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Introduction 
 

1. This br ief ing note discusses our operat ing cost index (OCI)  for  Registered 

Social  Landlords (RSLs) in Scotland for  the year 2005/06.  The report  is  

produced on our behalf  by our consultants,  Indepen, and is  based on RSLs’ 

data that  we provide to them.   

 

2. The purpose of  the OCI is  to provide a means of  making meaningful  

comparisons between RSLs’ operat ing costs.   In common with previous 

years,  we have kept the OCI under review and have made some changes 

which we bel ieve are useful .   This is  our third annual  report .   This note and 

the accompanying report  sets out:  

•  Conclusions from the review; 

•  The background to the OCI;  

•  How the techniques behind the OCI work; 

•  The cost dr ivers Indepen have used; 

•  The presentat ion of  the mater ial ;  and 

•  How we are using the OCI. 

Conclusions 

3. The main results  from the review are as fo l lows: 

•  Al lowing for  the ef fects of  inf lat ion,  costs of  RSLs are increasing at  a 

rate of  over 2%; 

•  Operat ing costs of  LSVTs are higher than General  RSLs; 

•  The mix of  housing types has a s igni f icant ef fect  on RSLs’ costs; 

•  The physical  nature of  the stock ( type of  bui lding,  age and s ize) were 

found to be stat is t ical ly s igni f icant when measur ing costs against  

other RSLs; and 

•  RSLs wi th h igh r ise propert ies have higher operat ing costs than 

average and those wi th four  in a block propert ies have lower costs.   

Background  

4. We agreed that we would keep our model under review and to consider 

incorporat ing addi t ional  data that can be shown to improve i t .   As a resul t ,  

the 2007 report  inc ludes: 

 



 

•  data on the levels of  compl iance wi th the Scott ish Housing Qual i ty 

Standard that RSLs have achieved to date; 

•  the proport ion of  each RSL’s stock that was transferred from publ ic  

bodies;  and 

•  for  the f i rs t  t ime an ‘unbalanced panel ’  approach, as a consequence 

 of  mergers and transfers of  engagement wi th in the sector .  

5. Stat is t ical  data from the Annual  Performance and Stat is t ical  Returns (APSR) 

suppl ied to us by RSLs are used to der ive the OCI.  Last year we excluded 

care and support  providers from the analysis on the basis that i t  was not 

possible to der ive a stat is t ical ly  s igni f icant re lat ionship wi th in the cost  

dr ivers that were consistent wi th our understanding of how these RSLs 

operated.  We did not revis i t  th is re lat ionship in 2007, but  wi l l  keep th is  

under considerat ion as the model cont inues to develop. 

 
The Operating Cost Index 
 

6. We bel ieve the OCI provides an ef fect ive way of  comparing operat ing costs 

between RSLs.  I t  is  the resul t  of  an analysis that predicts operat ing costs 

for  each RSL based on the inf luence of  var ious cost dr ivers.   I t  then 

calculates whether an RSL’s actual  costs are higher or  lower than the model 

predicts,  after  having adjusted for  the stat ist ical ly  s ignif icant  factors for  

which we have sound data and which we know can cause var iat ion in costs 

between RSLs. 

7. We use publ ished data sources avai lable to Communit ies Scot land for  a l l  

RSLs – pr imari ly the APSR and RSLs’  annual accounts.   The OCI only 

inc ludes cost dr ivers which are found by Indepen to be stat is t ical ly 

s igni f icant  and have been found to explain much of  the operat ing cost  of  

RSLs. There may be addit ional  factors af fect ing individual RSLs which may 

explain why their  costs vary f rom the predict ion.  Whi le the OCI alone wi l l  not  

necessar i ly te l l  us whether one RSL is  more ef fect ive than another in 

provid ing a s imi lar  serv ice or output ,  i t  wi l l  help to narrow down the factors 

that  might  explain the var iance, and al low a more focussed discussion to 

take place. 

