benchmark rents for three bedroom
properties, with the lowest rents occurring in North Wales and the South Wales
valleys. In nearly all other areas, average housing association rents fall within a
range from £50-55 per week in the west to £55-60 per week in the east.

7. The difference between average rents between the two
sectors, for each bedsize of property, in each postcode sector
in Wales

The three Maps in this section show the difference between the average rents
charged by local authorities and by housing associations in each postcode sector
in Wales. The average rent charged by housing associations in a postcode
sector is the average of all the rents charged by the different housing
associations which own property in that bedsize in that postcode sector.

The average local authority rent in each postcode sector has been deducted from
the average housing association for that postcode sector. The difference, in
£s per week, is shown in the three Maps.

The Maps are coloured to show in blue those areas in which the average housing
association rent is more than £5 per week less than the average local authority
rent, in green to show those areas in which the difference in average rents
between the two sectors is within a range from less than £5 per week to more
than £5 per week, and in a spectrum from yellow to red to show those areas
where the average housing association rent is more than £5 per week in excess
of the average local authority rent.
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The Maps only show those postcode sectors in which both the local authority and
the housing association sectors have properties in the relevant bedsize. There
are therefore large numbers of postcodes, particularly for one bedroom
properties, which do not have properties owned by both sectors. Bridgend is
shown as blank in these Maps as a consequence of the inability of the local
authority to supply postcodes for its properties.

For one bedroom properties, Map 7 shows that there are relatively fewer
postcode sectors in which both the local authority and housing associations
possess property. The distribution of large differences in averages, the blue
areas and the orange or red areas, is random, with no systematic pattern shown.
Areas where the average housing association rent is cheaper than the average
local authority rent are intermingled with areas where the reverse is true,
although in some of the Valleys, housing association rents are systematically
cheaper than local authority rents.

For two and three bedroom property, the geographic pattern of differences in
average rents parallels the national differences between the two sectors noted
earlier. Rents for two and three bedroom properties generally show that housing
association rents are some £5 to £10 per week higher than local authority rents.
For two bedroom properties, (Map 8) more areas have rents with a difference
within the £5 per week range, coloured green, than in the case of three bedroom
properties, (Map 9) where a greater geographic area shows a difference in
average rents of between £5 and £10 per week, coloured yellow. In a number of
areas the average housing association rent for two and three bedroom property
is some £10 to £15 higher than the average local authority rent. For two
bedroom property, these areas are concentrated in mid Powys and
Denbighshire, while for three bedroom properties these areas are concentrated
in central and northern Powys, Denbighshire and Flintshire.

In both cases, there are relatively few areas either coloured blue or coloured
orange and red, and there is no apparent pattern in their occurrence.

8. The effect of different rent setting policies on rent differentials

Social landlords in Wales employ a variety of different rent setting policies in
order to set the rents of individual properties within their stock.

The 33 housing associations included in this study all had a formal policy on rent
setting which they were able to supply. For non-developing housing
associations, which were also ones with very small stocks, these tended to be
very simple, and focussed primarily on charging rents which would recover costs.
Developing associations are naturally active in setting the rents of new dwellings
as these are completed, and must set rents which comply with the rent
benchmarking system if they are to continue to develop with Social Housing
Grant.
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Theoretically, housing associations which do not develop do not have to comply
with the rent benchmarking regime, and could adopt whatever rent setting policy
they chose. The view among the senior officers of housing associations who
were interviewed as part of this study was that in the event that any housing
association decided to withdraw from development programmes for the purpose
of acquiring freedom in the overall level of rents set, then the regulatory regime
would be altered to prevent the rents of such an association exceeding those
specified by the regulatory regime.

The benchmarking regime works by setting, in each of five geographic areas in
Wales, an average maximum rent across six specified bedsizes and types of
dwellings, including a 3b5p house, which also has its own maximum rent.
Provided a housing association does not charge more than the maximum rent for
the 3b5p house, and the average rent of the six specified types (including the
3b5p house) does not exceed the rent benchmark, then it is free to set whatever
differentials it chooses between different types, qualities or locations of property.
The rent benchmark guidance, issued by Welsh Assembly Government, does
however advise that ‘Returns must be subject to consistent treatment of rent
across the entire stock. Differentials between property types should be consistent
across local authority areas.” The rents of 5% of the stock covered by the six
benchmark types may be excluded from the calculation of the benchmark rent,
and the rents of dwelling types not included in the six benchmark types are not
controlled at all.

Essentially, housing associations have adopted three approaches to rent setting.
The first two are very similar, and are used, with variations, by nearly all
developing housing associations. These two approaches both use some form of
‘points’ system for differentiating the size, amenities and, in most cases, the
location of different properties. Some points schemes were relatively elaborate,
and had been worked out in consultation with tenants. Others were relatively
crude, simply setting rents by property type with some adjustment for physical
condition. One line of approach starts from the ‘top down’, first determining the
total budget to be recovered from rent income, and then distributing this
downwards to properties using the points system. The other starts from the
‘bottom up’, adjusting the ‘pounds per point’ until the desired budget total is
reached. Both approaches end up at the same position.

Many housing associations had adopted some system for reducing rents in areas
such small towns, villages and isolated rural communities in order to reflect the
higher costs of living, inaccessibility and lack of amenities in these locations.

One housing association in North Wales commented that social housing tenants
appeared to prefer to live in the coastal towns, where access to jobs,
supermarkets and amenities was available, rather than in the inland villages.
These preferences clearly run counter to the pattern of house prices, which are
often higher in the villages and rural areas. Indeed, the lack of amenities such as
supermarkets or cinemas might be a positive attraction for wealthier homebuyers
with car transport.
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The only significant alternative to these approaches is that adopted by Mid Wales
HA, which uses the capital values of its stock, annually valued on a Open Market
with Vacant Possession basis. Rents are set at the benchmark rent for the
highest value property, and all other rents are then set in proportion to the
relative capital value of the individual property, using a simple formula of xp per
£100 of capital value. The association commented that over the years the X’ in
the formula has consistently reduced, thereby reducing the differential between
rents and raising overall rent income within the benchmark total, and now stands
at 5p.

All the housing associations interviewed for the project emphasised that rent
differentials were being reduced by the need to increase overall rent income,
primarily in order to cross-subsidise development, while staying within the rent
benchmarks. Indeed, many admitted to being in effective breach of their formal
rent setting policies in adjusting the differentials between rents that the financial
situation required.

Nevertheless, all developing housing associations had a rent setting policy which
had been established, or at least reviewed, within the past seven or eight years.

The situation with most local authorities however was quite different. More than
half of all local authorities were unable to supply any formal rent setting policy,
and many of the remainder merely referred to rents as having been set originally
in accordance with rateable values. In some authorities, particularly those
created following local government re-organisation by the amalgamation of
smaller authorities in 1996, there was considerable uncertainty as to the basis on
which rents had previously been set in the constituent authorities. Only two of
the local authorities created by amalgamation post 1996 appeared to have
adopted a coherent policy to harmonise rents. Others had discussed the issue,
but action had been effectively shelved. This reflected partly the political problem
of ‘gainers’ and ‘losers’ under any restructuring of rents, and partly an
expectation, or hope, that some form of central guidance would be forthcoming.
Officers were obviously aware of the rent restructuring system adopted in
England, and were reluctant to press elected Members on the issue until the
position in Wales became clearer.

The Figures below compare the rents that have resulted from the adoption of
different approaches to rent setting by three local authorities and three housing
associations. The Isle of Anglesey is the only local authority in Wales to use
capital values to set the differentials between properties (although sheltered
housing is excluded), Ceredigion uses a points based scheme established in
1975, following the previous re-organisation of local government, while

Neath Port Talbot adopted a points based rent harmonisation policy following its
creation in 1996.
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Figure 2.9: LA rent setting policies compared for 1 bedroom dwellings
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Figure 2.10: LA rent setting policies compared for 2 bedroom dwellings
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Figure 2.11: LA rent setting policies compared for 3 bedroom dwellings
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The Figures show that although there are significant differences between the
patterns of rents charged by the three local authorities, these are at the detailed
rather than the general level. The rents of all three local authorities fall within a

similar narrow band, depending upon the bedsize of the property. Both Anglesey

and Ceredigion have a very similar slope to the curve of rents from highest to
lowest, with Neath having a noticeably flatter structure of rents, particularly for
three bedroom properties.

48



Welsh Assembly Government - Social Housing Rents in Wales

The overall level of rents charged in each local authority, as opposed to the
detailed pattern of rents within that overall total, is determined by past historical
levels of rents charged, modified over recent years by the decisions on relative
guideline rents made by central, rather than by local, government.

In the case of housing associations, the Figures illustrate the results of three
different approaches to rent setting. Mid Wales sets rents by reference to capital
values, Gwalia sets an overall budget to recover a predetermined level of income
which is then allocated to individual properties through an attribute pointing
scheme, while Wales & West operate a rent setting matrix approach to maintain
differentials between different local authority areas and bedsizes of property.

In this instance, the housing association rents are shown without service
charges, in order to identify the differences in rent setting policies.

Figure 2.12: HA rent setting policies compared for 1 bedroom dwellings
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Figure 2.13: HA rent setting policies compared for 2 bedroom dwellings
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Figure 2.14: HA rent setting policies compared for 3 bedroom dwellings

The effects of different rent setting policies (HA 3 bed)
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The Figures show clearly that rents in the housing association sector are
compressed within an even narrower band than those in the local authority
sector. With the exception of the lower rents charged by Mid Wales for one

bedroom properties, there is almost no difference between the rents charged by

housing associations for properties of a similarbedsize.

The Figures confirm the extent to which housing association rents have been
compressed upwards to the benchmark level, and the extent to which the
benchmark system now dominates the process of rent setting.
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Key points

Chapter 2 summarises the pattern of rents (including service charges) that were
found in each sector, and compares their geographic pattern across Wales.

Long delays were experienced in obtaining data from a minority of social
landlords, but eventually basic data was obtained from all 22 local authorities and
all of the 33 largest housing associations. The data has some limitations, most
notably because the data was collected for the financial year 2002/03. This year
was a ‘53 week rent year’: social housing tenancies generally start, and pay rent,
on Mondays, and once every seven years there are 53 Mondays in the year.
2002/03 was one of these years. The situation is further complicated by the
practice of ‘rent free’ weeks offered by some social landlords (mostly local
authorities), whereby the year’s rent is collected over 51 or 48 weeks, with two or
four weeks being ‘rent free’. The data reported in the study has attempted to
standardise rents, so that they are directly comparable between landlords, but
complete accuracy is not possible. In 2002/03, the situation was yet further
complicated by the introduction of Supporting People. While most housing
associations already used service charges to identify the costs of the range of
services to be covered by Supporting People grant, most local authorities did not,
and were in the midst of identifying costs, and ‘de-pooling’ these from rents into
service charges for the first time.

In order to compare the real cost of housing to tenants, it is important to include
both rent and service charges. This is particularly significant in social housing,
because most local authorities ‘pool’ the costs of services such as sheltered
housing wardens, or caretaking, or grounds maintenance, across all their
properties. The costs of these services are therefore included in the weekly rent,
whether the individual tenant actually receives the service or not. Housing
associations, however, generally make service charges to

individual tenancies to reflect the actual costs of additional services received.
This means that for housing associations, the total weekly charge to tenants will
be higher than the weekly rent: it is only the rent element which is regulated by
the ‘benchmark’ system. As local authorities begin to ‘depool’ the costs of
services, their total weekly charges to tenants will become more comparable to
those of housing associations.

The study found that housing association rents were on average higher than
local authority rents, by some £2 to £3 per week for one bedroom dwellings,
some £5 per week for two bedroom dwellings, and some £7 per week for three
bedroom dwellings.
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Nevertheless, when the distribution of rents in each sector was compared, from
the lowest to the highest, it was clear that there was a substantial overlap
between the two sectors, with many housing association rents lower than local
authority rents. Among one bedroom dwellings, the pattern of rents was almost
identical, except for rents above £55 per week, where significantly more housing
association one bedroom dwellings had high rents, including service charges,
reflecting the higher costs of provision of sheltered housing when these costs are
not ‘pooled’.

This pattern was further borne out when the geographic pattern of rents was
compared. There were few areas in which the difference between local authority
and housing association rents was greater than £15 per week, and in a few of
these cases it was the local authority rent that was the higher of the two.

The study also showed that the method of rent setting had no discernible effect
on the level or pattern of rents charged. Whatever the rent setting policy of the
individual landlord, social housing rents were compressed within a very narrow,
almost flat, band from the lowest to the highest.
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Chapter 3

The pattern of rents in the private rented sector
There are a number of points to note about this data:

e The Rent Officer Service is required to determine Local Reference Rents
using a standard formula. In any locality, the Local Reference Rent is
calculated by adding together the highest rent which the Service deems to
be not exceptionally high, and the lowest rent which the Service deems to
be not exceptionally low, and dividing the result by two.

e Therefore, the Local Reference Rent is not an average of all the rents
charged in a locality. The formula is not affected by the distribution of rents
between the upper and lower limits. If rents in a locality tend to be bunched
towards the higher end of the distribution, then the Local Reference Rent
will tend to be too low in relation to the market average; but if rents in a
locality tend to be bunched towards the lower end of the distribution, then
the Local Reference Rent will tend to be too high in relation to the market
average.

e The Local Reference Rent is also an abstract rent, derived from a formula: it
is intended to reflect the generality of rents in any given locality. It does not
reflect the actual rent charged for any individual property, which will be
affected by type, size, condition and locality.

e Local Reference Rents are determined by the number of habitable rooms
(ie, rooms suitable for living or sleeping) in a property, not by the number of
bedrooms (as is the standard practice among social landlords), nor by the
type of property (terraced, semi-detached, etc. as used by the Land Registry
to record the sale price of property). Therefore, the evidence for the rents of
two room properties could be drawn from houses, flats, bungalows or
caravans:any type of accommodation with two rooms in the same broad
locality.

¢ In many localities in Wales, particularly in rural areas, there are too few
market transactions, especially of one roomed properties, in the private
rented sector, and therefore insufficient data to determine a Local
Reference Rent specifically related to actual rents in that locality. In these
circumstances, the Rent Officer Service relies on general knowledge and
experience to extrapolate informationfrom adjoining areas in order to
determine a Local Reference Rent.

e The localities used by the Rent Officer Service are designed to reflect local
housing markets, creating 67 localities, which do not necessarily coincide
either with local authority boundaries, or with postcode areas. It is
understood that thedefinition of the localities is currently being reviewed to
enable localities to be defined by postcode.

e Local Reference Rents only reflect a snapshot in time: they are reviewed
and updated to reflect movements in the housing market.
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Local Reference Rents cannot be compared directly to the rents charged by
social landlords for one, two or three bedroomed property. A two bedroom house
with a separate kitchen-dining room and a living room will have four rooms,
whereas a two bedroom house with a dining/living room and a working, or galley,
kitchen will have three rooms. Similar considerations apply to three bedroom
houses, which might have either four or five rooms, depending upon the detailed
layout of the individual property.

The approach adopted has therefore been to compare the benchmark rent
(representing the maximum average rent of one bedroom, two person dwellings,
two bedroom dwellings and three bedroom, five person dwellings) in each of the
five Benchmark Areas with a ‘synthetic’ average of the Local Reference Rents
charged for two, three, four and five room properties in each locality which is
within the Benchmark Area.

The first stage of the analysis compares the ‘synthetic’ average Local Reference
Rent in each locality, with an equally ‘synthetic’ national average Local
Reference Rent.

In each locality, the Local Reference Rent for two, three, four and five room
properties has been added together, and the result divided by four. This is
considered a reasonable approach, because the Local Reference Rent itself is
not an average of all rents charged, but simply the average of two selected rents.
The bias introduced by an ‘average of the averages’ does not appear to apply.

Similarly, a ‘synthetic’ national average Local Reference Rent has been
constructed by totalling the average Local Reference Rent for each of the

67 localities, and dividing by 67. It is important to note that the resulting figure of
£83.01 does not represent the ‘average’ rent charged in the private rented sector
in Wales: it is merely the average of the ‘average’ formulaic Local Reference
Rents.

The first Map (Map 10) shows the ‘synthetic’ average Local Reference Rent in
each locality as a percentage of the ‘synthetic’ national average Local Reference
Rent. The Map shows the percentages rounded to the nearest ten (as a
consequence of the shortcomings of the mapping programme). Percentages
lying between 95 and 104.9 are therefore rounded to 100, and so on.
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The Table below shows the twenty localities where the level of Local Reference

Rents is etween roughly 110% and 150% of the national ‘average’. As would be
expected, the pattern is heavily concentrated in South East Wales, in

Monmouthshire, Newport, Cardiff, the Vale of Glamorgan and Swansea West.

The other localities with significantly higher than ‘average’ Local Reference Rents
are the coastal university and county towns of Aberystwyth, Bangor and Conwy,
and the area around Mold in Flintshire.

Table 3.1: Local Reference Rent localities where ‘average’ LRR between

110% and 150% of national ‘average’ LRR

Local Reference Rent locality

South & East Cardiff
Penarth

North Cardiff .

West Cardiff
Marshfield

Rural Vale of Glamorgan

Usk

Chepstow
West Ceredigion
Caldicot
Monmouth
Taffs Well
Abergavenny
Barry

Conwy
Porthcawl
Newport

Mold

Bangor
Swansea West

County Borough

Cardiff

Vale of Glamorgan
Cardiff

Cardiff

Newport

Vale of Glamorgan
Monmouthshire
Monmouthshire
Ceredigion
Monmouthshire
Monmouthsire
Cardiff
Monmouthshire
Vale of Glamorgan
Conwy

Bridgend

Newport

Flintshire
Gwynedd & Anglesey
Swansea

LRR as %
of national
average
146.96
140.79
138.08
137.33
124.98
124.23
124.23
123.47
123.17
120.61
116.70
115.54
113.54
113.23
112.63
110.91
110.67
110.07
109.02
109.02
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The Table below shows the nineteen localities where the level of Local Reference Rents
is below 90% of the national ‘average’.

The nineteen localities fall into two clear geographic groupings.

