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Executive Summary
What this report is for

1. This report gives an update on progress by Scotland’s local authorities and
Registered Social Landlords (RSLs) towards achieving the Scottish Housing
Quality Standard (SHQS). The key focus of the report is our assessment of
landlords’ ability to deliver the SHQS by 2015 and the associated risk factors.
Landlords have made significant progress in developing their Standard Delivery
Plans (the plans they are required to submit to Communities Scotland to
demonstrate how they intend to meet the SHQS) since our first SHQS Position
Statement was published in May 2006. Landlords deserve credit for this as well
as their commitment to achieving the SHQS.

The information we have used

2. We have received SHQS-related information from landlords which covers
approximately 87% of the overall social rented sector stock.

* This information is in the form of full SDPs or self-assessments (where
landlords are eligible to self-assess).

* We are in discussions with landlords about receiving further data from them to
cover the remaining 13%.

* We have completed the assessment of SDPs which cover 55% of the social
rented sector stock.

* Assessment / validation of the remaining information (from self-assessments)
IS on-going.

3. Overall, the majority of landlords predict that they will achieve the SHQS on time.
To do this they will address the current main causes of failure (energy efficiency,
lack of modern facilities and homes which are not adequately healthy, safe and
secure). The majority of investment needed to achieve these improvements is
predicted by landlords to come from Right to Buy receipts for local authority
houses and excess rents for RSL houses.

4. We have identified various risks which could adversely impact a landlord’s ability
to fund these SHQS-related improvements. Our analysis suggests that some of
the assumptions which landlords have used are very optimistic. These include:

over- reliance on Right to Buy receipts (particularly for local authorities)
inability to control management costs.

underestimated future investment costs.

future rent increases not being realised, and

refusal by owner occupiers in multi-tenure block to contribute to common
works.

5. Where appropriate, landlords have been notified of our concerns. We will now
monitor closely how landlords deliver the SHQS to ensure that risks are being
managed effectively and that what is actually delivered reflects the assumptions
used by landlords.



Introduction

6.

This report is the second in a series of updates from Communities Scotland and
is based on information provided by landlords showing us how they intend to
achieve the Scottish Housing Quality Standard (SHQS) by Ministers’ target date
of 2015.

We published an initial SHQS Position Statement in May 2006. At that time we
did not have a very full picture of the extent to which Scotland’s social housing
met the SHQS. Over the summer of 2006 we have worked intensively with
landlords to get a fuller picture. That information together with previously
submitted information has been used to prepare this update.

This report includes the following information.

Section A - Background to the Scottish Housing Quality Standard. This
includes a brief explanation of the criteria we use to judge whether a home
meets SHQS or not, and a summary of the work we have done over the
summer of 2006 to assess landlords’ progress towards meeting SHQS.

Section B — Our Assessments. This provides an overview of our assessment
of landlords’ progress towards meeting SHQS, and an explanation of what
those assessments mean.

Section C — The main risks to meeting the SHQS. This covers our
assessment of the main risks which we think will affect landlords’ ability to
meet the SHQS by 2015

Section D - How we will monitor landlords progress. This gives an explanation
of the monitoring processes we have put in place and the action we will take
when it appears that a landlord will not meet the SHQS by 2015.

Section E — Conclusions. This summarises the report and sets out what we
will do next to ensure Scotland’s social housing sector meets the SHQS by
2015.

Annex A — Analysis of Standard delivery Plans to date provides some analysis
of the information which landlords have provided us with in their SDPs.

Annex B — sets out the process we have used to assess SDPs.

Annex C — sets out we will monitor delivery of the SHQS from here.



A. Background to the Scottish Housing Quality Standard

9. The SHQS was introduced by the Minister for Communities in February 2004. It
is intended to ensure Scotland’s social housing stock provides decent homes for

people to live in.

The Five SHQS Criteria

10.To achieve the SHQS, a property must meet 5 criteria which are briefly explained
below. Landlords and others who need a full explanation of the SHQS criteria,
and how to assess housing stock against them, should use our Guidance on

SHOS.

Criterion

What it means

Above the Tolerable Standard

The Tolerable Standard is the absolute minimum
standard for any property in Scotland. Local
Councils are responsible for assessing whether
houses meet the Tolerable Standard or not, and
for taking immediate action if a house fails. If a
house does not meet the Tolerable Standard, it
automatically fails the SHQS.

Free from serious disrepair

This criterion covers both ‘primary’ parts of a
property (wall, floors, foundations and roof), and
‘secondary’ parts (for example chimneys, stairs,
damp proofing, windows and doors). If any of the
primary parts of the property fail, or two or more
secondary elements, then the house does not
meet SHQS.