8. The di f ference between the predicted and the actual  cost for  each RSL is  

cal led the ‘ residual ’ .   When interpret ing the ‘ res idual values’  shown in the 

OCI i t  is  important to be aware that  they might be explained, at  least  in part ,  

by:  

•  d i f ferences in ef f ic iency; 

•  s tock condit ion;  

 



 

•  the t iming of  major repairs;  

•  account ing t reatment; 

•  d i f ferences in the qual i ty  of  outputs;  

•  other cost dr ivers not inc luded in the model;  or  

•  any errors in the cost  relat ionships or  the data – al though there has 

been no evidence of  systemat ic error or  even of  indiv idual  cases of  

wrong data. 

Costs and cost drivers 
  

9. As with previous years,  we have concluded that tota l  operat ing costs,  

excluding housing depreciat ion,  and asset  impairment adjustments and net  

of  certa in income streams, wi l l  be the star t ing point  for  the OCI.   This year 

we also invest igated the possibi l i ty  of  us ing an extended def in i t ion of  net  

operat ing costs,  which inc luded capital ised maintenance costs.   However we 

concluded that  i t  was not  possible to include this  as a cost  dr iver  at  this  

stage as some RSLs did not  provide these f igures in 2005/06.   As noted 

above di f ferences in account ing treatment are one of  the reasons why 

predicted and actual  costs di f fer .   There is  wide var iat ion in accounting 

treatment across RSLs in respect of  capi tal ised maintenance costs and the 

subsequent d isc losure of  these costs in the annual accounts.   We plan to 

review the inc lus ion of capital ised maintenance costs in the calculat ion of  

net  operat ing costs,  once the statutory requirement for  the separate 

disclosure of  these costs in the annual  accounts comes into force.  

10. The report ident i f ies which cost  dr ivers are used and which form the basis of  

the analys is.  These inc lude: 

•  the type, s ize and age of  the RSL and the number of  uni ts  owned and 

 managed; 

•  the percentage of  high r ise, tenement and four in a block propert ies;  

•  the proport ion of  each RSL’s stock that was transferred from publ ic  

 bodies;  and 

•  other housing stock character is t ics,  such as s ize and type of  

 propert ies and age of  stock.  

11. We cont inue to see the model  as a basis for  analysis and focussed 

discussion about operat ing costs,  not  the answer to every quest ion.  

 
Presentation of the material 
 

12. A detai led explanat ion of  the model and the results of  the analys is us ing 

informat ion for  2005/06,  are publ ished in the report  “ Index of  the 

 



 

comparat ive operat ing costs of  Registered Social  Landlords in Scot land”  

dated December 2007, avai lable on our websi te at  

www.communit iesscot land.gov.uk .    

 
How we are using the OCI 
 

13. Our a im is  to understand how an RSL can improve i ts  ef f ic iency,  

ef fect iveness and the qual i ty of  i ts  services and products to tenants.   This 

requires us to consider RSLs’ operat ing costs.   We use the OCI as one part  

of  a rounded approach to understanding RSLs’  performance and i t  is  now 

becoming integrated into our regulatory assessment process.  In further 

developing the OCI,  we want to improve our understanding,  and the 

understanding of  individual  RSLs, of  the inter-relat ionships between costs 

and cost dr ivers in a fa ir  and useful  way.    

14. We know that  we cannot use the OCI in isolat ion to form absolute 

judgements on relat ive ef f ic iency,  as we recognise that  social  housing is  

complex and the analys is does not include al l  the factors that  may explain 

di f ferences in the costs between organisat ions.  With in th is  context  we wi l l  

focus on RSLs who ei ther  appear to have a high cost  base relat ive to others,  

or those that appear to show l i t t le  improvement over t ime.  

15. Whi le the OCI wi l l  help us talk  to RSLs about operat ing costs in more detai l  

i t  wi l l  a lso help RSLs in the discussions we hope they wi l l  have wi th each 

other in their  effor ts  to improve their  own performance on operat ing costs.  

16. We bel ieve the OCI is a valuable component of  our  sui te of  per formance 

informat ion and we wi l l  cont inue to keep the model under review so that i t  

supports our ongoing regulatory assessment of  RSLs.    
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