¢ One lies along the central backbone of the country, from Blaenau Ffestiniog,
through south eastern Gwynedd and down through western Powys. The sparsity
of population in this area, and the small number of private rented lettings, means
that the figures are unlikely to be wholly reliable, but any market in private renting
is likely to reflect the low wage levels prevalent in this area.

e The second area is concentrated in the Valleys, reflecting the low capital values at

which landlords are able to acquire properties in this area.

Table 3.2: Local Reference Rent localities where ‘average’ LRR below 90% of

national ‘average’ LRR

Local Reference Rent locality

Western Valley

South East Carmarthenshire
Mid and East Ceredigion
Port Talbot and the Afan Valley
Eastern Valley

Lleyn

Llanfyllin

Neath and Neath Valleys
Ogwr/Garw & Llynfi Valley
East Radnorshire

North East Ceredigion
Tonyrefail Gilfachgoch
Merthyr

Rhondda

Welshpool

Rhymney Valley

Blaenau Ffestiniog

Cynon Valley

Llanidloes

North Gwent

West Radnorshire

County Borough

Caerphilly
Carmarthenshire
Ceredigion

Neath Port Talbot
Torfaen
Gwynedd

Powys

Neath Port Talbot
Bridgend

Powys
Ceredigion
Rhondda Cynon Taf
Merthyr Tydfil
Rhondda Cynon Taf
Powys

Caerphilly
Gwynedd
Caerphilly

Powys

Blaenau Gwent
Powys

LRR as %
of national
average
89.59
89.44
88.84
85.98
84.32
83.27
82.82
82.52
82.30
82.22
81.76
81.08
80.56
79.11
78.60
78.45
77.10
76.79
76.19
75.89
75.59

The second Map (Map 11) shows the 2003/04 RSL benchmark rent as a percentage of

the Local Reference Rent for the locality. Again, the Map shows the percentages
rounded to the nearest ten, and percentages lying between 65 and 74.9 are therefore

rounded to 70, and so on.
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In nineteen of the Local Reference Rent localities, the benchmark rent lies roughly
between 70% and 80% of the ‘synthetic’ average Local Reference Rent for two, three,
four and five room properties.

Again, the nineteen localities fall into the same two clear geographic groupings.

¢ One lies along the central backbone of the country, from Blaenau Ffestiniog, through
south eastern Gwynedd and down through western Powys.

e The second area is concentrated in the Valleys. The closeness between housing
association rents and private sector rents in this area was commented on by a
number of housing associations. Private landlords are able to offer houses in streets,
rather than on estates, together with a higher level of furnishings and white goods
than is current practice in housing association lettings, and this appears to represent
a competitive product in this area, at a relatively small price premium.

Table 3.3: Local Reference Rent localities where benchmark rents between 70%
and 80% of ‘average’ Local Reference Rents

Local Reference Rent locality Benchmark Area Benchmark
rent as % of
LRR
Cynon Valley Caerphilly C 80.64
Rhymney Valley Caerphilly C 78.94
West Radnor Powys A 77.37
North Gwent Blaenau Gwent A 77.06
Llanidloes Powys A 76.76
Blaenau Ffestiniog Gwynedd A 75.86
Ogwr/Garw/ &Llynfi Valley Bridgend C 75.25
Welshpool Powys A 74.41
Rhondda Rhondda Cynon Taf A 73.92
Eastern Valley Torfaen C 73.44
Neath and Neath Valleys Neath Port Talbot B 72.80
Merthyr Merthyr Tydfil A 72.60
Tonyrefail Gilfachgoch Rhondda Cynon Taf A 72.13
North East Ceredigion Ceredigion A 71.53
East Radnorshire Powys A 71.14
Llanfyllin Powys A 70.62
Lleyn Gwynedd A 70.24
Port Talbot and the Afan Valley Neath Port Talbot B 69.87
Western Valley Caerphilly C 69.12

At the other end of the price scale, there are fourteen localities in which the benchmark
rent is broadly between 55% and 45% of the ‘synthetic’ average Local Reference Rent
in the locality. These areas are nearly all around the periphery of Wales, from
Monmouthshire on the English border, through the major cities of Newport and Cardiff,
including the ‘suburban’ areas of Penarth and the rural Vale of Glamorgan, the
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university and county towns of Aberystwyth, Caernarfon, Bangor and Conwy, and the
area around Mold in Flintshire.

Table 3.4: Local Reference Rent localities where benchmark rents between 55%
and 45% of ‘average’ Local Reference Rents

Local Reference Rent locality Benchmark Area Benchmark rent as
% of LRR
Mold Flintshire B 54.58
Monmouth Monmouthshire D 53.83
Bangor Gwynedd & Anglesey A 53.65
Conwy Conwy B 53.34
Caldicot Monmouthshire D 52.08
Chepstow Monmouthshire D 50.88
Rural Vale of Glamorgan Vale of Glamorgan D 50.57
Usk Monmouthshire D 50.57
Marshfield Newport D 50.27
West Ceredigion Ceredigion A 47.48
West Cardif Cardiff E 47.03
North Cardiff Cardiff E 46.77
Penarth Vale of Glamorgan D 44.62
South & East Cardiff Cardiff E 43.94
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Key points

Chapter 3 compares the pattern of rents in the private rented sector to the pattern in the
social sector. Direct evidence of the level of private sector rents is not available, and so
data produced by the Rent Officer Service to determine the Local Reference Rents,
which enable local authorities to determine Housing Benefit claims, were used to
compare to the ‘benchmark’ rent in the housing association sector. (Local Reference
Rents are a simple average of rents which are not excessively high, or low, in a locality.
As a consequence, roughly half of the rents in a locality are likely to below the Local
Reference Rent.)

The study showed a pattern of high rents in the private rented sector in fourteen
localities, nearly all around the periphery of Wales, from Monmouthshire on the English
border, through the major cities of Newport and Cardiff, including the ‘suburban’ areas
of Penarth and the rural Vale of Glamorgan, the university and county towns of
Aberystwyth, Caernarfon, Bangor and Conwy, and the area around Mold in Flintshire.
In these areas, the ‘benchmark’ rent was broadly between 55% and 45% of the average
Local Reference Rent in the locality. Housing association rents were clearly well below
‘market’ levels in these areas.

However, there were nineteen localities where the ‘benchmark’ rent was much closer to
‘market’ levels. These fell into two clear geographic groupings. One lies along the
central backbone of the country, from Blaenau Ffestiniog, through south eastern
Gwynedd and down through western Powys. The second area is concentrated in the
Valleys. The closeness between housing association rents and private sector rents in
this area was commented on by a number of housing associations. Private landlords
are able to offer houses in streets, rather than on estates, together with a higher level of
furnishings and white goods than is current practice in housing association lettings, and
this appears to represent a competitive product in this area, at a relatively small price
premium. In these areas, the ‘benchmark’ rent was between 70% and 80% of the
Local Reference Rent, and rents for many properties in the social housing sector will be
directly comparable to ‘market’ rents.
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Chapter 4

The pattern of house prices in the owner occupied market

The overall housing market in Wales is predominantly owner occupied. Wales has a
somewhat higher proportion of owner occupation than other countries in the UK, at
72.3% of the total housing stock. The private rented sector, increasingly let at market
rents, represents only 8.7% of the housing stock, while the social housing sector, let at
sub-market rents, makes up the remaining 19% of the stock.

The pattern of house prices in the owner occupied sector is therefore the predominant
source of market price data which may reflect the price which consumers are willing to
pay for particular property. Willingness to pay can, of course, only be exercised within
the constraints of an unequal distribution of incomes and wealth, and the lending criteria
of the mortgage lenders.

Variations in house prices in the owner occupied sector will also be relevant to the
demand for social housing. Where house prices are high, and the affordability of owner
occupation is low, the demand for affordable rented housing is likely to be high. Where
house prices in the owner occupied sector are affordable, the demand for rented
accommodation is likely to be less.

Data on house prices are available from the Land Registry, which records the actual
sale price achieved (rather than the original asking price). The lowest level at which the
data are available is the postcode sector. The Land Registry has supplied data giving
the average sale price achieved in each of the 520 postcode sectors in Wales for four
types of property: terraced, semi-detached and detached houses, and flats.

The Land Registry does not collect data giving the bedsize of properties, and therefore
it is not possible to compare the pattern of prices in the owner occupied sector with the
pattern of rents in the social housing sector. (Data on the type of property, whether
terraced, semi-detached or flat, is not consistently available from social landlords.) The
numbers of flat sales recorded are also very small, and the prices paid suggest that in
some areas the market for flats is relatively expensive.

The study has therefore analysed the average sale prices of terraced and semi-

detached houses, as offering the nearest available parallel to the types of property likely
to be found in the social housing sector.
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The first Map (Map 12) shows the average sale price for terraced houses in each
postcode sector, taking the average of both the calendar years 2000 and 2001. This
was calculated by multiplying the average price for each postcode sector in each year
by the number of sales achieved, adding the total value for each year together, and
dividing by the total number of sales over the two years. This was done in order to
increase the total number of sales considered in each postcode sector (some postcode
sectors have very small numbers of sales in any one year) and partly to average out
any sharp fluctuations from one year to the next.

The second Map (Map 13) shows the same data for semi-detached houses.

Maps 12 and 13 show a broadly similar pattern of house prices. The blue areas on the
Maps show areas where the average sale price in those years was below £100,000.
Prices tend to be higher around the coastal areas, from Llandudno to Beaumaris and
the Menai Straits, on the Lleyn Peninsula, and along the coast in Gwynedd, Ceredigion,
Pembrokeshire, the Gower Peninsula and in the Vale of Glamorgan. The highest prices
in for both types of property are recorded in Cardiff. Prices also tend to be higher along
the border with England. Areas of particularly low prices are found in several of the
South Wales valleys.

Maps 14 and 15 show the movement in house prices between 1995 to 1996 and 2000
to 2001. The average price for each postcode in each two year period was calculated in
the same manner as before, and the Maps show house prices in the period 2000 and
2001 expressed as a percentage of the average house price in the same postcode in
the period 1995 and 1996.

Unfortunately, in areas of growth, such as Cardiff, Newport, Torfaen and
Monmouthshire, new postcodes have been created since 1995/96, and it is not possible
to match the new postcodes to the areas of the old postcodes. Records of postcode
changes are not retained by the Post Office for longer than eighteen months.

The Maps show that there were a number of areas in Wales where prices actually fell in
nominal terms. These are coloured blue on the Maps.

Over the period from 1995/96 to 2000/01, the increase in the general price level, as
measured by the GDP deflator, was 14%. Any property which in 2000/01 was worth
less than 114% of its value in 1995/96 had therefore fallen in value in real terms. The
Maps show that in significant parts of Wales, house prices had remained stagnant over
this period, barely keeping pace with general price inflation. These areas appear to be
concentrated in the South Wales valleys, and the hinterlands of Bridgend, Neath Port
Talbot and Swansea. However, there were ‘stagnant’ areas scattered across the
country, particularly in northern
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Powys/southern Denbighshire, parts of Anglesey and the former slate mining areas
around Nantlle and Blaenau Ffestiniog.

Increases in house prices over this period were again most marked around the coast,
particularly in the Lleyn Peninsula and in Pembrokeshire, although data were not
available for the areas of Cardiff and Monmouthshire, which might be expected to have
shown significant increases in house prices over the period.

Key points

Chapter 4 examines the pattern of house prices in the owner occupied sector, and the
extent to which these had changed between the bottom of the house price cycle in 1996
and five years later in 2001.

Over the period from 1995/96 to 2000/01, the increase in general consumer prices, was
14%. Any property which in 2000/01 was worth less than 114% of its value in 1995/96
had therefore fallen in value in real terms. In significant parts of Wales, house prices
had remained stagnant over this period, barely keeping pace with general price inflation.

These areas appear to be concentrated in the South Wales valleys, and the hinterlands
of Bridgend, Neath Port Talbot and Swansea. However, there were ‘stagnant’ areas
scattered across the country, particularly in northern Powys/southern Denbighshire,
parts of Anglesey and the former slate mining areas around Nantlle and Blaenau
Ffestiniog.

Increases in house prices over this period were again most marked around the coast,
particularly in the Lleyn Peninsula and in Pembrokeshire, although data were not
available for the areas of Cardiff and Monmouthshire, which might be expected to have
shown significant increases in house prices over the period.

These patterns of house prices in the owner occupied market are of course reflected in
the rents which landlords will charge in the private rented sector. Investors have been
able to acquire properties in the Valleys for relatively low prices. Landlords have been
able to make reasonable returns on these investments by charging rents little more than
those in the social housing sector.

Whether this will continue to be the case given the increase in house prices seen in

Wales in the first half of 2004, remains to be seen, although the differential in house
prices between Cardiff and the Valleys appears to have been maintained.
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Chapter 5

Earnings, incomes, rents and affordability

1. Social housing rents and ‘affordability’

Better Homes for People in Wales sets out the aims of the National Housing Strategy in
section G.13 of the Strategy, ‘Social Housing Rents and Affordability’:

e “We recognise the important connections between social housing rent levels and
tackling social disadvantage. Where rent levels are fair and affordable, tenants
will have a greater incentive to get off benefits and move into work. Affordability
is considered an important issue in the social housing sector in Wales. This is
because many Welsh tenants still face difficulties in meeting their housing costs,
with some critics claiming that policies often fail to take account of non core rent
costs such as service charges and utility bills.”

The affordability of rent for any tenant will be affected by five main factors:

e The income of the household from earnings;

Any additional earnings related benefits to which the household may be entitled
(principally Working Tax Credit, Child Credit and Child Benefit);

The rent of the property (including any service charges on which Housing Benefit
may be payable);

Any Housing Benefit to which the household may be entitled; and

Any other housing related costs (such as heating costs) which the household
must incur.

The introduction of the Minimum Wage has clearly put a ‘floor’ under earnings. For full-
time workers (defined as those working for 30 hours or more per week, which is the
qualifying working week for the enhanced rate of Working Tax Credit), the Minimum
Wage will produce earnings ranging between £135 (for 30 hours at the Minimum Wage
of £4.50 per hour) and £180 (for 39 hours at £4.50 per hour).

The implications of heating costs and their relationship to incomes and affordability are

discussed in Chapter 7, Rents, heating costs and fuel poverty. The interaction of the
first four factors is discussed below.
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2. Incomes and earnings among social tenants in Wales

Information on the earnings and incomes of social housing tenants in Wales is
extremely limited. Average incomes for a range of occupations typical of those
undertaken by social housing tenants are available from the New Earnings Survey, but
these are only statistically reliable as averages for the whole of Wales. These are

shown in the Table below:

Table 5.1: All Wales: gross weekly pay for full time workers in selected

occupational groups

Oecupational Male It Female fi Female pay as %
group (£s) (Es) of male pay
& Personal IR2TS 248.04 65%
Frodective Services

7. Sales 32824 24067 T3%
Clecupations

& Plant'Machine 357.93 249 6l TO%
Cperalives

9 Other IR3.50 2561 T1%
Clecupations

Total 344 45 2440 596 T
Source: New Earnings Survey 20602

However, all Wales averages are not particularly useful when considering the
affordability of rents in any particular area. Not only do rents vary from one area to
another, but earnings also vary. The data presented in Chapter 2, Rents and service
charges in social housing, showed that the differences in rents between different areas
in Wales are relatively small. The Tables below show that the variations in earnings
reported for different local authority areas appear to be larger than the variation in rents.

Earnings data from the New Earnings Survey at the level of the individual local authority
are normally suppressed as statistically unreliable: the New Earnings Survey is a 1%
sample, and at local authority level there are too few people in each occupational group

to produce reliable statistics.
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The raw data at local authority level however can be accessed, and are shown in the
Tables below:

Table 5.2: Fulltime male earnings for selected occupational groups (£s per week)

7 Ea e : ek

X EHE =8p |iz33

o EZ & SEE |cts

- _E g E = = E= i T Z

- I — P 2 o= o e B
Ainzle sy ¥ if a7l i
Bilasnau Gyt ¥ 5T & =74
Endgend 121 il 355 ZTA
Caerpinlly ey P 302 a5
Cardall 130 326 417 a0
Carmarthienshare 121 407 a2 A
Cerpdigiom i i it 257
Ly i s LI Ky ¥
Denbazhshire & 333 333 239
Flundshinm 113 416 e A0
Cravymiedad IES 180 155 71
Bderther Tweinl MG G| # 205
Mlrmmouthizhin 137 63 L
Mizmuh Port Tall ¥ 455 36 268
Ml ilG A4 An 207
Pembrokeshae Is50 |4 200 258
Froivys 10 165 A50 B
FEhondda Cynon, Tal ila 313 a2 ZhiG
Swamnaa o JiiE A07 2T
Tofaen 136 342 200N
Wake ol Glamor gan ¥ 43 | # =T
Winew ham 128 el K A0
Tl S 1 IGE 34 o

Source: New Earnings Survey 2002

Notes: 1. #indicates too few instances to be statistically reliable
2. No local authority contains enough workers in agriculture and forestry
for any figure to be statistically reliable



Welsh Assembly Government - Social Housing Rents in Wales

Table 5.3: Fulltime female earnings for selected occupational groups (£s per
week)

= | . —_
3 E 5z 2 & |, E |EET
& = ® ok s 8 58 &
= .F-: =l LoEE o om B E - ﬁ
N ¥ - = o -k
=2 = fid |=¥ |es2F
Aoz sy, & if i i g
Eilaen:aw Gwent 200 | & i it g
inclizend 254 rm 21 193 25(b
Caerphilly 235 | & 193 | & 245
Cardall 201 Ilo L 250 20
Carmarthinshare 2 s, 4 205 | 4 i
Ceredagaon 257 | & ) i §
Comwy AlG|# I35 | & i
Denbaghshire 219 | & & 19§ #
Flulshinn 276 | i i ElLE
Chivynedd il K 51 155 212 (L
Mlerthyr Twdll 20| & I3 | & g
Nonmouthshin 262 | & i L i
MNedth Port Talli =7l 254 | & 00 ) ¥
M o 275 | & i i 264
Fembrokeshare 2 el | 156 |4 i
Frovivys ZT2| & IS5 | & i
Fhonalda Cyniom, Tl 244 S 256 185 2
SN 2TA I Lt e
Tenfsien 252 | s | 233
Vale ol Glamorgan 261 | # i i §
Wiresham 271 | & 56 23] 252
Total 271 IE1 34 220 247

Source: New Earnings Survey 2002
Notes: # indicates too few instances to be statistically reliable

The use of average earnings to assess affordability is inherently unsatisfactory:
depending upon the distribution of incomes from low to high in any locality, roughly half
of all earners will be earning less than the average. A rent which may be affordable to
the average earner may well be unaffordable to half of those in work. The ranges of
earnings which lie behind the averages in the Tables above are not known.
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However, for the purposes of assessing the affordability of rents, it is more helpful to
select a plausible range of earnings, likely to experienced by tenants in full-time
employment, which can then be compared to the ranges of rents charged for different
bedsizes of accommodation.