Energy efficient

To meet SHQS, a house must have a full central
heating system which is energy efficient, and
appropriate insulation of the roof, pipes and walls
(if cavity walls). Extra energy efficiency measures
should also be taken, where practical, to meet the
recognised standard (explained fully in our
Guidance).

Modern facilities

This criterion means that a house should have a
bathroom containing a WC, bath or shower and
wash basin in good condition; and a range of
kitchen facilities and fittings which are usable and
safe (explained fully in our Guidance).

Healthy, Safe and Secure

This criterion covers a range of factors including
secure entry systems and safe common entrance
areas, lead-free pipes, ensuring a smoke detector
is fitted, adequate insulation from noise, and
proper ventilation to stop condensation in
bathrooms and kitchens.



http://www.communitiesscotland.gov.uk/stellent/groups/public/documents/webpages/cs_008167.hcsp#TopOfPage
http://www.communitiesscotland.gov.uk/stellent/groups/public/documents/webpages/cs_008167.hcsp#TopOfPage

Exemptions

11.0ur Guidance allows landlords to apply for exemptions to the SHQS in
exceptional circumstances. This may be because the structure of a building
simply cannot be changed to meet the SHQS, or where it would not be cost-
effective to bring stock up to SHQS - building new stock homes is a better use of
money. The 3 grounds for requesting an exemption are:

* |t would be uneconomic to bring the house up to SHQS - for example
because a house is not on the gas grid (common in rural areas). In these
cases we do expect landlords to consider how they will provide alternative
SHQS-compliant stock for tenants in the future.

* Owner-occupiers in multi-tenure blocks are unlikely to agree to ‘common’
improvements which are very expensive (such as cladding to improve energy
efficiency) — although we expect landlords to do as much as possible to
persuade owners to contribute to these costs.

* Listed buildings — where landlords are restricted in the type of physical
changes they can make to a house.

Planning to meet the SHQS

12.When they announced the SHQS, Scottish Ministers asked social landlords to
explain how they intended to meet it in a Standard Delivery Plan (SDP). SDPs
had to be submitted to Communities Scotland for assessment by April 2005.
Some landlords required more time to gather accurate data on the condition of
their housing stock. They were granted extensions to this deadline under the
terms of our Guidance. Local authorities on the Community Ownership
Programme (COP) were not required to submit an SDP, because their transfer
proposal have demonstrated how they will meet the SHQS.

13.Landlords able to show that they could meet SHQS with few difficulties* were
allowed to complete a self-assessment form rather than a full SDP. But we made
it clear that we would validate the information given in self-assessments to check
that landlords’ planning was realistic and achievable. Most Registered Social
Landlords (RSLs) chose to complete a self-assessment. We have begun
validating their returns and we expect to complete this task by the end of 2007.
Where we judge a landlord’s self-assessment does not show it can meet SHQS,
we may still ask them to prepare a full SDP.

Work completed May-November 2006

14. Communities Scotland is responsible for assessing SDPs and self-assessments.
Although we started assessments from summer 2005, we were still receiving
SDPs in March 2006 (and a small number are still outstanding).Our initial
assessments showed that in most cases, more work was required from landlords
on their SDPs for a number of reasons:

1. Additional criteria which landlords had to meet in order to self-assess were set out in separate Guidance also
published in February 2005. This can be found at:
http://www.communitiesscotland.gov.uk/stellent/groups/public/documents/webpages/cs_008167



* Some landlords were asked to submit a new SDP, to an agreed deadline,
because their first submission did not provide enough information, or the right
kind of information.

* Other landlords were asked to clarify information given in their SDP, so that
we could complete our assessment fully.

15.1In line with our Guidance, 111 RSLs and one local authority submitted self
assessments. These will be subject to validation. During the validation process,
which has just begun, we will check that all landlords have met the eligibility
criteria for self-assessment and that they have based their own assessments on
robust data.

16.Over the summer of 2006, we:

* Assessed SDPs (or re-submissions) which arrived with us during this period.

* Worked with landlords to get clarification, or further information, where we
needed it to complete our assessment of their SDP.

* Discussed areas of risk with relevant landlords.

* Agreed (in a small number of exceptional cases) extensions to previously
agreed SDP deadlines, so that landlords could do any further work required.

* Pursued landlords who had not provided an SDP, a self-assessment or
agreed an extension with us.

17.Where our assessment is complete, we have issued landlords with an initial
feedback letter. We have stressed that our assessments have been based on
landlords’ own assumptions, and advised them that where these assumptions are
not reflecting reality we may need to reassess their SDP.

18.We have also begun validating the self-assessments submitted by landlords
eligible to complete one and will finish this by the end of 2007.

19.Landlords who have additional work to undertake on their SDPs have been
notified what additional work they need to do, and when we expect them to
complete it by.

20.0ur analysis of the information we have received is at Annex A. A flow chart
which shows the process we used to assess SDPs is included as Annex B.



B. Our assessments

The criteria we have used

21.We use 5 criteria to judge whether an SDP is acceptable or not. These are
explained briefly below. Landlords or others who want more details about our
assessment process should read our Guidance for Communities Scotland

assessors, which can be found at:

http://www.communitiesscotland.gov.uk/stellent/groups/public/documents/webpages

Criteria

What it means

1. Is the options appraisal satisfactory?

This applies to local authority landlords only. The
options appraisal is used to check that keeping
social housing stock within Council ownership is
the best way to meeting SHQS; that other
options (in particular transfer to community
ownership which allows historic housing debts to
be written off by the Treasury) have been fully
considered and that tenants’ views have been
properly taken account of.

2. Is the housing stock information (used
to compile the ‘baseline’) fit for purpose?

Landlords should have accurate information
about the current condition of their stock as a
starting point. Otherwise they cannot properly
measure their progress towards meeting SHQS.

3. Does the baseline include the required
information?

Required information is:

¢ the number of dwellings currently failing SHQS
and the reasons why

e the number of dwellings currently meeting
SHQS, but which are expected to fail in future
if maintenance work is not carried out

4. Does the SDP demonstrate
adequately that the SHQS will be
delivered by 2015, and is it affordable?

This criterion refers to the level of investment
which landlords have to provide to meet the
SHQS, and is where we identified most areas of
risk to landlords’ SDPs.

5. Local standards

Some landlords have in place local quality
standards for their stock which exceed the
SHQS. Our assessors must be satisfied that
landlords have enough funding to meet the local
standard they have set for themselves, and that
the local standard is not diverting funding away
from the minimum requirements of the SHQS.

The assessment categories we have used

22.0ur aim is to ensure that all landlords have realistic plans to meet the SHQS by
2015. Where we have serious concerns about a landlord’s ability to meet the
SHQS, we will work with them to strengthen their planning. However, if a landlord
is unable or unwilling to prepare a deliverable SDP we may consider using our

regulatory powers to intervene.
explained below.

We have categorised SDPs into 2 groups,




Category What it means

The SHQS is currently The SDP broadly meets our assessment criteria.

deliverable

Although we have accepted SDPs based on landlords’
own assumptions, in some cases we consider these
assumptions to be optimistic and this may have an impact
on the continued deliverability of the SDP.

We have alerted landlords to these concerns and expect
them to closely monitor key assumptions and revise them
if necessary to ensure the SDP is delivered.

We will also monitor landlords’ progress, and may revise
our assessment where they are not achieving what has
been set out in their plan.

The SHQS is currently The SDP does not meet our assessment criteria or we
undeliverable are still awaiting information from the landlord where the

landlord has indicated that it cannot deliver the SHQS.

This category includes those SDPs which do not show
how the landlord will organise and fund the necessary
improvements by the target date of 2015.

We will continue to work with landlords in this category to
help them develop a deliverable SDP. Where necessary
we will intervene (through our regulatory role) to make a
wider assessment of whether or not the achievement of
the standard will have an impact on the financial viability
of the landlord body or the affordability of its rents.

How we have assessed landlords

23.The table below shows the numbers of landlords that fall into each of the
categories. These numbers will change as landlords firm up their plans and we
take account of findings coming through our monitoring and review processes.

Category

Landlord numbers

The SDP is currently deliverable

Local authorities: 19

Registered Social Landlords: 46

The SDP is currently undeliverable

Local authorities: O

Registered Social Landlords: 8

Assessment ongoing

Local authorities: 2

Registered Social Landlords: 8

Self assessments received

Local authorities: 1

Registered Social Landlords: 111

Landlords on Community Ownership
Programme
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Landlords which have not submitted an SDP

24.Landlords who are, or were, on the (COP) may not have provided us with an SDP
because:

* Their transfer proposals were developed after the introduction of the SHQS
and their business plan fully demonstrates how the standard will be achieved.