The New Earnings Survey data can be used, for the purposes of assessing affordability,
to select a range of plausible earnings for men and women in full-time employment. A
range for men between £240 per week and £320 per week covers the majority of
earnings reported, while excluding the higher earnings levels. Earnings over £320 per
week represent annual earnings in excess of £17,000, an implied ability to service a
mortgage in excess of £50,000, and therefore a house purchase capability of perhaps
£55,000 to 65,000. Earnings in excess of £320 per week would therefore imply, in most
parts of Wales, the ability to enter owner occupation at the lower end of the market.

Similarly, for women in full time employment an earnings range from £190 to £260
would appear to cover the range from the lowest levels of full time earnings, while
excluding the higher paid groups such as clerical and secretarial workers in Conwy or
Cardiff.

3. The contribution of Working Tax Credit, Child Credit and Child
Benefit to net incomes

The introduction, and extension, of the Tax Credit system, and the additional financial
support to families with children provided by Child Benefit, has significantly changed the
relationship between earnings, and actual cash incomes. The extent of this change is
not always fully appreciated. It has an important effect on the ‘affordability’ of rents, and
on the entitlement of a household to Housing Benefit.

Concerns about the affordability of social housing rents have in the past tended to be
focussed on the position of families with dependent children. The combination of
Working Tax Credit, Child Tax Credit and Child Benefit has raised the incomes of
families with dependent children to a point where families can now afford to pay higher
rents than childless couples or single people, and still be left with an appropriately
higher cash income to meet their higher outgoings, after their housing costs have been
met.

There are important consequences for rent setting and affordability which follow from

the effect of welfare benefits in adding so significantly to the cash incomes of
households with dependent children.
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A concentration on the affordability position of households with dependent children
would allow rent levels to be increased significantly above the level which the same
household could afford from earned income alone. If rents are increased to levels which
are affordable by households with dependent children from their total cash incomes,
including benefits, then these rents will be unaffordable by the childless.

Taken together, these factors suggest that in practice rent setting policies need to
concentrate on the provision of affordable housing to the childless. If a childless
household can afford the rent, the welfare benefit system, in the form of Child Benefit
and Working Families Tax Credit, will ensure that a household with dependent children
will also be able to afford the rent. The extent to which Working Tax Credit, and
itscombination with Child Tax Credit and Child Benefit for families with children, add to
the after tax cash incomes of those in work is shown in the Figures below for four typical
households.

Figure 5.1: Total income from earnings and benefits for single people

Single adult below pensionable age

aso =T

) D arringe nar of b s ML

I ENTIRgE

= == Minimum wris beeefes

Campenentis of nst canh incwme (after faz and H1.) in
1Iu par wesk

JP NI IR ISP B O P R B I P R g

T

Gross earnings (before tax and N.I.) in £s per week

68



Couple, no children

Figure 5.2: Total income from earnings and benefits for childless couples
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Single parent with 1 child under 16
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Figure 5.4: Total income from earnings and benefits for couples with two children

Couple with 2 children under 16
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The impact of the Minimum Wage (£4.50 per hour from October 2003) has clearly
affected earnings at the lower end of the scale. A person working 38 hours per week at
the Minimum Wage would earn £171 per week before deductions of tax and National
Insurance (£8,892 per annum), and would earn some £148 per week after deductions.

This amount would be increased by Working Tax Credit, and by Child Tax Credit and
Child Benefit depending upon the composition of the household, as follows:

Table 5.4: Household cash incomes after tax (Es per week)

Household type Earmmngs WTC /CTC Chald Total cash
net of ax Benelil income
Single person 4774 443 (1 16217
Couple 14774 43 28 (1 202
| chuld < 16 14774 ®1.56 [6.05 24535
2 children <16 14774 [0 2 2 B0 IR3.90)
3 children <16 14774 137 16 37.55 32245
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The tax and benefits position of couples with children and single parents is now exactly
the same (assuming that the single parent does not retain preserved rights to certain
additions which have now been abolished for new claims).

For households with two or more children, on low earnings, the additions to cash
income deriving from Working Tax Credit, Child Tax Credit and Child Benefit are greater
than the after tax income from work itself.

In the last case, that of a family with three children, entitlement to Child Tax Credit does
not reach the minimum of £10.48 until the family reaches gross earnings of £510 per
week, or £26,250 per annum.

This illustrates the effect of applying a low rate of taper, at 37%, to the Working and
Child Tax Credits. The tax credit system guarantees a minimum cash income of £217
per week to a family with one child, and of £272 per week to a family with two children,
when both contain one earner working for at least 30 hours per week at the Minimum
Wage, and therefore earning £130 per week before tax. In order to ensure a
progressive withdrawal of tax credits as earnings increase, whilst avoiding creating a
‘poverty trap’, the rate of withdrawal must be relatively shallow, and this extends the
effect of the tax credit system further up the earned income scale.

Nevertheless, the combined effect of tax, National Insurance contributions, and tax
credit withdrawal means that an increase of £10 per week in gross earnings will result in
an increase in cash income of only some £3 per week to a households in receipt of tax
credit income. As household earnings increase, and the household becomes ineligible
for tax credits, the increase in cash income resulting from a £10 per week increase in
gross earnings rises to some £7 per week.

The introduction of the comprehensive system of earnings supplements represented by
the Working Tax Credit and Child Credit clearly make work in the low paid sector of the
economy ‘more eligible’ than unemployment. There is a clear incentive to work now
built into the welfare benefit system.

However, the shallowness of the ‘taper’ whereby the tax credit is reduced as gross
earnings increase, creates little monetary incentive to work longer hours, or to seek
higher paid employment.

From the perspective of social housing policy, the effect of the tax credit system, by
raising after tax cash incomes, is to increase the numbers of the low paid who are
judged, by the Housing Benefit system, to be capable of paying their rent and therefore
ineligible for Housing Benefit.
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The steepness of the withdrawal rate, or ‘taper’ in the Housing Benefit system, at 65%,

results in an exaggerated rate of withdrawal of benefit if a household, in receipt of
Housing Benefit, increases its earnings. This is illustrated in the Table below:

Table 5.5: Residual incomes above JSA levels, After Housing Costs (£s per week)

Cirgss et Met income Fent £30 | Rent £70 | Eent £80
carnings | earmings | Belore s net P el [ el
per week | alter tax | HousingCosis inCome ICOme IRCOITe
above above above
JSA, J5A, ISA,
AFC AHC AHC
Single 130 121 1500 45 +4 -
TS0 — =
Pt 330 [5R B 3 a3 =R
23
330 256 256 | 50 [ 30 120
Couple, 130 121 1 47 47 47
(it -
) 230 |58 205 72 57 57
children
330 256 256 |14 ao Ha
Famaly, 1300 121 217 38 a0 ol
1 child —
] 230 | B 247 HH bate il
s}
330 256 277 1R 118 BE
Famaly, 1300 121 2T 47 47 47
-
- 230 | B 32 k] 57 57
children
< 16 330 256 33z 103 n3 73

The Table shows the net cash income, After Housing Costs, available for all other
expenditures, to four household types as their gross weekly earnings increase from
£130 to £230 per week and then to £330 per week, and as their weekly rent increases
from £50 to £70 and to £80 per week.

An increase of £100 per week in gross earnings results in an increase in net earnings of
some £67, an increase in net income Before Housing Costs of some £30 - £35 (as a
result of the taper on entitlement to WTC/CTC), but an increase of only some £10 per
week in net spendable income After Housing Costs (as a result of the taper on
entitlement to Housing Benefit). For most households in low paid
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employment, an increase of £100 per week in gross pay is unlikely. Once an earner is

working more than 30 hours per week, further realistic levels of increase in hours, or in

hourly pay, only lead to marginal increases in cash incomes After Housing Costs, if the
household is dependent upon Housing Benéefit.

A single person, over 25 years of age, earning £130 gross per week is on the verge of
entitlement to Housing Benefit at a rent of £50 per week, and paying 33% of net income
in rent. As the rent increases, the tenant becomes entitled to partial Housing Benefit,
and is therefore protected against further increases in rent, although paying 34% of net
income in rent. An increase in gross earnings to £230 per week would mean that at a
rent of £70 per week, the tenant would be on the verge of entitlement to Housing
Benefit, but now paying 37% of net income in rent. An increase in rent to £80 per week
would entitle the tenant to partial Housing Benefit, but would result in the tenant paying
40% of net income in rent. At a rent of £50 per week, an increase in gross earnings of
£100 per week, from £130 to £230, would result in an increase in net cash income,
After Housing Costs, of £38 per week. At a rent of £70, the same £100 increase in
gross earnings would result in an increase in net cash income, After Housing Costs, of
£19 per week, while at a rent of £70, the same £100 increase in gross earnings would
result in an increase in net cash income, After Housing Costs, of £14 per week.

4. The workings of the Housing Benefit system

The operation of the Housing Benefit system is notoriously complex. Nevertheless, its
interaction with a household’s earnings, and with their entittement to other welfare
benefits, is critical in determining the ‘affordability’ of their rent.

The Housing Benefit system essentially calculates the capacity of a household to pay
rent, based on the income and other characteristics of the household, and compares
that capacity to pay rent to the actual rent. If the capacity to pay rent is less than the
actual rent, then Housing Benefit makes up the difference. If the capacity to pay rent is
equal to, or greater than, the actual rent, then the household must pay the full amount of
the actual rent, and no Housing Benefit is payable.

The income support element of the welfare benefit system, whether in Income Support
or in Job Seeker’s Allowance, does not contain any element intended to meet housing
costs.

A household wholly dependent upon Income Support or JSA is judged to have no
capacity to pay rent, and 100% of any rent is then met by the separate welfare benefit of
Housing Benefit.

A fundamental assumption, or social judgement, of the Housing Benefit system is that
rent then has the primary call on any household income above the Income Support
level, and that rent is twice as important as all other forms of household expenditure
combined, until the household’s capacity to pay rent exceeds its actual rent.
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If there is an increase in the total income of a household, whether from earnings or
benefits, because the household has increased its earnings, or because another child
has been born, or because the hours of work of the earning member of the household
have risen above 30 hours per week, then 65% of the resulting increase will be added
to the household’s capacity to pay rent. Until the capacity to pay rent has equalled, or
exceeded, the actual rent, the household will therefore only gain 35p for non-housing
expenditure for every £1.00 increase in its total income.

As a consequence, the proportion of net income payable in rent at which a household
becomes eligible for Housing Benefit rises with income. Low paid households will
generally become eligible for Housing Benefit when the proportion of their net income
spent on rent rises above 25%. As incomes rise, households are only eligible for
Housing Benefit at higher rents: but the proportion of income which they must spend on
rent also rises"

A single person, working for 30 hours per week at the Minimum Wage and earning £135
per week gross, will become eligible for Housing Benefit if their rent exceeds £40 per
week. The rent of £40 per week would then represent 27% of their net cash income of
£150 per week, made up of £121 of earnings, net of tax and NI, and £29 of Working Tax
Credit. If the single person were to increase their earnings to £250 gross per week (at
the upper end of the probable earnings range for fulltime working women in Wales, but
at the bottom end of the probable range of earnings for fulltime working men in Wales),
they would only become eligible for Housing Benefit if their rent also rose to £85 per
week, at which point they would be paying 42% of their net earnings of £201 per week
in rent.

The highest proportion of net income that can be paid by a household occurs at that
combination of earnings and rents at which the household becomes eligible for Housing
Benefit. Small entitlements to partial Housing Benefit are associated with high
proportions of net income being spent on rent.

"11n England, the National Housing Federation has adopted a definition of affordability
that:

Rents are affordable if the majority of working tenants are not caught in the poverty
trap, because of dependency on housing benefit, or paying more than 25 per cent of
their net incomes on rent.

However, the problem with this definition is that is does not coincide with the structure of
the Housing Benefit system. The NHF definition would result in rents being held at 25%
of net income as earnings rise, allowing a greater proportion of household spending on
non-housing consumption than that assumed by the Housing Benefit system.
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However, many tenants in low paid work also suffer from failure to claim the Housing
Benefit to which they are entitled. Claims for small amounts of benefit, perhaps less
than £10 or even £5 per week, are not perceived as ‘worth the hassle’, given the
complex and intrusive nature of Housing Benefit claims administration and verification
procedures. In these circumstances, if households fail to claim, then they will pay an
even higher proportion of income on rent, and non-housing expenditure will be
squeezed accordingly.

5. Affordability: the interaction of earnings, tax credits, rents and
Housing Benefit

The relationship between earnings and cash incomes Before Housing Costs and After
Housing Costs is set out for four household types in the Figures below. These show the
net cash available, After Housing Costs, for all other household expenditures, above the
level of Income Support or Job Seeker’s Allowance.

Neither Income Support nor Job Seeker’s Allowance contains any element to meet
housing costs. A household dependent upon IS/JSA has 100% of its housing costs met
by Housing Benefit. If the household were to remain without employment, the whole
cash amount of IS/JSA would be available to meet non-housing expenditures. The
Figures therefore show the actual cash return from work for each household, at different
levels of rent, above the cash income which the household would have received under
IS/JSA.

The Figures show the relationship between a range of earnings for each household,
assuming that one member is in full time work, and the rents of the property type(s)
which that household is most likely to occupy.

The Figure for single person households shows two ranges of earnings, for either male
or female workers, and the full range of rents from 1bed to 3bed dwellings. Single
person households in work are more likely to be aged over 45, and occupying the family
home after grown up children have left, than to be under 20 years of age and childless.

Couples have been shown with the same range of dwelling types, for similar reasons,
but the convention of assuming that the sole earner in such a household would be male
has been adopted.

Single parents with one child under 16 years of age have been shown as occupying two
bedroom dwellings, and with female earnings (over 90% of single parents are female).

Couples with two children under the age of 16 have been shown as occupying a three

bedroom dwelling, and again it has been conventionally assumed that the sole earner in
such a household would be male.
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The range of rents shown is based on the analyses in Chapter 1, and is repeated for
convenience in the Table below:

Table 5.6: Percentage of stock by bedsize and sector falling within rent bands

Weekly rent in £5 increments

% of housing stock PRI £33 £40)] £45( £330 £35 ] 4o | £65
9% of LA Ibed rents are

belween

O1% ol HA 1bed rents are

belween

96 ol LA 2bed rents are

belween

1% of HA 2hed rents are

balween

1% of LA 3bed rents are

belween

92% of HA 3bed rents are

balween

Note: Rent includes service charges
The Figures below show:
e down the left hand side:

e gross weekly earnings, rising in £10 increments

e net weekly earnings, after deduction of income tax and National Insurance
contributions

e any Working Tax Credit and Child Credit to which the household is entitled
¢ any Child Benefit to which the household is entitled
e the total cash income which the household has to spend Before Housing
Cost
e across the top:

e weekly rents (including service charges) in £5 increments
e and in the body of the Table:
¢ the weekly cash income which the household has to spend After Housing

Costs, in excess of the amount which the household would have received
on Income Support or Job Seeker’s Allowance.
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Where the household is entitled to Housing Benefit, the residual income figures in the Table are coloured blue.

Table 5.7
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Table 5.8
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Table 5.10
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The affordability of social housing rents in Wales

The Figures show that for the selected ranges of full-time earnings, none of the
household types would be dependent upon Housing Benefit at current rent levels. (For
single people, the highest level of rents shown for 1 bedroom property, between £60
and £65 per week, would entitle a woman earning between £190 and £210 per week to
claim Housing Benefit, but high rents in 1 bedroom property are associated with
sheltered housing, and therefore most unlikely to be occupied by a woman continuing in
full-time work.)

For households with only one member in full-time work, and working for the Minimum
Wage, with earnings ranging between £135 (for 30 hours at the Minimum Wage of
£4.50 per hour) and £180 (for 39 hours at £4.50 per hour), dependency upon Housing
Benefit would only occur at the higher levels of rent, in excess of £50 per week.

However, it is clear that there is an overlap between the two systems of housing
subsidy. Capital (or ‘bricks and mortar’) subsidies are designed to produce low rents,
affordable without dependency upon Housing Benefit, but no rent can practically be set
low enough for households whose incomes are particularly low, or who are dependent
only upon earnings from part-time work. The revenue subsidy of Housing Benefit is
designed to enable such households to ‘afford’ higher rents, although the withdrawal
rate of Housing Benefit, combined with that of WTC/CTC, as incomes rise, offers little
incentive for households in this situation to increase their earnings.

At rents in excess of £50 per week, couples, whether or not they have dependent
children, would be dependent upon Housing Benéefit if only one member of the
household was in very low paid but full-time employment. However, the Figures show
the economic position of a couple where neither is prevented from working by disability.
The couple always have the option of both members working — assuming that work is
available.

6. The possible implications of a Standard Local Housing Allowance

The proposed introduction of the Standard Local Housing Allowance would effect a
radical alteration in the possibilities for a household in low paid employment to increase
its cash income. If the Standard Local Housing Allowance were to be set at or above the
rent that the household is currently paying, then a move to a property with a rent of £10
per week less will result in a £10 per week increase in cash income After Housing
Costs. (A £10 per week reduction in rent, by a move to another location, may of course
lead to higher transport costs, thereby offsetting the saving in rent. Only moves to
smaller, or poorer quality, properties are likely to be ‘cost neutral’.)
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Whether a decrease in weekly rent of £10 will prove to be more easily achieved than an
increase in earnings of £100 per week will be a central question to be answered by the
pathfinder areas in England and Wales in which the Standard Local Housing Allowance
is to be piloted.