* Their tenants have recently voted against stock transfer and they now need
time to prepare an SDP which shows how they will deliver the SHQS without
the financial benefits offered by transfer.

C. The main risks to meeting SHQS

25.Communities Scotland assesses SDPs against the 5 criteria explained in
paragraph 16. Within criterion 3 (how a landlord is planning to fund SHQS-
related improvements), we have identified 5 major risks to landlords’ ability to
meet the SHQS. These risks apply to most landlords to a greater or lesser extent,
and they are the factors we will be monitoring most closely between now and
2015.

Risk What it means

What is the level of projected income | A number of local authority SDPs suggest that
from Right to Buy (RTB) receipts to income from RTB sales will be a major source of
fund SHQS? funding for SHQS. However, it is expected that the

impact of the Modernised RTB terms and conditions
is likely to reduce RTB sales over time. This means
that we will wish to see evidence that the levels of
RTB sales are being achieved in line with the
assumptions in the plans.

What measures are in place to We expect landlords to control the costs of providing
control and contain management a housing management service and to make
costs? efficiency savings where possible. We will pay

particular regard to the monitoring of the delivery of
SDPs where the landlord:

e did not address high management costs and
how they could be reduced over time through
efficiency savings, particularly where stock levels
were due to fall because of RTB sales; or

* isrelying on being able to deliver reductions in
management costs even where historically their
costs have been steadily increasing.

How have future investment costs per | Landlords have made assumptions about the cost of
property been calculated, and what carrying out the improvements necessary to meet the
happens if these costs increase? standard. In some cases we think that landlords have

estimated that it will cost less to do the work than
current market conditions suggest.

To deliver in line with their assumptions landlords will
need to achieve efficiencies through effective
procurement and supply chain management.

We expect landlords to demonstrate that their
investment assumptions are realistic or that they have
been able to compensate for higher prices by
reducing other costs or increasing income.

What happens if projected rent Landlords have made assumptions about the level of

increases are not delivered? rent increases they need to apply in order to fund
work needed to meet the standard.




We expect that landlords will continue to consider
affordability and the possible impact on void levels if
their rents do not represent value for money and to
keep this aspect of their plan under review.

Owner-occupier contributions in multi- | Landlords need to ensure owner occupiers in multi
tenure blocks tenure blocks contribute to the cost of common SHQS
works (for example secure entry systems). We
accept this can be difficult, and will grant exemptions
where the landlord can show they have done all they
can to persuade owner-occupiers to contribute.

D. How we will monitor landlords’ progress

26.As mentioned previously, in completing our assessments Communities Scotland
relied on the information given by landlords in their SDPs. In the final stages of
the assessment process, Communities Scotland’s Area Teams talked to
landlords about their SDP assumptions. In some cases we advised landlords that
we considered their assumptions to be optimistic and that this resulted in areas of
risk which they needed to monitor closely.

27.The issues we have identified in Section C represent the most significant areas
of risk based on our assessments, particularly RTB income projections. As part of
our on-going monitoring arrangements we will pay particular regard to these
issues. The onus will be on landlords to demonstrate, through successful
delivery of their SDPs, that the assumptions they have used are realistic.

How we will monitor SDP delivery

28.Landlords, who have produced an SDP, will be required to provide annual

updates to show what has been achieved in the preceding year. We will ask for

the first annual update in June 2007. This will be done separately for local

authorities and RSLs:

* Local authorities will be asked to complete a pro-forma, which we intend to
issue in March 2007.

* RSLs will provide the information via their normal Annual Performance and
Statistical Return (APSR), which has been amended to incorporate SHQS-
related information.

29.For local authorities, we will be looking in particular for evidence to support their
assumptions. We will focus on the key risk areas, referred to earlier, including
projected income and management costs.

30.We will review the information we receive from landlords’ annual returns and may
decide to re-grade the status of an SDP in the light of that information. In addition
to the annual return and the core assessment criteria which we use for SDPs, we
will look at the information given in SDPs in the context of data on wider
economic trends in Scotland, and the broader financial *health’ information which
landlords provide to the Scottish Executive and Communities Scotland.

31.If our monitoring shows that a downgrade from ‘currently deliverable’ to ‘currently
undeliverable’ is required, we will take this decision only after a case conference
between our Regulation and Inspection team, the relevant Area team and our
Quality Delivery team (which is responsible for ensuring assessments are
completed consistently across the country). Annex C shows the decision making
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process we will use before taking a decision to downgrade the status of an SDP.
If we decide from the monitoring process that an SDP has become undeliverable,
we will then discuss with the landlord how we arrived at that conclusion and how
they might address the concerns we have raised.

32.We will ask all local authority landlords to prepare a fully updated SDP by June
2009, which ties in with the deadline for their next fully revised Local Housing
Strategy. RSLs will be asked to provide their next full SDP in April 2010. 2009/10
is an important mid-point between now and 2015 as the final deadline for meeting
SHQS, and we want to carry out a full review at that stage of how well the social
housing sector is progressing towards the deadline. For the period 2011-2014,
we will again be requesting annual updates from landlords, in the same way
explained in paragraph 23.

Landlords which have completed a self-assessment

33.Having completed our initial assessment of all SDPs, Communities Scotland has
begun the process of checking self assessments. The first part of the process will
be to ensure that the landlord is eligible for self-assessment, in particular we will
be checking that:
* There is no funding shortfall in 2015 and/or,
* None of the stock is projected to fail the SHQS in 2015.

Where it appears that a landlord is not eligible for self-assessment on these
grounds we will first ask them to review their submission (to check that the
information provided is accurate). If the assessment remains ineligible we will
ask the landlord to submit a full SDP.

34.Between now and the end of 2007, we will validate the information provided to us

by landlords in their self-assessments. Annex C shows the process we will use to

validate self-assessments. We will prioritise landlords who:

» State that no (or a very small proportion of) housing stock owned by the
landlord is currently failing SHQS

* Have higher than expected rent increases

* Have carried out an in-house stock condition survey

* Expect to carry out a disproportionate amount of the improvement work close
to the target date of 2015.

If the self-assessment cannot be validated (due to there being insufficient or

inaccurate support data) we may ask the landlord to submit a full SDP.

What happens if progress is not satisfactory?

35. Communities Scotland needs to ensure that landlords which are not delivering
their SDPs are identified as early as possible. This will allow us to work with
landlords to agree what further action they could take to meet SHQS, or (if
necessary) to intervene directly through our Regulation and Inspection team to
ensure the right action is taken.

36.So far we have identified a small number of RSLs whose SDPs have been
assessed by us as currently undeliverable. The way in which we make this
judgement is explained in paragraph 16. We may identify more landlords who
will move into this category as we validate self-assessments and review annual
updates.

10



37.When a landlord is assessed as having an undeliverable SDP, an engagement
process will begin between the landlord and our Regulation and Inspection team.
The purpose of this is to identify what action the landlord needs to take to ensure
the SHQS is met by 2015, and agree timescales for action.

38.The type of action we may require landlords to take is wide ranging and will
depend on the challenges which an individual landlord is facing. For example,
landlords may need to look again at:

How much money they can borrow to fund SHQS;

Whether they could use existing cash balances;

Whether they need to sell assets such as land; or

Whether they need to re-prioritise some of their planned housing stock
improvements.

F.  Conclusions and next steps

39.Communities Scotland has now received SDPs and self-assessments from all but
a few of those social landlords who were required to submit. We have assessed
the SDPs and begun validating landlords’ self-assessments. We will complete
this validation by the end of 2007.

40.We have done some analysis (Annex A) of the information provided to date. We

will update this analysis when we are able to include further information from

landlords who have not yet submitted an SDP (see paragraph 19) or who have

submitted an invalid self-assessment. We will also seek to add to this analysis as

we broaden our understanding of the initial findings through deeper interrogation

of the results and monitoring of what is being delivered. Our main findings, to

date, are:

* On the whole, landlords are predicting that they can deliver the SHQS by
2015.

* Landlords expect to pay for SHQS-related improvements largely through RTB
sales (local authorities) and surplus rent (RSLs).

* Landlords in both sectors expect to borrow to fund SHQS.

* We view some of the assumptions and calculations which landlords have
used, particularly on RTB sales, as very optimistic.

41.Because of our concerns about the assumptions used by some landlords, we will
be monitoring the delivery of these assumptions very closely. Where the reality
does not support the landlord’s expectations we may decide to change the status
of an SDP.

42.For those landlords with currently undeliverable SDPs, we want to ensure that all
the options available to meet SHQS in the best interests of tenants have been
properly investigated.

43.Landlords are to be commended for their commitment to meeting SHQS so far,
and in their acknowledgement that it is not an aspirational standard. They have
also completed significant extra work since May 2006 to explain how they will
meet the SHQS.

11



44 . Communities Scotland will now

* Closely monitor the delivery of SDPs as explained in Section D of this report.

* Continue to validate self-assessments, to ensure that these are both eligible
and that the landlord can provide evidence to show that their own assessment
is based on solid evidence.