Evidence from the former University of York Rent Index for the Pathfinder areas
suggests that the average rent differential between one and two bedroom furnished flats
in many areas is only some £10 per week, and moves from two to one bedroom
accommodation cannot be considered to be a realistic proposition for households with
children. Whether the range of rents for properties of the same bedroom size will prove
sufficient to provide an incentive for households to incur the one off costs, and uncosted
disruption, of moving, is as yet unknown.

The introduction of a Standard Local Housing Allowance would create a strong incentive
for tenants in receipt of Working Tax Credit to rent cheaper accommodation, as the only
practicable means of effecting any significant increase in their disposable incomes After
Housing Costs.

Ironically, the combination of tax credits and a Standard Local Housing allowance would
shift the incentive structure from working more hours, or seeking a higher rate of pay, to
one dependent upon the operation of the housing market. A switch in household
decision making from production decisions about work and earnings, to consumption
decisions about housing and expenditure.

It is conceivable that unemployed households, wholly dependent upon Housing Benefit,
would find it easier to increase their cash incomes by £10 per week by moving to
cheaper (albeit poorer quality) accommodation, than would a household in work by
choosing to work longer hours or seeking a better paid job.

Key points

Chapter 5 discusses the complex relationships between earnings, total household
incomes (including benefits), rents and affordability.

The introduction, and extension, of the Tax Credit system, and the additional financial
support to families with children provided by Child Benefit, has significantly changed the
relationship between earnings, and actual cash incomes. The extent of this change is
not always fully appreciated. It has an important effect on the ‘affordability’ of rents, and
on the entitlement of a household to Housing Benefit.

The chapter sets out the relationship between earnings from employment, additions to

household income from Working and Child Tax Credits and Child Benefit, and shows
the residual income which a household would have after paying rent.
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The figures show, for a range of household types, with a single earner in full time work,
over a plausible range of gross full time earnings across Wales, between £190 and 260
per week for a woman and £240 to £320 for a man, that at current levels of rent in the
social housing sector, the household would not require Housing Benefit. A couple with
two children, or a single parent with one child, with one earner in full time work, would
have a cash income, after paying rent, of between £80 and £135 per week in excess of
Job Seeker’s Allowance. A single woman in full time work would have a cash income,
after paying rent, of between £50 and £120 per week in excess of Job Seeker’'s
Allowance.

Concerns about the affordability of social housing rents have in the past tended to be
focussed on the position of families with dependent children. The combination of
Working Tax Credit, Child Tax Credit and Child Benefit has raised the incomes of
families with dependent children to a point where families can now afford to pay higher
rents than childless couples or single people, and still be left with an appropriately
higher cash income to meet their higher outgoings, after their housing costs have been
met.

There are important consequences for rent setting and affordability which follow from
the effect of welfare benefits in adding so significantly to the cash incomes of
households with dependent children.

This suggests that in practice rent setting policies need to concentrate on the provision
of affordable housing to the childless. If a childless household can afford the rent, the
welfare benefit system, in the form of Child Benefit and Working Families Tax Credit,
will ensure that a household with dependent children will also be able to afford the rent.

A single parent, rehoused in the social housing sector when she is between 20 and

25 years of age is likely to be aged only 40 when her children are grown up and leaving
home. If she is able to enter fulltime work, she will have a remaining working life, as a
single person, of a further 20 to 25 years. Rents need to be affordable to those who do
not receive Child Tax Credit and Child Benefit.
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Chapter 6

Rents, heating costs and fuel poverty

1. Welsh Assembly Government Policy

The Welsh Assembly Government has set out the principles of its policy approach in its
publication Warm Homes and Energy Conservation Act 2000: A Fuel Poverty
Commitment for Wales. The Ministerial Foreword outlines the Assembly’s policy: “This
Fuel Poverty Commitment for Wales now presents our formal proposals to meet the
requirements of the Act and to ensure that as far as reasonably practical no household
in Wales should live in fuel poverty beyond 2018”.

The policy identifies incomes, the cost of fuel and the energy efficiency of the dwelling
itself as the three primary factors contributing to fuel poverty.

2. The estimated extent of Fuel Poverty in Wales

The policy estimates that there may be 220,000 households in Wales suffering from fuel
poverty. This estimate is based on the survey evidence of eligibility for the New Home
Energy Efficiency Scheme (HEES) from the 1997/98 Welsh House Condition Survey
(WHCS).

The WHCS estimated that:

e 117,000 of these households, more than half, contained at least one person over
the age of 60.

e 32,000 households contained at least one person that was estimated to be sick
or disabled. 40,000 households were lone parents, and
33,000 were other forms of household with children.

o Just over half (115,000) of the eligible households lived in social housing, while
84,000 lived in owner-occupied housing and 23,000 were in the private rented
sector

Within the social housing sector, the highest concentrations of potential beneficiaries
were in the South. In Neath Port Talbot, Rhondda Cynon Taf, Merthyr Tydfil, Caerphilly
and Torfaen more than 42% of households in social housing could benefit. More than
15% of social housing households could benefit from enhanced New HEES in the
mainly rural areas of Gwynedd, Isle of Anglesey and Conwy and in the predominantly
urban North Wales authority of Wrexham.
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3. The effect of geography and rural fuel poverty

A further problem is that due to the geographic sparsity of settlement, 22% of
households in Wales (21% of households eligible for HEES) do not have access to

mains gas.

Table 6.1: Sparsity of settlement and access to mains gas

Settlements off the mains gas network

Seltlements = 150 dwellings

Setllements = 300 dwellings

Settlements = 70 dwellings

396

|39

£

Proximity to 2a

5 main of all 396 settlements

= 150 d\'u:ll'ulE:‘

Frinm 2 = Tkm

Cwer Thim

Within Zkm
o

237

75

Of the 220,000 households eligible for HEES in Wales, some 47,000 have no access to
mains gas. For those households heating is generally provided by either oil, LPG, solid
fuels, on/off peak electricity individually or in combination. In addition to paying more for
fuel to heat their properties, many properties have solid walls which prevent adequate
improvement to reduce running costs to affordable levels under the current HEES
programme.

4. The Home Energy Efficiency Scheme

The Home Energy Efficiency Scheme is now in its fourth year, with funding rising from
just over £6m in the first year to £13.3m for 2003/04.

The scheme has set maximum grant levels for the basic HEES package (insulation and
heating) of £1,500 and for HEES plus (insulation and central heating) of £2,700.
Eligibility for the higher rate of HEES plus grant includes:

e pensioners,
the chronically sick and disabled, and

lone parent families.

A number of changes have been made to the scheme as originally introduced,
including: providing for coal to gas heating conversions where mains gas is available,
and as an incentive to investment, whilst retaining the priority of combating fuel poverty
in the private sector, the agreement for 30 per cent of the available programme to be
earmarked for social housing tenants on a match funded basis.
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The policy statement also identifies the limitations of the programme in dealing with the
specific problems encountered in rural areas:

e ‘It is estimated that there are approximately 41,000 households in Wales that are
eligible and capable of benefiting from HEES plus. Of these, an estimated 6,000
properties do not have access to the mains gas network. Additionally, many
properties have solid walls and consequently are not suitable for the fitting of cavity
wall insulation. There is little that HEES plus can currently do for these ‘difficult to
heat’ properties in terms of alleviating fuel poverty since only minimal insulation and
relatively expensive to run heating systems can be offered. The Welsh Assembly
Government is concerned that electric heating is an inadequate heating method for
some households in locations with no mains gas supply, particularly where cavity
wall insulation is not an option. Therefore assistanceunder the HEES is often
insufficient to lift such households out of fuel poverty.”

5. The definition of fuel poverty

The policy statement reviews the current definition of fuel poverty, and notes that there
are a number of possible approaches to defining fuel poverty.

The statement notes that The Warm Homes Act defines fuel poverty as:

e A person is regarded as living in fuel poverty if he is a member of a household
living on a lower income in a home which cannot be kept warm at reasonable
cost.

and that two main definitions of fuel poverty have been proposed in the UK Fuel Poverty
Strategy (November2001):

e A household is in fuel poverty if, in order to maintain a satisfactory heating
regime, it would be required to spend more than 10% of its income (including
Housing Benefit or ISMI) on all household fuel use;

¢ A household is in fuel poverty if, in order to maintain a satisfactory heating
regime, it would be required to spend more than 10% of its income (excluding
Housing Benefit and ISMI) on all household fuel use.

Both of these definitions define a satisfactory heating regime as one that achieves 21°C
in the living room, and 18°C in the other occupied rooms.
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The policy statement comments on the origin and justification for the use of the figure of
10% of income that:

"The 10 per cent cut off point has been used for many years now. The 1988
Family Expenditure Survey (FES) showed that households in the lowest three
income deciles spent, on average, 10 per cent of their income (not including
Housing Benefit or ISMI as part of income) on fuel for all household uses. It was
assumed by researchers in the fuel poverty field that this could be taken as
representing the amount that low-income households could reasonably be
expected to spend on fuel. Analysis of English data included in the UK Fuel
Poverty Strategy shows that the majority of households spending in excess of
10% of income fall within the lowest income bands.”

The policy statement also comments that:

“‘Whilst we believe there are advantages in maintaining consistency with the
approach taken in the UK Fuel Poverty Strategy we acknowledge the debate that
continues over whether gross or net income should be the denominator. We
would therefore like to explore the consequences of measuring expenditure on
fuel as a proportion of residual income (net of all housing costs). In the absence
of reliable data on both fuel expenditure and housing costs we cannot form a
view at this point. We do however intend once the data is available to explore
the issue more fully.”

In the interim, the policy statement states that:

“‘We will monitor changes in the numbers of people in fuel poverty using the
English/Scottish definition ie: A household is in fuel poverty if, in order to maintain
a satisfactory heating regime (21°C in the living room and 18°C in other rooms), it
would be required to spend more than 10% of its income (including Housing
Benefit or Income Support for Mortgage Interest) on all household fuel use.”

6. Heating costs and the Welsh Housing Quality Standard

In July 2001 the National Assembly approved the National Housing Strategy for Wales,
Better Homes for People in Wales.

The Welsh Housing Quality Standard (WHQS) states that:

"Better Homes for People in Wales set out the Welsh Assembly Government’s
long term vision for housing in Wales. Central to that vision is the expectation
that all households in Wales shall have the opportunity to
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live in good quality homes. To achieve this, the physical standard and condition
of existing housing must be maintained and improved to the Welsh Housing
Quality Standard.”

The Assembly Government expects all social landlords in Wales to adopt the Standard

and to devise realistic programmes for bringing all their properties up to it by the end of
2012.

The WHQS adopts as its third principle that dwellings should be “Adequately Heated,
Fuel Efficient and Well Insulated”, and comments that:

e “All dwellings must be capable of being adequately heated at an affordable cost
to the tenant. Homes with inadequate heating cause discomfort and can pose a
health risk. Whether the home can be adequately heated depends on the cost of
providing the heat required and the ability of the household to afford it. The
eradication of fuel poverty, the inability to afford to heat one’s home is a strategic

priority for the Welsh Assembly Government as set out in Better Homes for
People in Wales.”

The WHQS recognises that it will not be economically or practically feasible to bring all
existing properties up to the standard expected in a modern dwelling, but sets out

requirements which develop the Standard in greater detail and which are considered to
be an acceptable minimum.

These include a requirement that heating systems must be:

e Capable of heating the whole of the dwelling to a comfortable level in normal
weather conditions.

e Reasonably economical to run.

e and that the annual energy consumption for space and water heating must be
estimated using the SAP method and the following minimum ratings achieved:
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Table 6.2: Minimum SAP ratings specified by WHQS

Floor area m2 SAF Rating |
Uptads 58
3610 40 59
41 w45 i)
46 1o 50 &l
51 10 55 62
56w al 3
al w70 4
71 1o B &3
Bl o9 i

91 1o 104 a7
101 g 110 &8
[11 fa 120 &0
Ower 120 70

7. The Standard Assessment Procedure (SAP) Rating System

The Standard Assessment Procedure (SAP) is the Government’s standard method for
producing an energy cost rating (the SAP rating) and a carbon index (the ClI) for a
dwelling. The SAP energy cost rating is based on energy costs for space and water
heating. The carbon index is based on the carbon dioxide (CO2) emissions associated
with space and water heating.

The calculation assumes a standard occupancy pattern, derived from the measured
floor area of the dwelling, and a standard heating pattern. Both the energy cost rating
and the Cl are adjusted for floor area so that size of the dwelling does not affect the
results, which are expressed on a scale of SAP rating 1 to 120 and CI 0.0 to 10.0 — the
higher the number, the better the standard.

The SAP rating system was developed at the Building Research Establishment, which
has supplied a popular characterisation of the meaning of the rating, in the Table below:

Source: Unpublished leaflet drafted by Building Research Establishment, 2000.
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(The original SAP rating ran from 0 — 100, but has recently been extended as a range
from 0 — 120, to reflect the appearance of ‘super-insulated’ houses.)

The aspirations in the WHQS to achieve minimum SAP ratings in the social housing
stock by 2012, would therefore be characterised, on the basis proposed by the
Building Research Establishment, as follows:

Table 6.2: WHQS SAP ratings

Floor area m2 SAP H‘.alqu f"r]u:unluL
Up o 35 38 Mol bad
3bowo 40 3G Mot bad
41 o 45 ol Mol bad
4 1o 50 bl Ciood older
31 o 55 b2 Ciood older
3t GO b3 Ciood older
Gl o 70 o Ciood older
71w &0 ] Ciood older
Bl 1o 90 b Ciood older
2l 1o 100 a7 Ciood older
100 o 110 ] Ciood older
L1011 120 a0 Ciood older
Dver 120 70 Ciood older

Both the SAP rating and the Cl are adjusted for floor area so that they are essentially
independent of dwelling size for a given built form. They take into account a range of
factors that contribute to energy efficiency:

Thermal insulation of the building fabric
Efficiency and control of the heating system
Ventilation characteristics of the dwelling
Solar gain characteristics of the dwelling
The fuel used for space and water heating

The SAP rating is therefore sensitive to the quantity of heat required to maintain the
dwelling at the standard temperature, to the efficiency with which fuel is converted into
useful heat by the heating system and controls, and to the cost of the fuel itself.
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Variations in the relative cost of different fuels are one of the most significant elements
in the calculation. Dwellings of identical construction and insulation standards will
therefore have very different SAP ratings depending upon the choice of fuel. The
relative prices of fuel vary considerably over time, and the SAP rating calculation uses a
three year average to dampen these effects. The extent of the variation in fuel costs
currently 2660 used in the rating system (SAP 2001) is shown in the Table below:

Table 6.3: Fuel prices and additional standing charges

Additional | Unit price
standing charge (£) (G
Cas (mains) a2 3.74
Bulk LG ) K22
Bottled gas = propane 47 kg cylinder | 1.02
Heating ol BTN
House coal 4.62
CSmokeless [ue] g
Anthracite nuls 515
Anthracite grains 516
Wood 4 50
Electncity {on-peak) R
Electncity (oll-peak) |6 793
Electnoity (standard tanidl) X
Electnicity 1O hour tant! {on-peak) | 6. 500
Electncity 1O hour tant! {oll-peak I3 R |
Electneiy (24-hr heating tanfl) 4N BT
Communily scheme k)
Heal Trom boilers (any Tuel) 4.55
Heal Trom CHF or waste heat Rl

Source: The Government’s Standard Assessment Procedure for Energy Rating of
Dwellings (National Assembly for Wales et al. 2001)

There is a group of fuels, mains gas, heating oil, wood and house coal, which are
significantly cheaper than either LPG or the cheapest off-peak electricity tariffs.
On-peak electricity is by far the most expensive fuel, six times as expensive as mains
gas. The extra cost of electricity is to some extent offset by the fact that 100% of
electricity consumed in space or water heating is useful: with all other fuel types there
are losses of energy through the exhaust of combustion gases, however efficient the
boiler or other heat source.
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The calculation is not affected by factors that depend upon the individual characteristics
of the household occupying the dwelling when the rating is calculated, for example:

e Household size and composition
e Ownership and efficiency of particular domestic electrical appliances
¢ Individual heating patterns and temperatures

Nor is the calculation affected by the geographical location, so that a given dwelling
would have the same rating in all parts of the UK. (However, the calculation does take
into account the orientation of the dwelling, so that solar gain through south facing
windows, for example, is included.)

The SAP rating for a dwelling therefore enables the cost of heating a dwelling per m?

with that of any other dwelling. Two dwellings with the same SAP rating will therefore
cost approximately the same to heat per m? the comparable heating cost will depend

upon the actual floor area of each dwelling.

Because the SAP rating system seeks to provide a comparable rating between
dwellings of different sizes, and different occupancies, anywhere in the UK, it does not
predict the actual heating cost of any dwelling when occupied by a particular household,
heating the dwelling in a particular way, and built in a particular location.

A dwelling on a exposed hillside, 300m. above sea level, will therefore have a different
actual consumption of energy to achieve the same internal temperatures as those of an
otherwise identical dwelling located in a sheltered area within a city.

The SAP rating system also necessarily standardises the household assumed to be
living in each type of property, and also assumes a standard pattern of heating of the
dwelling.

This standard pattern assumes that the dwelling is heated for two hours in the morning
and seven hours in the evenings on weekdays, and for sixteen hours each day at
weekends.

For pensioners, lone parents with small children, and the chronically sick or disabled,
there may be a need to heat the main living area to higher temperatures (23 degrees C
is usually assumed), and for longer periods (sixteen hours per day for seven days per
week is usually assumed).
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Compared to a couple with children, a pensioner living alone in a three bedroom house
would both be putting less heat into the dwelling from cooking, appliances, lighting and
metabolic energy, but might also need to heat the main living space to a higher
temperature, while maintaining a sufficient temperature in the unoccupied rooms to
prevent condensation and mould growth.