* Through our Regulation and Inspection team, begin engaging with those
landlords who have currently undeliverable SDPs.

* Undertake more detailed analysis of the information that has been provided
through self assessments and SDPs.

45.The next SHQS Progress Report will be published in late 2007.

12



Annex A Analysis of Standard Delivery Plans to date
Introduction

Al. This analysis is drawn from the information we have received from landlords to
date about their plans to meet the SHQS.

A2. Landlords provided us with information in 2 different formats:

» Standard Delivery Plans. SDPs require landlords to provide information in
appendices about the:

0 stock condition, setting out the degree to which their housing stock
currently meets the SHQS, and landlords’ forecast plans to bring non-
compliant stock up to SHQS by 2015.

o financial assumptions the landlord has made to fund SHQS such as
borrowing, lending, service charges and management costs.

Both stock condition and financial information has been validated as part of our
assessment process.

* Self-assessments. Landlords who met the one of the following sets of
criteria were eligible to self-assess:

o Landlords with fewer than 750 houses in urban areas or less than 500
houses in rural areas (per Scottish Executive definitions) including
Abbeyfield Societies, and the landlord can fund the cost of meeting the
standard by 2015 from its own resources or can fund additional
borrowing;or

0 At least 75% of dwellings are currently compliant with each of the five
Housing Quality Criteria as detailed within the Standard Delivery Plan
Guidance, and the landlord can fund the cost of meeting the standard
by 2015 from its own resources or can fund additional borrowing.

Landlords meeting these criteria submitted summary information on stock
condition, rents and financial information.

A3. We have used validated data from the SDPs to inform our analysis of both
stock condition and financial viability in this report. Data from the self-
assessments has only informed our analysis on stock condition, not financial
viability.

Our judgement is that the self-assessment data on stock condition requires less
detailed scrutiny than the financial data. This is because financial information is
potentially more volatile and prone to change. It will receive greater scrutiny
during the validation process which will be done for all self-assessments in
2007, as explained in paragraphs 28-29.

A4. Local authorities on the COP at the time the SHQS was introduced were not
required to submit an SDP. Our analysis therefore does not include any data
from these landlords. Local authority landlords whose tenants have recently
voted to remain with their council will now be required to submit an SDP and

13



analysis of this data will be included in future progress reports. In total,

landlords who are, or were recently, on the Community Ownership Programme
account for 11% of overall social rented sector stock. Data from landlords who
received their stock through earlier local authority transfers have been included

in our analysis.

How we have analysed data and how we will validate self-assessments

A5. When the SHQS was introduced the social rented sector consisted of
approximately 630 000 dwellings. Table 1 below classifies landlords according
to the type of submission they provided (SDP or self-assessment) — or identifies
if they are a COP landlord. The table also explains the categories into which we
placed each submission. The validation process for self-assessments, referred
to in the table, is explained in paragraphs 28- 29.

Table 1

Category of submission

Number of landlords in
Category

% of social rented
sector stock

SDP submitted in 2005 or early
2006 and fully assessed by
Communities Scotland

66

54.6

SDP submitted later in 2006:
undergoing assessment.

10

16.3

SDP awaited, preliminary data
submitted (summary cover sheet).

3.2

SDP outstanding: landlord was on
the Community Ownership
Programme when SHQS was
introduced.

11.3

All SDP information outstanding:
Communities Scotland is working
with these landlords to support
completion of an SDP.

1.2

Self Assessment: ‘no triggers’ our
initial check of the self-assessment
has not identified any triggers to
initiate an early validation to ensure
information is correct.

13

2.1

Self Assessments showing

failures in 2015 and/or funding
shortfall: these landlords may be
ineligible to complete a self-
assessments as both SHQS failures
and funding shortfalls would require a
landlord to complete an SDP. We are
currently confirming the position with
landlords concerned.

39

4.3

Self Assessments: ‘triggers’
present: our initial check of the self-
assessment has identified reasons
for us to validate the information and
take further action as required.

59

6.7

Self Assessments: outstanding.

1

0.3

Abbeyfield Landlords: these
provide housing support and care for
older people.

53 (when SHQS was
introduced)

0.01
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Stock changes in the social rented sector

AG.

AT.

A8.

A9.

This analysis is based on data received from both SDPs and self-assessments.
This analysis therefore covers approximately 87% of the overall social rented
sector stock.

Landlords expect there to be a series of gains and losses to social rented sector
stock by 2015. Landlords predict that around 80,000 homes from their current
stock will be lost due to RTB sales, and around 30,000 from demolitions. But
landlords are also expecting to build around 40,000 new dwellings.

More widely, the number of homes in the affordable housing sector (both social
rented sector and ‘entry-level’ home ownership) is expected to increase — partly
as a result of the Scottish Executive commitment to build 21,500 new affordable
houses between 2005 and 2008.

It is also important to recognise that RTB homes, although owned rather than
rented, remain part of Scotland’s wider ‘pool’ of affordable houses.

Reasons for failing the SHQS

A10. As with our analysis of stock change, this section is based on data received

from both SDPs and self-assessments and covers approximately 87% of the
overall social rented sector stock.

All. Landlords have indicated that almost 98% of the above figure will meet the

SHQS by 2015. Figure 1 shows current reasons for SHQS failures. An
explanation of the failure criteria is at paragraph 5.

Figure 1: Current reasons for SHQS failures

0.28%  692%

23.92%

O BTS

m Disrepair
34.45%
O Energy efficiency

O Modem faciities

W Healthy, Safe &
Secure

34.43%

15



Al2

Al13.

Al4.

. Figure 1 shows that there are three main reasons why properties are currently

failing the SHQS. These are: energy efficiency, lack of modern facilities, and
houses which are not adequately healthy, safe and secure.

Figure 1 also shows the very small number of houses in the social rented
sector which are currently considered below the Tolerable Standard (BTS) —
around 1200 in all. The main problem with BTS housing lies in the private
sector. The Tolerable Standard will be modernised as a result of provisions in
the new Housing (Scotland) Act 2006, with Guidance due in 2008. Although
technically more houses could move into this category, as a result of changes,
this is expected to have a minimal impact, as the requirement to meet the
SHQS will subsume any additional failures.

Figure 2 shows progress towards meeting the SHQS for local authority and
RSL landlords together. Landlords expect their progress will be steady and fall
at roughly the same rate each year, but this may change if some of the risks to
SHQS delivery explained in paragraph 18 materialise.

Figure 2: Progress towards delivering the SHQS — both sectors
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Al15. Figures 3, 4, 5, 6 and 7 show progress towards meeting SHQS across the five

relevant criteria for the local authority, RSL and ex- local authority sector.
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Figure 3: Progress against BTS element of SHQS to 2015
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Al6. Figure 3 demonstrates the current and predicted number of dwellings that fail
the SHQS because they are below the Tolerable Standard. It is clear that the
overall proportions and numbers are very small. Less than 0.5% (around 700
dwellings) in the RSL sector, 0.2% (around 500 dwellings) in the LA sector and
a very small proportion of local authority stock transfer dwellings fall into this
category.

Figure 4: Progress against Disrepair element of SHQS

9.00% ~

8.00%

7.00%

6.00%

5.00%

4.00%

3.00%

2.00%

1.00%

0.00%

2006/2007  2007/2008 2008/2009  2009/2010 20102011  2011/2012 2012/2013  2013/2014 2014/2015

Local Authority Stock Former Local Authority Stock Registered Social Landlord Stock

17



Al7.Figure 4 highlights the relatively small proportions of dwellings which landlords
say currently fail the SHQS due to disrepair. This amounts to around 8%
(around 24,000) of local authority stock, just over 3% (around 5,000) or RSL
stock and just over 1% (around 1,400) of local authority stock transfer
dwellings.

Figure 5: Progress against Energy Efficiency element of SHQS
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A18. Figure 5 indicates that energy efficiency is a more significant reason for failing
the SHQS in both current local authority stock and in stock which has been
transferred as part of whole stock transfer. Almost 50% (around 45,000) of
former local authority housing, 30% (around 88,000) of current local authority
stock and 12% (around 17,000) of RSL dwellings fail this set of criteria. For both
the traditional RSL and the current LA sector this is the single biggest reason
for failing the SHQS.
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Figure 6: Progress against Modern Facilities and Services element of SHQS
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A19. Figure 6 demonstrates modern facilities and services is a particular issue
amongst stock transferred from local authorities through whole-stock transfer.
Almost 70% (60,000) of these landlords’ dwellings fail the SHQS on these
criteria. This is not unsurprising given that one of the main drivers for stock
transfer was the poor condition of these properties and the high costs required
to bring them up to modern standards. For local authorities just over one
quarter (75,000 dwellings) and for RSLs 10% (around 15,000) of their dwellings
fail on this set of criteria.