The difference in the heat input to the dwelling assumed to be generated by the
occupants’ other activities is shown in the Table below:

Table 6.4: Lighting, appliances, cooking and metabolic gains

Floor area (msq) | Gains (in Waltis)
30 30
40 282
S0 332
il R
T 431
et AE0
i 52

BN 576
1100 H23
10 AL

Source: The Government’s Standard Assessment Procedure for Energy Rating of
Dwellings (National Assembly for Wales et al. 2001)

The (standardised) occupants of a 40m:flat are estimated to contribute only 50% of the
heat gain contributed by the (standardised) occupants of an 100m? house.

The SAP rating system is only concerned with the energy costs of space and water
heating. It does not take into account the energy costs of cooking, refrigeration and
freezing, clothes washing and drying, lighting and other domestic equipment such as
vacuum cleaners, hi fi systems, televisions and PCs. (The calculation does, however,
take into account the incidental heat gains from these activities, which to some degree
reduce the heating requirement for space heating.)

The relationship between the costs of space and water heating, and the total energy

consumption of the (standardised) households occupying different sizes of dwelling are
set out in the Table below:
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Table 6.5: The relationship between SAP ratings, floor area, costs of heating and
total energy costs.

SA rali Flsir area {imsyi
31 4l =l I | il | sif o o 12
Iy 53y 6l 707 779 Hi GAq 0N LRI 1277

93 549 63 T Hi Hop SRy 1073 11.6Y 1515

L1 43 L&) J.I‘] izy A 4.1y Aoy 535G
LMY a6l A 34y AER LIl 473 51 EET

90y 563 A5 753 H4AY 933 10.I 1LIH 1203 15593
43 2B 333 AT 4.2 473 E ERE R |
B3 577 a7 .7 HOH ST 1073 1oy 1264 1455

Ry oo 707 SO S0q 00 11L.IY 12239 1534 1537
LEN 333 AR} 447 4 56y 613 AT 7.92
T3 Ay TIH B4 95{ 06 1173 1289 15593 16.I1
LBy A 4Il) 4By F40 61] AT T.HY  KGH
T A3y ToY AR 959 [LIF 1237 1559 1480 1700
Al Ay 460 SE3Y 613 AT TR KEE AT
63 oGof 793 909 1049 L7 1503 143 1559 1513
A4y 4.z =1l s5E] 1'..!5-] TR R J oo 10T
I

d
LAY Ay 357 40N 1.3 1 563 613 T.18

GOy 7.0y 5] ST LL1g L2501 15593 1509 Ia60 1Al
AT 473 EFa3d A5 T4 SEN S0 LMy 18T
5y T R AR 117 1529 1481 1GZ) 177 20G6H
4.0 51) 4013 T0{ K1 S 10zl ILEY IAIH
B T 93 I0RF O IZ51) 14 ST 1T 1903 3127

447 563 4T 7593 ‘!J.D;] Lz 1L3y 12.51) 14.8]
40y H5F 1047 1237 143 1621 1813 ZIZI.II-I I1.94 I5°H
Ay AT I ST 1LIY IZEN 1393 154 185.I6
A SR 120 143 164 BT IO 2534 15064 300D
GEl  S.&N 10008 ILET 13 1558 I7.59 19.1§ 2273
20 1Ly ATy lhasd 193 2200 T4 3754 0.3 3589
T2 0y [XL3Y I4.0H 16.99 19.I4 IJ.S] IAE] 3834

log 1289 16Xl 1959 IZRJ 2607 19449 32094 302y 42.9
R4 ILE] 1533 ISHY XLOG) 2400 MGE1) 39.7H 3549

Source: Table 3 in: Guide 1565 Energy Efficient Refurbishment of Existing Housing,
Housing Corporation and Energy Efficiency Office, 1995

Notes:
1. The top figure in each box is the total weekly fuel cost in £s, including cooking,
lighting and appliances, assuming a standard occupancy.
2. The bold figure in each box is the weekly heating and hot water costs in £s.
3. Prices in original at 1994/95 prices, uprated to 2003/04 by GDP deflator (Note that
the use of the GDP deflator may overestimate current costs of domestic fuels.).
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The Table suggests that a reduction in expenditure of £2.00 per week on space and
water heating requires an increase of 20 points in the SAP rating of a dwelling of 40m?,
an increase of some 12 points for a dwelling of 60m2and an increase of 10 points for a
dwelling of 80m?.

8. Improvements to dwellings and increases in SAP ratings:
llustrative example

An example of how improvements might be carried out to a basic, unmodernised house
type illustrates the effects of successive improvements on the SAP rating and Carbon
Index measures.

A semi-detached house of 75m?, originally constructed in 1950 with solid 9 inch brick
walls plastered internally, metal windows, a slate roof, and heated by open coal fires,
might be typical of much two and three bedroom social housing built in Wales during the
1950s.

Such a house, with no subsequent modernisation or improvement, would have a SAP
rating of 9 and a Carbon Index of 0.0.

The importance of the role played by an efficient heat source, and a cheap fuel, in
determining SAP ratings can be seen by the addition of a modern mains gas central
heating system, with a condensing boiler, to the basic property, with no further
modernization: no loft insulation, no draught stripping, no double glazing. The SAP
rating would immediately increase to 43, and the Carbon Index to 2.7.

The cumulative effect of successive improvements to the basic house can be seen in
the Table below:

Table 6.6: The effect of successive improvements on SAP ratings

SAP Carbaon

Rating Inlex

Basic house {as above) 9 (.0

B 10D, lodt insulation i rool 21 .0

Flouble elazed UPYVC windows 28 {5

Fmodern cas cendral heating (il 472

F blocking up chimnevs 64 45

Foasternal wall insulation (40mm. expanded polvstyrene glab Bl &, |
with 19mm. remder)

Source: calculations supplied by Dr. T. Oreszczyn, Bartlett School of Architecture,
University College, London.
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The first four improvements, of loft insulation, double glazing, a modern mains gas
central heating system and the blocking up of the chimneys, would achieve the
minimum SAP rating required by the WHQS. External wall insulation and a protective
coat of render would raise the SAP rating to just over 80.

For rural houses without mains gas, the WHQS could probably be achieved by the
substitution of a modern oil fired central heating boiler for the mains gas boiler in the
example above. Reliance on LPG or solid fuel for a central heating boiler would require
external wall insulation even to achieve the minimum standard required by the WHQS.

9. Implications for social housing policy

It is clear that it is the interaction between incomes, including welfare benefits, the size
of dwelling occupied, and its SAP rating, which will determines whether or not a
household is at risk of suffering fuel poverty.

The household expenditure on fuel, for space and water heating, and the household’s
expenditure on fuel for all purposes, which are implicit in the minimum SAP ratings
prescribed in the Welsh Housing Quality Standard, are shown in the Table below:

Table 6.7: Space and water heating costs to achieve WHQS SAP ratings
compared to a standard SAP rating of 70

a b ¢ d ¢ r

Floor area Heating WHOQS Heating Other fuel Total cost
m2 | cost at SAP | SAP Rating Cost o cosls of fuel
rating 70 WHOS {4 )

Up to 35 357 58 4.2] 343 7.6
36 1o 40 3.96 59 4.69 364 B33
41 1 45 428 6l 517 3.83 EREN
46 1o 30 4,60 6l 364 4.1 o810
51 1 55 458 62 611 4.49 10,60
36 o 60 5.36 63 659 4,83 11.42
6l 1 70 613 64 706 3 lé 12,22
71t 80 677 [ 7.513 549 | 3.02
Bl o0 753 B 7,946 387 13,83
Sl o 100 830 67 B 40 . 2 X
100w 110 0 (e 68 E.R3 .6 15.47
1T to 120 9. 70 69 927 T.03 16,30
Chogr 120 =0 T} 70 =0 T 741 =]17.11

The effect of adopting a graduated increase in SAP ratings proportionate to the floor
area of the dwelling is to lower the heating cost per metre? as the size of dwelling
increases (or 2820 to raise the cost of heating per m?as the size of the dwelling
decreases). This will tend toequalise the actual heating costs of smaller

and larger dwellings, although in practice, as the Table shows, the effect is marginal.
As the Table above suggested, to achieve a reduction in expenditure of £2.00 per week
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on space and water heating would require an increase of 20 points in the SAP rating of
a dwelling of 40m?, an increase of some 12 points for a dwelling of 60mzand an
increase of 10 points for a dwelling of 80m?.

The costs of space and water heating at different SAP ratings for different sizes of
dwelling can now be related to incomes in order to assess the likelihood of different
household types being at risk of experiencing fuel poverty

Pensioner-only households constitute nearly 53% of the 220,000 households estimated
to be at risk of fuel poverty in Wales. Single parents are the second largest group, at
18% of those at risk of fuel poverty. The particular circumstances of each group are
discussed below. (The position of the chronically sick and disabled, the third largest
group at risk of fuel poverty, might be more appropriately considered as part of a wider
package of measures intended to adapt individual properties to the particular
circumstances of the individual, rather treating all such individuals as having identical
needs.)

10. The case of single pensioners

The introduction of the Pension Credit in October 2003 will provide a minimum income
per week to a single pensioner of £102.10 and for a pensioner couple of £155.80. In
addition, the Government has confirmed that a Winter Fuel Payment of £200 will be
made for the winter of 2003/04.

During the winter period, the costs of cooking (from consuming more hot meals) and
lighting (from shorter daylight hours) are likely to increase, although these, together with
some increased metabolic gain (from spending longer indoors) will marginally offset the
additional requirement for space heating.

Table 6.8: Heating and total fuel costs for single pensioner

Floor area of dwelling

40m2 ol 2 Blm 2
Typical weekly rent 3500 | £45.00 | £55.040
Annual Pension £5300 | £5309 ] £5304
Housing Benelil E1E20 [ £2 340 £2 860
Total “incomme’ E7 129 | £7 649 LR 168
1% of total " income’ £7T13 £7605 FR17
Less: cosls of cooking, lighling elc. L1493 £153 £153
Available lor space and water healing £3520 £572 24
Space and water heating as % ol pension Qoo | 10TTE L 11.TA%
All fuel costs as % of pension 13.43% | 14.41% | 15.39%

Including the additional ‘income’ represented by Housing Benefit would have the
apparently perverse effect of increasing the absolute amount of expenditure on fuel
which a tenant is judged to be able to afford, thereby reducing the residual cash income
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for meeting other living expenses. Using this definition of fuel poverty, for tenants
wholly dependent upon Housing Benefit, the higher the rent, the more the tenants can
‘afford’ to spend on heating.

The impact of the Winter Fuel Payment to qualifying pensioners is shown in the Table
below:

Table 6.9: Expenditure on fuel costs for a single pensioner

Floor area of dwelling |

4l 2 o2 Slm2

Typical weekly rent £35.00 | £45.00 ] £35.00
Annual Pension E5 309 [ £53309 ] £5309
Housing Benelfit E18200 [ £2 340 ] £2 86l
Total " income’ E7 129 | £7649 ] L8169
1% of tolal " income’ £713 £765 £R17
Less: costs of cooking, lighiing eic. ¥ 193 £193 193
Available for space and waler heating £520 £572 £il4
Space and water heating costs less: Winter Fuel Paviment £320 £372 t424
Space and water heating as % of pension ARIERE TO1% 7.00%
All fuel costs less Winter Fuel Pavment as % of pension | 9.66% | 10.64% | 11.62%

The Table shows that if the definition of income in the assessment of fuel poverty is to
include Housing Benefit, then the Winter Fuel Payment is required in order to offset the
costs of fuel to around 10% of cash income.

The Winter Fuel Payment is not, of course, paid against actual fuel costs. It is a cash
payment, which simply adds to pensioner incomes over the winter period. The Winter
Fuel Payment is available to be spent at the individual’s discretion, and should therefore
(in theory) be added to total income (and Housing Benefit) in order to assess the
possibility of fuel poverty. To do so would, of course, make only a marginal difference
to total income. This would mean that if Housing Benefit were included as income, that
pensioner spending 10% of total income on fuel would in practice be spending a
significantly higher proportion of actual cash income on fuel.

The above calculations simply show the theoretical resources available for expenditure
on fuel. Actual expenditure (assuming a standardised pattern of behaviour) will then
depend upon the size of dwelling occupied, and its SAP rating. Given the resources
available to a single pensioner for expenditure on fuel, it is possible to calculate the SAP
rating which would be required for different sizes of dwelling for that pensioner to
escape the risk of fuel poverty.
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Table 6.10: Minimum SAP ratings required to take a single pensioner out of
Fuel Poverty

Floor area of dwelling

2 602 Blim2
Weekly rent £35.00 | £45.00 | £55.04
Annual Pension E5 300 | £5309 | £53309
Housing Beneli E1E200 | £2340 | £2 8el
Total “inconme’ E7 129 ] £7649 | £8 169
1% of total *imcome’ ET13 i FR1T
Less: costs of cooking, lighting etc. £153 £193 193
Available Ior space and waler heating E520) £572 £6524
Weekly expenditure on space and water heating EICRO | £11.00 | £12.060
Minimum 5AP required =20 =30 440y
1% of pension income £53] £531 £531
Less: costs of cooking, lighting eic. £193 £193 193
Available Ior space and water heating F238 £338 338
Weekly expenditure on space and water heating i 5l L5350 5 50
Minimum 5AP required =40 (1] =70

In the first example shown, the pensioner would remain dependent upon the

Winter Fuel Payment as an offset to heating costs in order to reduce expenditure on fuel
below 10% of cash income, but the actual amount spent would adequately heat a
dwelling with a SAP rating ranging between ‘Very Poor’ and merely ‘Poor’.

In the second example, if the definition of income for calculating fuel poverty excludes
Housing Benefit, then the SAP rating of the dwelling would need to be increased by
between 20 and 30 points in order to avoid the risk of fuel poverty, before the effects of
the Winter Fuel Payment are taken into account.

If the limit case is taken to be that of a single pensioner, living alone in a three bedroom
house of 90m? (roughly the old Parker Morris standard), whose total expenditures on
fuel for all purposes, excluding the Winter Fuel Payment, is just below10% of state
pension (pension credit) income, then the house would have to have an SAP rating of at
least 55.
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Table 6.11: Minimum SAP rating required to take a single pensioner, living alone

in a three bedroom house, out of Fuel Poverty

Floor area of dwelling |
Ghm2
Annual Pension £5 3005
99% of pension Income £526
Less: costs of cooking, lighting eic. L1493
Available lor space and water hbeating £333
Flus Winter Fuel Payment £200
Total available lor space and waler heating £333
Weekly expenditure on space and water heating F10.25
Minimum SAP rating of dwelling required =5

For a single pensioner, living in a 40m? flat, to be clearly out of fuel poverty, paying
perhaps 7.5% of the state pension (pension credit) income for all fuel expenditures, and
not requiring the additional income from the Winter Fuel Payment in order to avoid fuel

poverty, the flat would have to have a minimum SAP rating of 71:

Table 6.12: Minimum SAP rating required to take a single pensioner, living in a

one bedroom flat, out of Fuel Poverty and out of reliance on the Winter Fuel

Payment

Floor area of dwelling |

4im?2

Annual Pension £5 305
T.5% of pension incoime £3985
Less: costs of cooking, lighling eic. 193
Available l'or space and waler heating L2035
[Excluding Winter Fuel Pavinent) £.200
Total available Tor space and waler heating L£205
Weekly expenditure on space and water heating £394
Minimum SAP rating of dwelling required 71

A range of minimum SAP ratings from at least 55 for a three bedroom house of 90m?

(roughly the old Parker Morris standard) to at least 70 for a one bedroom flat or
bungalow of 40m?would ensure that single pensioners choosing to remain in their family
home were not suffering from fuel poverty as a consequence, while providing a

significant financial incentive, of some £10 per week, to move to a smaller but better

equipped property.
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11. The case of single parents

For a single parent with one child under 16, not in work, the contrast between the two
approaches to calculating fuel poverty is even clearer. The single parent has an income
only £2.95 per week greater than the single pensioner (including the Winter Fuel
Payment as income), but in many cases would have a higher rent. Including the value of
Housing Benefit in the calculation of fuel poverty would mean that a single parent with a
rent of £45.00 per week, and paying 10% of total ‘income’ on fuel, would be paying 14%
of cash income on fuel, while at a rent of £55.00 per week, the proportion of cash
income spent on fuel would rise to 15%.

However, if fuel poverty is defined as expenditure in excess of 10% of income excluding
Housing Benefit, then the reduction in expenditure on fuel required in order for the
single parent to avoid fuel poverty would require a significant increase in the SAP rating
of the dwelling. This would need to rise from a range between 36 and 44, depending
upon the size of the dwelling, which would be required to meet the conditions of the first
definition of fuel poverty, to a range between 62 and 76 in order to meet the conditions
of the second definition. This would only be met by the minimum standard required in
the Welsh Housing Quality Standard of a SAP rating of 64 for dwellings of 60m?. Larger
family homes, above 60m?, would require a SAP rating in excess of the WHQS
minimum, if a single parent were to be able to avoid fuel poverty.

Table 6.13: Minimum SAP ratings required to take a single parent out of
Fuel Poverty

Floor area of dwelling

60m2 | Tdm2 | S0m2
Weekly rent £45.00 | £50.00 | £55.00
Annual income from benelits 5663 [ £5663 | L5663
Housing Benelun 2340 | £2.600 | £2 860
Total “income’ EROR [ £8 263 | £8.523
1% ol total “income’ £ RN ER26 £R52
Less: costs of cooking, lighting eic. £240 £245 L£250
Available or space and waler heating ¥ 5600 581 £a02
Weekly expenditure on space and water heaung | £10.77 [ £11.17 | £11.38
Minimum SAP required 36 41 44
Annual meome from benelits £3,603 | £5,663 | £5,663
107% of income [rom benelils £ 566 £ 566 L3606
Less: costs of cooking, lighting eic. £240 £245 £250
Available or space and water heating £326 £32] i
Weekly expenditure on space and water heatung | £627 | £6.17 ]| L6085
Minimum SAP required (i 70 76
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12. The SAP rating of the existing social housing stock

Data on the SAP rating of the existing social housing stock is extremely limited. Only
one local authority and six housing associations (including the specialist HA, Tai Hafan)
were able to supply data based on sample surveys of stock condition.

The Audit Commission requires local authorities to provide an estimate of the average
SAP of local authority dwellings, as Best Value Performance Indicator 42, and the
estimated averages for 2001/02 are shown in the Table and Chart below (for the twenty
out of twenty two local authorities which submitted BVPI data).

Table 6.14: Average SAP ratings of local authority dwellings

Local authority Energy Efficiency - the average SAP
rating of local authority owned

dwellings.

Carditl =
Tortaen =
Merthyr Ty ofil i3
Caerphlly 33
Rhondda Cyvnon Tal’ 54
Wrexham 33
Denbiszhshire 52
Flinishire 32
The Vale ol Glamorean 52
Fowys 51
Isle of Anclesey 30
Conwy 30
Bridzend 0
Mewpaort 43
Monmouthshire 46
Pembrokeshire 5
Carmarthenshare 3
Crwynedd 2
MNeath Port Talbo 2
Blasnau (rwent 40
Ceredioon 39
Swansea Kt

¢ means the information was not brovided

The estimated average SAP ratings are extremely low. In three cases, Swansea,
Ceredigion and Blaenau Gwent, the averages are within the range from 30-40,
characterised by the Building Research Establishment as ‘Poor’, while a further nine are
within the range from 41-50, characterised as ‘Needs Improving’. Only eight local
authorities estimated the average SAP rating of their housing stock to be in the range
51-60, or ‘Not Bad’, and all of these fell into the bottom half of that range.
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These estimated figures are averages. Given that some proportion of all local authority
housing will have had some limited improvements over the years, whether loft
insulation, draught stripping, the installation of central heating or even double glazing,
then the SAP rating of the lower half of the distribution must be very low indeed.

It is clear from the previous discussion that even with the assistance of the Winter Fuel
Payment, in order to avoid fuel poverty a single pensioner requires a home with a SAP
rating of at least 40-55, depending upon the size of the home.

Figure 6.1: Average SAP ratings of local authority dwellings

The average SAP rating of local authority housing 2001/02

Aversges SA° rating

local authority

Although Cardiff did not submit information on BVPI 42 to the Audit Commission, the
authority was able to supply data on the SAP rating of its housing stock for this project.
The average SAP rating was 59, the highest for any Welsh local authority, with 20% of
the stock rated at 50 or below, and 5% rated at 40 or below.

The Figure below shows the proportion of the housing stock falling into different bands
of SAP rating for the five housing associations with general needs stock, and Cardiff
UA, which were able to supply data.

Three of the housing associations (Gwerin, Mid Wales and Dewi Sant) and Cardiff show
not dissimilar patterns, with the bulk of their stock falling within a range from 50 to 80.
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Dewi Sant, Mid Wales and Cardiff also display a long tail of properties with poor ratings,
while Gwerin has just over a third (36%) of its stock rated above 80.

Taff and United Welsh, however, show a markedly different pattern. Taff has less than
a quarter (22%) of its stock rated below 80, while United Welsh has less than 1% rated
below 80.

The range of SAP ratings shown in the Figure imply a very considerable variation in
heating costs for tenants. The space and hot water heating costs for a property of 75m?
and a SAP rating of 90 are estimated to be £4.50 per week, while the a house with the
same floor area but a SAP rating of only 40 would cost £12.50 per week to heat to the
same standard of comfort, a difference of £7.50 per week or nearly £400 per annum.

Figure 6.2: SAP ratings for social housing stock

SAP ratings for HA and LA stock (for those landlords able to supply data)
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Key points

Chapter 6 discusses the relationship between rents, heating costs and fuel poverty in
Wales. The definition of fuel poverty is that a household will suffer from fuel poverty
when more than 10% of its income is spent on all household fuel use, although whether
Housing Benefit should be included as income remains undecided.

The chapter shows that for a single parent, or pensioner, dependent upon benefits, the
inclusion of Housing Benefit in the calculation of fuel poverty would result in the
household spending 15% of its cash income on fuel before it would be classified as
being in fuel poverty. Conversely, the omission of Housing Benefit would require an
increase in the heating efficiency of the home of some 30 points on the SAP rating scale
if the household were to avoid fuel poverty.

Fuel poverty can be tackled either by increasing incomes (so that more cash is available
to pay fuel bills) or by improving the heating efficiency of dwellings (so that less cash is
required to pay fuel bills). The Winter Fuel Payment to pensioners is an example of the
former, while improving the SAP rating of the social housing stock would achieve the
latter. The Welsh Housing Quality Standard proposes that the minimum SAP rating of
the social housing stock should be raised to an average of around 64, and the chapter
shows the extent of the improvement required, particularly in the local authority stock.
No local authority has a stock which meets the WHQS: Cardiff has the highest average
SAP rating at 59, while Swansea has the lowest at an estimated 38.

The chapter shows that to take a single parent, dependent upon benefits, out of fuel
poverty would require a home with an average SAP rating of 69: significantly higher
than the improvement sought by the WHQS. The importance of the Winter Fuel
Payment for pensioners dependent upon the state pension is illustrated by the example
of a pensionercontinuing to live in the three bedroom family home: if the Winter Fuel
Payment is all spent on fuel costs, then the house would only require a SAP rating of
55, well below the WHQS, but to take the pensioner out of dependence upon the
Winter Fuel Payment would require the same house to have a SAP rating of 80, well
above the WHQS.
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Chapter 7

1. Rent Regulation and Perverse Incentives

All regulatory systems have the potential to create perverse incentives and to distort,
however unintentionally, the behaviour of the regulated agents. One of the areas which
the study identified as a possible example of this problem is in the relationship between
the rent benchmarking system for housing associations, and the creation of a perverse
incentive which may distort the mix of dwelling types in new developments.

The three Tables below (Tables 7.2 to 7.4) show one of the potential perverse
incentives of the rent benchmarking system, in the possible distortion of development
decisions on the ‘mix’ of dwelling types in order to maximise rent income against costs.

The Tables show the possible choices of dwelling mix for an annual programme of

60 dwellings in an area in Band A. The benchmark rent, the average of the

six archetypes, is £48.55 per week, and the maximum rent for a 3 bedroom 5 person
house is set at £53.95. The total weekly rental income from the 60 units is therefore 60
x £48.55, equalling £2,913 per week.

A housing association seeking to maximise the rent income from a development will try
to produce the mix of properties that, given the structure of the association’s rents, will
produce the nearest result to the maximum achievable within the benchmark system, a
total rent income for the development as close to £2,913 as is feasible.

Each of the Tables shows the result of changing the dwelling mix on the rents
chargeable for 1 bedroom dwellings, using one of the three dwelling mixes shown
below:

Table 7.1: lllustrative dwelling mixes

Dwelling mux (nos. of umis) Tioal

3 bed 2bed | bed
Talle | 30 M) T i
Talle 2 20 M) " i
Table 3 11 M BTN i}
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In each of the three Tables, the rent of a 3b5p house is set at the maximum allowable of
£53.95 per week. Each Table then shows the result on the rent of 1 bedroom dwellings
if the rent of a 2 bedroom dwelling is fixed at £50.00, £47.00 and £45.00 per week

respectively.

The first Table shows a differential in rents between a 3b house and a 2b house of

£3.95 per week. Then, in order to maintain a proportionate differential between a
2b house and a 1b flat of £4.22 per week, the dwelling mix must be ‘skewed’ to produce

three times as many 1 bedroom flats as 3 bedroom houses, if rental income is to be
maximised. In order to achieve a development mix of predominantly family units, the

rent of the 1 bedroom flats would have to be depressed to £29.45 per week, a
differential of £20.55 per week 3100 below the rent of a 2 bedroom house.

Table 7.2: 3b rent @ £53.95, 2b rent @ £50.00 per week

Total rent | Less: Eemaimng | Less: Eemaining | Therelore,
Come G | imeone rent LCOE rent rent of 1h
units x from 3b TGO from 2b L OHTE unils
benchmark | units nils
rent mLA3 05 LS00
o EAR 55
Moo unils 30 ol T
£2013 FlG]ES t12a45 £ 1000 £204 5 £20 45
Moo units 200 20 {1
£2013 N FlE34 £ 1000 FRad £41.70
Moo units 10 a0 A
£2013 F510.5 £33735 £ 1000 £1373.5 FASTH

Table 2 shows that if a larger rent differential is set between the rent of a 3 bedroom
house at £53.95 and the rent of a two bedroom house at £47.00, the effect is to raise

the rent of the one bedroom flat. As the dwelling mix becomes weighted towards
towards family sized houses, the rent of the 1b flat rises, and if the dwelling mix is

weighted towards three bedroom houses, then the rent of a 1b flat would be greater

than rent of a 2b house, if rent income is to be maximised.
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Table 7.3: 3b rent @ £53.95, 2b rent @ £47.00 per week

Total rent | Less: Eemaining | Less: Remaining | Therefone,
WCome SO 1 income rént DA TRE rent rentof 1b
unis x from 3b TCOME from 2b HCCHTIE Units
benchmark | units units
rent A3 U5 et 47 00
P48 55
Mool units 30 20 10
£2913 E1GIR.S Lt12a4.5 o400 £3545 £35.45
Mool uimits 200 n a0
£24913 E10T9 FlR34 L0410 FHGL £44 70
Mool uniis 10 il a0
£3013 £539.5 £23735 L0400 £1433.5 £4T TR

Table 3 shows that increasing the differential between 3 bed and 2 bed rents to £8.95
per week significantly alters the differential with 1 bedroom dwellings. Only a mix
weighted towards family dwellings will now produce a proportionate differential between
the rent of a 2bed house at £45.00 per week and the rent of a 1 bed flat at £39.45

per week. The other two choices of dwelling mix would each result in the rent of a 1
bed flat rising above the rent of a 2 bed house, if rental income is to be maximised
within the benchmark average.

Table 7.4: 3b rent £53.95, 2b rent £45.00 per week

Total rent | Less: Eemaining | Less: Remaining | Therelone,
mcome 6O | o rent IO rent rent of 1hb
units x from 3b LCome Irom 2h IC oM units
benchmark | units umits
rent WEA3 .95 45 00
P48 55
Mo ol units 30 00 TN
£2913 F1G18.5 L1294 5 L5900 t394 5 £39 45
Mo of units 200 20 20
£2013 £ F1834 £000 o34 £46.T0
Mo of units 10 20 30
£2913 F539. 5 £2373.5 £a00 £1473.5 £49 12
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Widening the differentials in rents between different bedsizes of dwellings will tend to
produce a dwelling mix ‘skewed’ towards family units, while compressing differential

between different bedsizes will tend to produce a dwelling mix ‘skewed’ towards one
bedroom dwellings.

A housing association which has chosen to maintain significant differentials between the
rents of one, two and three bedroom properties will therefore tend to be forced towards
developing at mixes which emphasise larger family units. Conversely, a housing
association which has relatively narrow differentials between the rents of one, two and
three bedroom dwellings will tend to be forced towards developing at mixes which
emphasise smaller, one bedroom units.

Fundamental decisions on the mechanism for rent setting, possibly taken some
considerable time ago, can therefore significantly affect the ability of a housing
association to respond to the mix of dwellings required by local housing strategies.

Key points

Chapter 7 discusses some of the perverse incentives which might be created by the
current system of regulation in rent setting. In planning new developments, housing
associations with narrow rent differentials between one, two and three bedroom
dwellings will tend to find that developments skewed towards smaller one bedroom units
will maximise rent income. Conversely, housing associations with wider differentials
between the rents of different bedsizes of dwellings will tend to find that developments
skewed towards larger family units will maximise rent income.
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Chapter 8

Summary and Conclusions
The strategic context

This report sets out the results of a research project commissioned by Welsh Assembly
Government into the pattern of rents and service charges in the social housing sector in
Wales.

The research was commissioned as part of the Action Plan which implements the
National Housing Strategy, ‘Better Homes for People in Wales’, approved by the
Assembly in July 2001. In the National Housing Strategy, the Assembly identified a
number of issues concerning the pattern of rents charged by social landlords (local
authorities and housing associations) in Wales, primarily concerned with the
consistency and rationality of the rent setting policies of social housing landlords, and
their consequences for tenants.

The research aimed to collect data on the actual rents and service charges charged by
every significant social landlord in Wales, to establish the basis of each landlord’s policy
for setting rents and the factors which the policies took into account, and to set rents
and service charges in the broader context of affordability, including the heating costs of
homes. Data was collected from all 22 local authorities and the 33 largest housing
associations. Social landlords were asked to supply details of the weekly rents and
service charges for each of their properties, by bedsize and by address.

The report outlines the different overall financial and regulatory contexts for rent setting
by local authorities and by housing associations.

In the local authority sector, the average rent, across all bedsizes, is controlled by the
‘guideline’ rent set for each local authority every year by the Assembly. The guideline
rent is determined by the amount of subsidy which the Assembly wishes to provide to
meet the deficit between income, primarily from rents, and expenditure on debt
servicing and housing management and maintenance in each local authority. Local
authorities are theoretically free to charge less than the guideline, thereby losing rent
income, or to charge more than the guideline, thereby losing subsidy. There are
therefore strong pressures on local authorities to set average rents at the guideline.
Current assembly policy is to set the annual guideline rent for each local authority so as
to move its actual average rent gradually into line with the ‘benchmark’ rent set in the
housing association sector, a position already reached in Ceredigion, Vale of
Glamorgan and Monmouthshire.
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In the housing association sector, maximum, rather than average, rents are controlled
through the ‘benchmark’ rent system. All housing associations with development
programmes must specify the maximum rents which they would charge for six ideal
property types: the average of these six rents must be less than the ‘benchmark’ rent
specified by the Assembly.

In practice, the combination of a fixed rate of Social Housing Grant and the maximum
rents imposed by the benchmark system means that housing associations must cross
subsidise the rents on new developments from rent surpluses on older developments.

The result is that in order to maximise rent income, the differentials in rents between the
highest and the lowest have become squeezed over the past few years. Most housing
associations have very ‘flat’ rent structures.

The consequence of the current policy to move local authority guideline rents into line
with benchmark rents will be to set the average local authority rent at the maximum
housing association rent.

Although rent differentials, the difference between the rents of the most expensive and
the least expensive properties, are exceptionally flat in Wales, this policy would result in
roughly half of local authority rents being higher than housing association maximum
rents.

Because of the different financial regimes that operate in the local authority and housing
association sectors, an increase in local authority rents does not necessarily bring any
additional rent income, and therefore resources for additional spending, to the local
authority: it may merely reduce the amount of subsidy that the Assembly has to make
available. Increasing average local authority rents to the level of maximum housing
association rents could therefore result not only in many local authority rents beginning
to exceed housing association rents, but also in the rents of older and often unimproved
local authority houses exceeding the rents of newer housing association homes built to
modern standards.

One solution to this would be to redesignate the benchmark rent as the average rent.
This would allow housing associations to reintroduce wider differentials between the
rents of good quality properties in desirable locations and those of older or less well
located properties. As a result of existing rents being squeezed tightly against the
benchmark, there would be little change in the average rents charged by housing
associations. For every rent increase on a more desirable property there would have to
be a corresponding reduction in the rent of a less desirable property.
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One point clearly emerged from the research which is important to rural Wales. Most
social landlords with houses in small towns and villages had a policy to reduce rents, by
small amounts, in areas lacking amenities such as local shops, post offices or frequent
bus services. These reductions were relatively ‘token’, in that they were not based on
any calculation of the additional costs, or disbenefits, of living in isolated areas, but
nevertheless they reflect a perception that these areas are less attractive to social
housing tenants. In many areas, this runs counter to the values of better off, car owning
owner occupiers: capital values are often highest in the villages with fewest amenities.

The rents charged by social landlords compared

In comparing the rents charged by local authorities with those charged by housing
associations it is important to compare like with like. In general, local authorities still
operate ‘pooled’ rents, whereby the costs of services such as caretaking, cleaning,
grounds maintenance and lift maintenance are spread across all properties, whether or
not the property receives the particular service, and are included in the rent. In general,
housing associations do not do this. Instead, they charge the costs of such services
only to the properties that actually receive the services, which are then charged for by a
separate service charge on top of the rent. The benchmark system only controls the
maximum rent: it does not apply to service charges.

From the individual tenant’s point of view, the issue is the total weekly charge of rent
plus service charges, and the figures analysed in the report include service charges,
unless explicitly excluded.

The different practices between the two sectors is most clearly seen in the case of

1 bedroom dwellings, where service charges in sheltered housing are common in the
housing association sector. As a consequence, while the pattern of rents for ordinary
1 bedroom properties are almost identical between the two sectors, the total weekly
charges for housing association sheltered housing properties are higher than those in
the local authority sector.

In the case of 2 bedroom properties, the rents charged by the two sectors have a similar
profile, although housing association rents are on average some £5 per week higher
than local authority rents. Nearly 70% of rents in the local authority sector fall within the
range between £40 and £50 per week, while nearly 70% of housing association rents
fall within the range from £45 to £55 per week.

In the case of 3 bedroom properties, the distribution of rents in the local authority sector
is broader, with 87% of rents falling within a £15 per week range, from £40 to
£55 per week, while the distribution of rents in the housing association sector is

steeper, with 80% of rents falling within a £10 range, from £50 to £60 per week,

reflecting the compression of rents against the ‘ceiling’ imposed by the maximum rent
for a 5 person, 3 bedroom which forms an important element of the benchmark rent.
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Geographic comparisons of rents, comparing the difference between average rents for
each bedsize of property in every postcode sector in Wales, shows that there are few
areas where there are large differences in rents between the two sectors, and that these
tend to be distributed randomly, suggesting that purely local or historic factors are at
work. In some of these areas, it is the local authority rent that is more than

£10 per week higher than the average housing association rent.

The report also shows that that the method of rent setting had no discernible effect on
the level or pattern of rents charged. Whatever the rent setting policy of the individual
landlord, social housing rents were compressed within a very narrow, almost flat, band
from the lowest to the highest.

Market rents in the private rented sector

There are very limited data on the actual rents charged by landlords in the private
rented sector. There is no requirement that rents should be registered, and the only
rents which are recorded in detail are those where the tenant is in receipt of Housing
Benefit, which may not be typical of private sector rents in general.