Figure 7: Progress against Healthy, Safe and Secure element of SHQS
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A20. Figure 7 shows that the incidence of dwellings failing the SHQS on the

‘Healthy, Safe and Secure’ criteria is most pronounced in the stock transferred
from local authorities through whole stock transfer. Almost 35% (around 31,000)
of dwellings fail on this set of criteria. For the other sectors the proportions are
lower; for local authorities just over 20% (around 62,000) of their dwellings fail
this criteria whilst for RSLs the proportion is 7% (around 11,000).

Impact on Rents

A21. The analysis in this section is based on received SDP data only and hence

excludes the outstanding SDPs as detailed in Table 1. It excludes data from
self-assessments, as explained in paragraph A3. Overall, our analysis in this
section is based on approximately 74% of the overall social rented sector stock.

Figure 8: Historic and Predicted Rent increases
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A22. Figure 8 shows average rent increases for the social rented sector for the 5

years prior to the introduction of the SHQS, and landlords’ predicted rent
increases to 2015. Based on the information received from landlords it
demonstrates that predicted rent increases are broadly in line with historical
trends. The historical trend shows that in reality rents can fluctuate and this is
an area we will be monitoring closely through the SHQS annual returns.
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Figure 9: median rents: current to 2015
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A23. Figure 9 shows median rents for the social rented sector starting at their
current level and projecting forward to 2015. Landlords are predicting that rents
will rise from a current (2006/7) median of £51.70 to a 2015 median of £70.30.
It also shows how median rents will increase for both the local authority and
RSL sector. It demonstrates that rent increases are broadly similar across both
sectors and rent differentials are maintained. As part of our ongoing analysis
and monitoring of the sector we will investigate further the impact of the SHQS
on rents.

How much investment do landlords plan to make in SHQS improvements?

A24. Analysis in this section is drawn from received SDP data only and is based on
approximately 74% of the overall social rented sector stock.

A25. From their SDPs, landlords have said:

* They will invest an average of approximately £6,200 per dwelling to meet the
SHQS between now and 2015.

* Local authorities plan to invest an average of approximately £6,500 per
dwelling

* RSLs plan to invest an average of approximately £5,900 although this is
heavily influenced by the investment which Glasgow Housing Association, as
the largest RSL, will be making in its stock. Removing the GHA investment
means the average RSL investment is around £1,500 per dwelling.
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Figure 10: Investment to meet SHQS as a proportion of total housing
investment
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A26. Figure 10 indicates that across the sector both local authorities and RSLs are
planning a significant amount of investment in addition to that required to meet
the SHQS. This, however, obscures the wide variations between landlords in
their investment requirements and capacity to generate funding. As part of
Communities Scotlands’ on-going monitoring and assessment we will speak to
all landlords to ensure that investment is prioritised and that income predictions
are realistic.

Where will the investment come from?

A27. Local authority landlords and RSLs have different sources of funding open to
them to meet their investment requirements. Local authorities can use the
prudential borrowing regime and RSLs can borrow money from commercial
lenders. Figures 11, 12 and 13 chart the profile of funding sources landlords
predict using between now and 2015.
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Figure 11: Sources of investment funding — social rented sector
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A28. Figure 11 demonstrates that landlords are anticipating drawing upon the full
range of funding sources open to them. Surplus rent is the single biggest
source of funds followed by borrowing and RTB receipts. However, this masks
the difference between the local authority and the RSL sector.

Figure 12: Sources of investment funding — local authority sector
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A29. For the local authority sector (Figure 12) we can see that RTB receipts are the
most significant source of funding For some local authorities their dependence
on this as a major funding source is identified as an area of risk. We will monitor
closely landlords’ abilities to achieve the levels of RTB receipts predicted in
their plans.
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Figure 13: Sources of investment funding - RSL sector
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A30. RSLs however (Figure 13) intend to use surplus rents as their main source of
funding for their investment requirements. This is closely followed by the level of
anticipated borrowings. RSLs are predicting borrowing just under £1bn to meet
their investment requirements up to 2015. Many landlords are not expecting to
borrow but over the period the average borrowing per RSL is around £18m.

Figure 14: Annual SHQS Investment and sources of funding
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A31l. Figure 14 demonstrates that use of the available funding sources remains
steady throughout the period to 2015. It shows that the reliance on RTB
receipts as a source of funding reduces slightly over time and that reliance on
surplus rents and borrowing remains largely constant.

A32 This analysis is based on information in our possession at 31
December 2006. It is our intention to refresh this analysis once we have
received, and analysed, updated information under our monitoring
procedures.
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Annex C Monitoring delivery of the SHQS
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