However, the Rent Officer Service is required to set Local Reference Rents for all areas
of Wales, in order to assist local authorities in the administration of Housing Benefit, and
these can be used for comparison with the benchmark rent system in the housing
association sector.

Local Reference Rents are set for each local housing market, rather than for
administrative boundaries. In setting Local Reference Rents, Rent Officers disregard
rents which are considered to be abnormally high, or low, for the particular housing
market, and then calculate a simple average of the remaining highest and lowest rents.
In many parts of Wales there are insufficient lettings in the private rented sector to
supply adequate data, and Local Reference Rents must be set by interpolation or
extrapolation from adjoining housing market areas.

The report compares the variation in private sector rents across Wales by comparing
the Local Reference Rent in each housing market area to the national average of all
Local Reference Rents. Rents in the private rented sector show a clear pattern, with
high rents in the private rented sector in fourteen local housing markets, nearly all
around the periphery of Wales, from Monmouthshire on the English border, through the
major cities of Newport and Cardiff, including the

‘suburban’ areas of Penarth and the rural Vale of Glamorgan, the university and county
towns of Aberystwyth, Caernarfon, Bangor and Conwy, and the area around Mold in
Flintshire. In these areas, the ‘benchmark’ rent was broadly half of the average Local
Reference Rent in the locality. Housing association benchmark rents were clearly well
below ‘market’ levels in these areas.
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However, there were nineteen local housing markets where the ‘benchmark’ rent was
much closer to ‘market’ levels. These fell into two clear geographic groupings. One lies
along the central backbone of the country, from Blaenau Ffestiniog, through

south eastern Gwynedd and down through western Powys. The second area is
concentrated in the Valleys. The closeness between housing association rents and
private sector rents in this area was commented on by a number of housing
associations. Private landlords are ableto offer houses in streets, rather than on
estates, together with a higher level of furnishings and white goods than is current
practice in housing association lettings, and this appears to represent a competitive
product in this area, at a relatively small price premium. In these areas, the ‘benchmark’
rent was between 70% and 80% of the Local Reference Rent, and rents for many
properties in the social housing sector will be directly comparable to ‘market’ rents.

House prices in the owner occupied sector

The overall housing market in Wales is predominantly owner occupied. Wales has a
somewhat higher proportion of owner occupation than other countries in the UK, at
72.3% of the total housing stock.

The pattern of house prices in the owner occupied sector is therefore the predominant
source of market price data which may reflect the price which consumers are willing to
pay for particular property. Willingness to pay can, of course, only be exercised within
the constraints of an unequal distribution of incomes and wealth, and the lending criteria
of the mortgage lenders.

Variations in house prices in the owner occupied sector will also be relevant to the
demand for social housing. Where house prices are high, and the affordability of owner
occupation is low, the demand for affordable rented housing is likely to be high. Where
house prices in the owner occupied sector are affordable, the demand for rented
accommodation is likely to be less.

Data was obtained from the Land Registry, giving the actual sale prices of properties in
each postcode sector in Wales. The Land Registry does not record the numbers of
bedrooms in properties, only the type of property. The prices of terraced and
semidetached houses were analysed as the nearest equivalent to the main types of 2
and 3 bedroom properties in the social housing sector. A postcode

sector is represented by the first four letters and digits of the postcode, and contains
approximately 3,000 postal addresses. There are 520 postcode sectors in Wales. As a
consequence, some sectors have very few sales, and this can give rise to anomalous
results between adjoining or similar areas.

The data shows that prices tend to be higher around the coastal areas, from Llandudno

to Beaumaris and the Menai Straits, on the Lleyn Peninsula, and along the coast in
Gwynedd, Ceredigion, Pembrokeshire, the Gower Peninsula and in the Vale of

114



Welsh Assembly Government - Social Housing Rents in Wales

Glamorgan. The highest prices in for both types of property are recorded in Cardiff.
Prices also tend to be higher along the border with England.

However, a comparison of prices between 1995/96 and 2000/01 showed that there
were a number of areas in Wales where prices actually fell in nominal terms in this
period, and in significant parts of Wales, house prices had remained stagnant over this
period, barely keeping pace with general price inflation. These areas appear to be
concentrated in the South Wales valleys, and the hinterlands of Bridgend, Neath Port
Talbot and Swansea.

However, there were ‘stagnant’ areas scattered across the country, particularly in
northern Powys/southern Denbighshire, parts of Anglesey and the former slate mining
areas around Nantlle and Blaenau Ffestiniog.

These patterns of house prices in the owner occupied market are of course reflected in
the rents which landlords will charge in the private rented sector. Investors have been
able to acquire properties in the Valleys for relatively low prices. Landlords have been
able to make reasonable returns on these investments by charging rents little more than
those in the social housing sector.

The affordability of social housing rents

It is an obvious, but important, point that rents can never be set so low that households
would never be dependent upon Housing Benefit. The growth in part time work,
particularly among single parents, means that many families are in work, but have very
low earnings. Housing Benefit exists to enable families with low earnings, or with no
earnings at all, to be able to afford their rent.

Assessing whether rents are ‘affordable’ without reliance on Housing Benefit must
therefore be done by reference to households with some reasonable level of full time
earnings.

Information on the earnings and incomes of social housing tenants in Wales is
extremely limited, but the data which are available indicate that earnings for different
groups of (mainly) manual workers vary across Wales by more than the variations in
rents. (The data also shows that on average women’s earnings are only between two
thirds and three quarters of men’s earnings.)

Therefore, the report has selected plausible ranges of incomes for full time workers,
between £240 and £320 per week for men, and £190 to £260 per week for women
(before tax and National Insurance deductions), in order to test the ‘affordability’ of rents
in the social housing sector. £240 per week before deductions is a rate of £6.15 per
hour for a 39 hour week, while £190 per week is a rate of £4.87 per hour, also for a 39
hour week, or only just above the Minimum Wage.
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Since 1997, the relationship between earnings and the affordability of rents has been
significantly altered. The introduction, and gradual increase, of the Minimum Wage has
put a ‘floor’ under earnings for the low paid. In addition, the continuation of Child Benefit
and the introduction of the system of Tax Credits has added very significantly to the
incomes of working families with children. The Working Tax Credit has now extended
the system of support for lower paid earnings to childless couples and single people.

These changes have significantly altered the relationship between earnings, and actual
cash incomes. The extent of this change is not always fully appreciated. It has an
important effect on the ‘affordability’ of rents, and on the entitlement of a household to
Housing Benefit.

For a single parent in full time work, with one child, and with gross earnings of £190 per
week, the combination of Tax Credits and Child Benefit adds £90.21 per week to her net
earnings of £161.05, a 56% increase in cash income. At gross earnings of £260 per
week, benefits would add £64.31 to her net earnings of £207.95, a 31% increase in
cash income. For a couple where the man is in full-time work, with two children, and
with gross earnings of £240 per week, the combination of Tax Credits and Child Benefit
adds £110.26 per week to their net earnings of £194.55, a 57% increase in cash
income. At gross earnings of £260 per week, benefits would add £64.31 to their net
earnings of£248.15, a 33% increase in cash income.

Concerns about the affordability of social housing rents have in the past tended to be
focussed on the position of families with dependent children. The combination of
Working Tax Credit, Child Tax Credit and Child Benefit has raised the incomes of
families with dependent children to a point where families can now afford to pay higher
rents than childless couples or single people, and still be left with an appropriately
higher cash income to meet their higher outgoings, after their housing costs have been
met.

There are important consequences for rent setting and affordability which follow from
the effect of welfare benefits in adding so significantly to the cash incomes of
households with dependent children.

A concentration on the affordability position of households with dependent children
would allow rent levels to be increased significantly above the level which the same
household could afford from earned income alone. If rents are increased to levels
which are affordable by households with dependent children from their total cash
incomes, including benefits, then these rents will be unaffordable by the childless. It is
worthy bearing in mind that a single parent, who might have had children in her early
twenties, after her children have grown up and left home, will have nearly twenty years
of potential working life left as a single person. Her rent needs to be affordable between
the ages of 45 and 65, just as much as it does between the ages of 25 and 45.
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Taken together, these factors suggest that in practice rent setting policies need to
concentrate on the provision of affordable housing to the childless. If a childless
household can afford the rent, the welfare benefit system, in the form of Child Benefit
and Working Families Tax Credit, will ensure that a household with dependent children
will also be able to afford the rent.

The report shows that for over 90% of rents in the social housing sector in Wales,
tenants in all forms of household where one member is in full time work would be able
to pay their rent without being dependent upon Housing Benefit, and would have a
significant cash income (after tax and National Insurance deductions, and after paying
rent) above the level of Job Seeker’s Allowance. A single woman aged over 25 would
have at least £50 per week above JSA, a couple with only one member in work would
have at least £60 per week, a single parent in full time work and with one child would
have at least £80 per week, and a couple with one member in work and two children
would have at least £90 per week left, after paying rent, above the level of JSA.

Rents and heating costs in social housing

Rents and service charges are not the only costs to tenants of occupying their homes.
The impact of Council Tax was outside the scope of this study, but there is a much
closer relationship between rents and heating costs.

This relationship is not direct. Given the complexities of funding, rents are not based
directly on the costs incurred by social landlords: any improvements in heating or
insulation will not be directly reflected in rents. Similarly, even if rents are based on
capital values, the presence or absence of central heating is unlikely to affect rents to
the same degree as location.

Much of the social housing stock in Wales, particularly the local authority stock, remains
unmodernised: much does not yet have central heating, adequate insulation or double
glazing. The combination of homes that are expensive to heat with low earnings or
dependency upon benefits, results for many tenants in the danger or reality of fuel
poverty.

If a household has to spend more than 10% of its after tax income on heating and hot
water it is considered to be in fuel poverty.

The Welsh Assembly Government has set out the principles of its policy approach in its
publication Warm Homes and Energy Conservation Act 2000: A Fuel Poverty
Commitment for Wales, in order “to ensure that as far as reasonably practical no
household in Wales should live in fuel poverty beyond 2018”.

The policy estimates that some 220,000 households in Wales suffer from fuel poverty,
and that over half of these, 115,000, live in social housing.
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The heating efficiency and economy of a house is measured by means of its SAP
(Standard Assessment Procedure) Rating. The SAP energy cost rating of a house is
based on the energy costs for space and water heating. The calculation assumes a
standard occupancy pattern, and a standard heating pattern. The energy cost rating is
adjusted for floor area so that size of the dwelling does not affect the results, which are
expressed on a scale of SAP rating 1 to 120: the higher the number, the better the
standard.

The SAP rating is therefore sensitive to the quantity of heat required to maintain the
dwelling at the standard temperature, to the efficiency with which fuel is converted into
useful heat by the heating system and controls, and to the cost of the fuel itself.

Variations in the relative cost of different fuels are one of the most significant elements
in the calculation. Dwellings of identical construction and insulation standards will
therefore have very different SAP ratings depending upon the choice of fuel. Heating
one house by standard tariff electricity is more than 5 times as expensive as heating
another house by mains gas, and these differences will be reflected in the SAP rating of
the two properties. As a result of the sparsity of settlement across much of rural Wales,
22% of households do not have access to mains gas.

An idea of the extent of the problem can be gained by looking at the example of a
typical semi-detached house. Such a house, with a floor area of about 75m?, originally
constructed in 1950 with solid 9 inch brick walls plastered internally, metal windows, a
slate roof, and heated by open coal fires, might be typical of much two and three
bedroom social housing built in Wales during the 1950s.

Such a house, with no subsequent modernisation or improvement, would have a SAP
rating of 9 (informally characterized by the Building Research Establishment as ‘Ugh’ —
worse than ‘Appalling’).

The importance of the role played by an efficient heat source, and a cheap fuel, in
determining SAP ratings can be seen by the addition of a modern mains gas central
heating system, with a condensing boiler, to the basic property, with no further
modernization: no loft insulation, no draught stripping, no double glazing. The SAP
rating would immediately increase to 43 (‘Needs improving’, according to the BRE).

The costs of heating such a house would be halved, falling from around £22 per week to
just under £11 per week. A modern central heating system might cost the landlord
perhaps £4 per week to install, but would produce an £11 per week saving for the
tenant.

Adding loft insulation and draught stripping, and blocking up the chimneys, would raise

the SAP rating to 64, almost to the WHQS target of 65 (‘Good older’, according to the
BRE). This would reduce the weekly heating costs to around £7 per week.
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Further adding external wall insulation and render would raise the SAP rating to 80, a
level described by the Building Research establishment as on the borderline between
‘Good new’ and ‘Excellent’. The weekly heating cost would fall from around £7 per
week to just over £5 per week.

The savings in weekly heating costs do not fall in a straight line as the SAP rises. Each
increase in the SAP rating, generally requiring a proportionately greater investment,
produces a smaller saving in weekly heating costs for the tenant. Adding external wall
insulation to properties is relatively expensive, and the cost to the landlord would almost
certainly exceed the saving to the tenant. As the SAP rating rises, the ‘payback’ period
of the investment required becomes longer and longer. Improvements in the SAP rating
(and the Carbon Index) above the WHQS may be justified in the wider interests of the
environment, but they are unlikely to be capable of being ‘self financing’ by assuming
that part of the savings in heating costs to tenants can be recovered in additional rent.

The report discusses in detail the SAP ratings which would be required in order to
ensure that tenants were unlikely to suffer from fuel poverty. The three groups most at
risk of fuel poverty are pensioners, single parents, and the sick or disabled.

The report does not discuss the possible measures required for the sick or disabled,
because these are likely to be specific to the condition of the individual, and more
appropriately dealt with as part of a package of adaptations suited to the needs of the
individual, rather than as improvements applicable to the whole of the housing stock.

At present, there is no government decision on whether Housing Benefit should be
included in total household income for the purposes of assessing whether or not a
household is in fuel poverty. The report demonstrates that including Housing Benefit as
part of total income would have the perverse effect of increasing the estimated amount
that the household is able to spend on fuel, without increasing the cash income
available to the household to pay for the fuel.

In the case of single parents, the report shows that in order to ensure that a single
parent, dependent upon benefit, could spend less than 10% of their cash income on
heating, then their home would have to have a minimum SAP rating of between 62 (for
a house of 60m?) and 76 (for a house of 80m?). These ratings are generally higher than
the range of 64 to 65 proposed by the WHQS for dwellings between 60 and 80m? in
size. (It should be remembered that the old ‘Parker Morris’ standard for a 5 person, 3
bedroom house was 85m?: houses built to that standard would require correspondingly
higher SAP ratings.)

In the case of pensioners, the problem is made more complicated by the existence of
the Winter Fuel Allowance (£200 in 2003/04). The Winter Fuel Allowance, although it a
straightforward cash payment to pensioners, is obviously intended to enable pensioners
to incur the additional costs of heating during the winter without suffering from fuel
poverty. The report shows that a single pensioner, continuing to live alone in a 3
bedroom house, would require some or all of the additional cash provided by the
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Winter Fuel Allowance for any house with a SAP rating below 75. If the SAP rating fell
below 55, then the Winter Fuel Allowance would no longer be sufficient, and the
pensioner would almost certainly be in fuel poverty.

The report suggests that while the Winter Fuel Allowance may an appropriate way of
enabling pensioners to remain in the former family home, and incurring its higher
heating costs, without suffering fuel poverty, it might be thought socially desirable that
the Winter Fuel Allowance should not be necessary if the pensioner were to move into a
1 bedroom flat or bungalow. The report shows that if this were thought to be a socially
desirable goal, then the SAP rating of the 1 bedroom flat or bungalow would need to be
at least 71. This is considerably in excess of the WHQS recommended SAP rating of
60 to 61 for dwellings between 40m? and 50m?.

The reality at present, however, is that the vast majority of the local authority housing
stock, and a substantial part of the housing association stock, fall well below even the
minimum SAP ratings discussed above.

Among local authorities, with the exception of Cardiff where the stock has an average
SAP rating of 59, the estimated average SAP ratings are extremely low. In three cases,
Swansea, Ceredigion and Blaenau Gwent, the averages are within the range from
30-40, characterised by the Building Research Establishment as ‘Poor’, while a further
nine are within the range from 41-50, characterised as ‘Needs Improving’. Only eight
local authorities estimated the average SAP rating of their housing stock to be in the
range 51-60, or ‘Not Bad’, and all of these fell into the bottom half of that range.

These estimated figures are averages. Given that some proportion of all local authority
housing will have had some limited improvements over the years, whether loft
insulation, draught stripping, the installation of central heating or even double glazing,
then the SAP rating of the lower half of the distribution must be very low indeed.

Only a minority of housing associations were able to supply estimated SAP ratings for
their stock, but these showed a significantly higher average. The degree of variation
was also more marked, with one housing association having only 1% of its stock rated
below 80, while others had a long ‘tail’ of poorly performing properties, even though
theiraverages were well above those of the local authority sector.

The range of SAP ratings present in the social housing sector imply very considerable
variations in heating costs for tenants. The space and hot water heating costs for a
property of 75m?and a SAP rating of 90 are estimated to be £4.50 per week, while the a
house with the same floor area but a SAP rating of only 40 would cost £12.50 per week
to heat to the same standard of comfort, a difference of £7.50 per week or nearly £400
per annum.
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Map 1: Average rent for LA 1 bed properties in each postcode sector
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Map 2: Average rent for HA 1 bed properties in each postcode sector
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Map 3: Average rent for LA 2 bed properties in each postcode sector
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Map 4. Average rent for HA 2 bed properties in each postcode sector
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Map 5. Average rent for LA 3 bed properties in each postcode sector
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Map 6: Average rent for HA 3 bed properties in each postcode sector
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Map 7: Difference between local authority
and housing association rents for 1 bedroom properties
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Map 8. Difference between local authority
and housing association rents for 2 bedroom properties
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Map 8: Difference between local authority
and housing association rents for 2 bedroom properties
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Map 9: Difference between local authority
and housing association rents for 3 bedroom properties
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Map 10: Local average LRR as % of national average LRR
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Map 11: 2003/04 benchmark rent as % of local average LER
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Map 12. Average sale price for terraced houses in each postcode sector
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Map 13: Average sale price for semi-detached houses in each postcode sector
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Map 14: Aversgs sales price for terraced houses n 2000001 &= % of average sale price n 1995/96
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Mag 15. Average sale price of sami-detached houses in 2000/01 && % of average eak price in 1905/96
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Appendix 1

Rent Restructuring in England

1. The background

In England, the government has embarked on a ten year programme to restructure all
rents in the social housing onto a common base. Rents are expected to be set within
plus or minus 5% of a target rent, calculated for each individual property, using a
standard formula. The restructuring process is expected to be complete by

31 March 2012.

During the 1990s, average local authority rents had been brought into a pattern broadly
reflecting the relative average capital values of houses in each district, through the
mechanism of the housing subsidy system. The rent of any individual property,
however, would reflect the local rent setting policy adopted (often many years
previously) by the local authority.

Rents in the RSL sector, however, had shown an increasing divergence during the
1990s. This is thought to be primarily due to the impact of competition in bidding by
RSLs for Social Housing Grant, with rents ‘taking the strain’ as RSLs reduced the
proportion of the cost of procurement which was required to met from Social Housing
Grant.

A pattern of rents developed in which the rents of properties in areas of similar house
prices could vary widely. In 2000/01, the average rent charged by RSLs in Hambleton,
in North Yorkshire, was £39.26 per week, while the average charged in Gosport, in
Hampshire, was £69.47 per week, and yet house prices in both areas were similar at an
average of £46,000. Similar discrepancies could be found all over the country, with
rents in Congleton, in Cheshire, averaging £39.22 per week and those in Tendring, in
Essex, averaging £58.83 while house prices were similar in both areas at around
£40,000, or in Warrington where rents averaged £38.87 per week and Sedgemoor, in
Somerset, where rents averaged £58.75 per week, while house prices averaged
£35,500 in both areas. Conversely, similar rents could found in areas where house
prices were widely divergent. Average rents in Westminster were £58.09 although
house prices averaged £171,000, but rents in Richmondshire, in North Yorkshire,
averaged £57.63 while house prices were only £47,000. Similarly, average rents in
Hackney were £57.33 although house prices averaged £129,000, but rents in Corby, in
Northamptonshire, averaged £56.95 while house prices were only £26,000.
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The Map shows the pattern of average rents, in each local authority district, for two
bedroom properties owned by Registered Social Landlords in England in 2000/01. The
Map shows that although the highest rents tended to be concentrated in London and the
immediately surrounding areas of the South East, the pattern of rents over the
remainder of the country did not follow any apparently rational pattern. High rents,
between £50 and £65 per week were found throughout the Midlands and the North of
England, while areas with low rents, below £45 per week, were immediately adjacent to
areas where rents averaged over £60 per week.

The national pattern is illustrated in the Figure below, showing the relationship between
the average two bedroom house price in each district, and the average rent charged by
RSLs in that district for a two bedroom property. The Figure shows clearly that there
was little relationship between the two.

Figure A.1: Average RSL rents and house prices compared

Average RSL rents in each local authority district for 2 bedroom property,
compared to average local house prices for 2 bedroom property in 2000/01
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2. The restructuring of rent setting policy in England
2.1. The Formula for setting Target Rents
The Government’s proposed formula for setting target rents was set out in the

December 2000 Policy Statement Quality and Choice: A Decent Home for All: The
Way Forward, modified by Lord Falconer’s subsequent statement which
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introduced maximum rent levels for the most expensive properties. Further details
were contained in the Guide to Social Rent Reforms (DETR, March 2001).

The Government’s proposals were as follows:
2.2. Service Charges

The Government’s proposals for rent restructuring do not apply to service charges.
The Guide to Social Rent Reforms (DETR, March 2001) stated that:

o “3.24Ministers are keen to encourage landlords to levy service charges,
including support charges for the Supporting People programme, on
consistent and transparent principles Landlords are expected to ensure that
service charges closely reflect what is being provided to tenants.”

Where service charges are made by social landlords, these are able to be increased
by 0.5% per annum in real terms. Service charge increases, however are affected
by the maximum change to any individual tenant’s rent of £2 per week on top of the
normal increase for inflation.

In the local authority sector, local authorities are allowed to retain a proportion of the
real increase in income to the HRA which would result from the introduction of
service charges. This proportion was 10% in the first year of rent restructuring,
rising to 100% at the end of the ten year period. The excess income arising in any
one year is clawed back through the subsidy system.

For social landlords whose net rents need to be increased to meet the target, the
introduction or increase of service charges may well be limited by the £2 rule, but for
those landlords whose rents must decrease, the decrease in income will be offset by
any introduction or increase in service charges.

Therefore, a perverse incentive may have been introduced for those landlords
whose rents must decrease to meet the rent restructuring targets, to introduce or
increase the level of service charges.

2.3. Rent increases above inflation

Government policy has in practice been that the remaining ‘net’ rent element of

charges to tenants should increase, after higher increases up to 2001/02, by 0.5% in
real terms, above the rate of inflation.
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In England, about 30% of RSL expenditure is on interest payments. Of the
remaining 70% of expenditure, at least 60-65% is ultimately spent on wages and
salaries, in the management and maintenance of the stock. These wage and salary
costs can be expected to rise, on average, over a ten year period, by perhaps 1.5 to
2% in real terms, above the rate of inflation. This would result in a 19% increase in
real terms expenditure on wages and salaries over the ten year period, or an
increase of 8% in total expenditure above income.

Current policy in England is therefore imposing a significant efficiency pressure on
RSL landlords. It can be assumed that a similar pressure is being exerted on local
authority landlords, through the subsidy system, but the effects are less directly
observable.

2.4. Setting target rents

The Policy statement proposed that target rents, for both local authorities as
landlords and RSLs, should be set by a formula in which the rent for an individual
property should be equal to:

e 70% of the England average local authority rent, net of service charges, at
April 2000, estimated by DETR to be £45.60, or of the average RSL rent, net
of service charges, at 1 April 2000, estimated by DETR to be £53.50

e modified in each (pre 1996) county area by the proportion of that county’s
average gross weekly earnings of full-time male and female workers to the
England average of £316.40 per week (at 1999 prices)

e and further modified by a bedroom weighting, ranging from 0.8 for a bedsit,
0.9 for a 1 bed property, 1.0 for a 2 bed, to 1.05 for a 3 bed property and 1.1
for a property with 4 or more bedrooms bedrooms

plus

o 30% of the England average local authority or RSL rent, net of service
charges, at 1 April 2000,

e modified by the proportion of the individual property’s open market value,
with vacant possession, to the average value of the local authority stock in
England in January 1999, estimated by DETR to be £41,350, or of the
RSL stock in England in January 1999, estimated by DETR to be £49,750.
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2.5. Maximum annual changes to rents

Changes to tenants’ rents are limited by a £2 per week cap, or collar, in any one
year. The Policy Statement said: ‘We will expect social landlords to ensure that no
tenant will be subject to a change in their rent as a result of the combined impact of
restructuring and convergence of more than £2 per week in any year above the
normal inflation-linked increase.’ It is important to note that the £2 limit applies on
top of the proposed real terms increase in rents by 2012/13. A tenant with a current
rent of £100 per week, and a target rent of £135 would experience a real terms rent
increase of £27.23 by 2012/13, while a tenant with a current rent of £100 per week,
and a target rent of £75 would experience a real terms rent decrease of only £12.77
by 2012/13.

2.6. Maximum rents

In order to cap the target rents which would otherwise be generated by high house
prices in London and a few parts of the South East outside London, the Government
proposed that the maximum rent chargeable on a property should be capped at
£100 for a four bedroom property, £95 for a three bedroom property, £90 for a two
bedroom property and £85 for a one bedroom property.

The Government proposed that while target rents should rise in real terms, on top of
retail price inflation, by 0.5% per annum, the ‘cap’ on high rents should rise in real
terms by 1% per annum. The ‘cap’ will therefore increase at a faster rate than the
average increase in target rents.

Figure A.2: The resulting pattern of target rents

Average rents in 2000/01 for 2 bedroom properties in the RSL sector in England,
compared to 'target' rents
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Figure A.3: Weekly target rents compared to property values in three counties

Weekly rents for 2 bedroom properties in London, Lancashire and Cornwall
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The effect of the rent restructuring proposals on net rents is illustrated in Figure
above, which compares the formulaic target rent for a 2 bedroom property in three
counties.

The following points should be noted:

London has the highest county earnings, at £354.10 per week, and Cornwall
has the lowest, at £255.50, compared to the England average of £316.40.
Lancashire is roughly in between at £302.70.

The heavy weighting of 70% given to earnings in the target rent formula
(although modified to some degree by the bedroom weighting) results in a
difference in rents of some £12 per week between a property in London which
is worth the same as a property in Cornwall.

Conversely, a rent of £50.00 per week in London would be charged for a
property worth only £25,000, whereas the same rent would be charged for a
property worth £65,000 in Cornwall.

Because of the 70:30 weighting given to earnings:property values, and
because earnings are higher in London, the ‘cap’ on rents of £90.00 per week
for a two bedroom property is reached at the lower property value of
£150,000 in London, and at the higher property value of £187,000 in
Cornwall.
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The resulting distribution of rents, at the end of the restructuring period in 2012, for
one, two and three bedroom property, is shown in Figure below. As would be
expected, the use of a formula driven approach to rent setting has resulted in a
consistent distribution of rent differentials between different bedroom sizes.

Figure A.4: The distribution of restructured rents
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3. Rent restructuring: some issues

There are a number of issues and problems resulting from the approach to rent
restructuring in England, which are worth noting:

The approach adopted, of a formula determined target rent, has effectively
‘nationalised’ the responsibility for rent setting. Social landlords in either sector
are no longer responsible for setting rents for their properties: any difficulties
created for tenants become the responsibility of central government.

Although the target rent allows for a plus or minus variation of 5% in the actual
rent charged, the use of a formula is effectively rigid: little experimentation in rent
setting by landlords, either to reflect particular local housing market conditions, or
the needs of particular tenant groups, is possible.

The restructuring of rents has led to arbitrary changes in rental income for
landlords. Some will experience serious reductions in rent income, while others
will experience unforeseen windfalls (particularly among those RSLs in

London which have hitherto attempted to keep rents low). While differences in
incomeare relatively easily adjusted among local authorities through the subsidy
system, no such mechanism exists for RSLs. Theoretically, it might have been
possible restructure the mix of SHG and debt held by each RSL, reflecting the
changed ability of RSLs to finance private debt, but this was not attempted.
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Instead, a specific grant fund has been created to assist those RSLs which have
little historic stock but which have been actively developing in recent years
(primarily the BME RSLs). These therefore tend to have comparatively high
rents and are therefore least able to respond to reductions in rent income.

e The use of the spatial pattern of house values that existed at January 1999
effectively ‘freezes’ that pattern of housing demand into the future pattern of
social rents. Relative declines, or increases, in the desirability of local housing
markets (even at the micro level) will not be reflected in the pattern of futurerents.
While year on year changes would undesirable, the use of a ‘rollingaverage’
approach for market values would allow changes in local housing markets to be
reflected in the pattern of housing costs for tenants.

The use of a ‘cap’ on high rents, necessitated by the use of a ‘straight line’ relationship
between house prices and rents, nevertheless creates a peculiar anomaly within areas
of London and the South East, where the differentials in rents of properties with widely
differing values will effectively be flat. This anomaly rather undermines the fundamental
purpose of rent restructuring.

A different problem exists at the ‘bottom’ of the rent structure. The 70% weighting given
to earnings in the formula results in substantial rents being charged for properties with
very little, or no, market value. A terraced house in an industrial town in Lancashire
might be worth, in a reasonable area, £25,000 and have a target rent of £43.89 per
week (£2,282 per annum), while a similar house in an area suffering from abandonment
might have a market value of nil: but the target rent would still be £35.80 per week
(£1,862 per annum). Whether tenants would regard an £8 per week reduction in rent as
a sufficient inducement to occupy the worthless house must be questionable.

This anomalous situation has serious implications for the asset management strategies
of landlords. Clearly, if a tenant can be found to occupy a worthless property (or any
property of very low open market value), then the landlord is guaranteed an income
stream probably considerably in excess of the management and maintenance costs of
the individual property, and one which represents a bizarrely high rate of return on the
capital value of the asset. In these circumstances, it is unlikely that the landlord would
recognise any impairment of the value of the property in its accounts (since the income
stream is unaffected), and will be reluctant to develop an asset management strategy
which recognises the effective collapse of values in the locality.
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4. Conclusions

If a systematic, formula determined approach to rent setting is felt to be desirable, then
a modified approach which sought to address the points above might have the following
features:

e A wider band of tolerance around the ‘target’, or an explicit system for approving
exceptions or derogations to the formula to allow for greater experimentation by
landlords in reacting to local housing market conditions.

e A combined approach to restructuring the mix of SHG and debt for RSLs to
reflect any changed capacity to fund private debt.

e The adoption of a formula which allows rents to cover little more than minimal
expenditures on low value properties, and which avoids the necessity for rent
‘caps’ on high rents.

An example of how such a formula might work is shown in the Figure below:

Figure A.5: An alternative rent restructuring formula

An alternative rent restructuring formula: the effect on RSL rents in England
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Such an approach, while it would avoid the problems of excessively high rents in
lowdemand areas, and the artificial ‘capping’ of rents in the most expensive areas,
would require the use of more complex formula than the relatively crude, ‘straight line’
approach adopted in England.
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APPENDIX 2:

EXTRACT FROM ‘BETTER HOMES FOR PEOPLE IN WALES: A
NATIONAL HOUSING STRATEGY FOR WALES’
(National Assembly for Wales, 2001)

G.13 SOCIAL HOUSING RENTS AND AFFORDABILITY

We recognise the important connections between social housing rent levels and tackling
social disadvantage. Where rent levels are fair and affordable, tenants will have a
greater incentive to get off benefits and move into work.

Affordability is considered an important issue in the social housing sector in Wales.
This is because many Welsh tenants still face difficulties in meeting their housing costs,
with some critics claiming that policies often fail to take account of non core rent costs
such as service charges and utility bills.

In addition to affordability issues, there remain concerns about the fairness and
consistency of rents. We are concerned about indications that suggest the broad pattern
of rents across Wales’ social housing sector is not always a coherent one.

We will aim to:

e work in partnership with local authorities to achieve fair and transparent rent
systems which deliver affordable rents;

e continue to regulate registered social landlords’ rents to achieve levels which
areaffordable, whilst enabling registered social landlords to be financially viable
and deliver a good standard of service

e compare and seek to address unjustifiable differences between the rent levels of
local authorities and registered social landlords; and

e ensure that where anomalies are identified a restructuring process is agreed with
the landlord that achieves an equitable structure within a timescale that is not to
the detriment of the maijority of its tenants.

G.13.1 Local Authority Rent Policy

By setting Housing Revenue Account System (HRAS) guideline rents, we are able to
exert significant influence to help ensure a more rational distribution of overall average
rent levels across Welsh local authorities.

Actual rents, however, are the responsibility of individual authorities. Underpinning this

responsibility, authorities have a legal requirement to charge consistent rents under
section 24(3) of the Housing Act 1985 (inserted by section 162 of the Local Government
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and Housing Act 1989). In simple terms, authorities must ensure a broadly consistent
relationship between the rents of all of the council’s dwellings and market rents.

G.13.2 Registered Social Landlord Rent Policy

For a number of years, Wales has led the way with policies designed to moderate
registered social landlord rents. This is reflected in the National Assembly’s Regulatory
Requirements for registered social landlords, which require that: "RSLs should set rents
and service charges which are as low as possible, whilst remaining financially viable
and providing a good standard of service to their tenants." The benchmark rent
systemrequires registered social landlords to charge maximum rents for key property
types which, when averaged, are no greater than the benchmark laid down by the
National Assembly. The benchmark is reviewed annually and increased in line with
inflation.

As a result of the operation of the benchmarking system in Wales, the disparity of rents
for social housing in different sectors has been much less of a problem than in England.

In many local authority areas, there is already convergence between local authority
rents and those of registered social landlords. At a national level, the estimated
difference between Welsh local authority and registered social landlords’ rents is around
12 per cent, compared to around 20 per cent in England.

In addition to benchmarking, some all-Wales initiatives have been undertaken where
affordability has been one of the desired outcomes. For example, the registered social
landlord benchmarking system has been used in conjunction with energy efficiency
schemes to share, between landlords and tenants, the financial gains of improved
energy efficiency resulting from additional investment.

G.13.3 Fair And Affordable Rents

We believe that local landlords are ultimately best placed to determine rents in their
areas. We do not propose the introduction of any nationally uniform system to structure
social rents. We consider, however, that there is a strong case for social landlords to
review their rent structures with the aim of achieving greater consistency and fairness.

Since April 2001, we have been working in partnership with local authorities and
registered social landlords to enable them to put in place long-term schemes to
periodically review their rent levels, and where major inconsistencies are widespread, to
restructure their rent systems.
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A research project will be undertaken to consider actual social housing rent levels (and
associated costs) in Wales, and to inform future guidance on local rent policies.

In carrying out this project, it will be necessary to make links to other policy areas and
initiatives. In our view, any measure of affordability needs to take account of the cost of
all major household necessities. Of notable importance are:

1. energy efficiency and fuel poverty;
2. and the "Supporting People" proposals, given that it seems that many local
authorities are including support costs within general needs rents.

G.13.4 Rent Convergence

To achieve progress towards convergence of rent levels between the local authority and
registered social landlord housing sectors, it is important that we have sound rent data
so that meaningful comparisons can be made.

To this end, we propose to review the data we collect on rents, and to openly publish
the analysis of that data.

G.13.5 Service Charges

Looking at rent levels alone will not lead to effective policies for tackling the problem of
affordability. One important cost which falls to most tenants but which is often ignored in
policy debates is service charges. It is clear that the way that service charges are
charged by landlords varies radically across the local authority and registered social
landlord sectors.

We consider that the way that service charges are levied in some areas can seem
unfair and confusing to tenants.

The research project that looks at social housing rents will encompass service charges.
This will lead to the production of guidance on social housing service charges.

148





