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COMMENTS

I ntroduction

1.

On 11th December 2013, th@graft Public Finances (Amendment of Law
No. 1) (Jersey) Regulations 20(R.133/2013) was referred to the Corporate
Services Scrutiny Panel under Standing Order 72.

We have undertaken a short review of the drafjuRations, putting written
guestions to the Minister and meeting him at aipui#aring. We have found
that there is no reason why the debate on the &edulations should not
continue and that they are consequent to previ@agsions taken by the
Assembly.

Our work focussed on 3 areas: the system ofkshared balances that exists in
relation to States lending; the use to which thg0faillion (to be lent as part
of the Housing Project) will be put; and the tinté¢afor borrowing: That
work highlighted a number of pieces of informatishich we believe may be
of interest to Members and which we have therefeteout below.

Context

4.

The draft Regulations seek to amend Article p3@the Public Finances
(Jersey) Law 20Q5which relates to the total amount that the Statag lend.
If they are adopted, the amount which the Statederad at any one time will
increase from 15% to 60% of the estimated incomth@fStates derived from
taxation during the previous financial year. Thenigier advised us that, on
the basis of current figures (i.e. using 2012 fag)r this would see the amount
which the States could lend rise from £87.8 millton£351 million. Current
States lending in fact only amounts to approxinyafd1.4 million (on the
basis of the figures already discussed, less tlRanoR estimated income).
Only £250 million will be lent as part of the Hongi Project. That would
equate to approximately 43%, using those samediguncreasing the limit to
60% will therefore mean that the States will ret#fie potential to lend
approximately £100 million, even when lending fbe tHousing Project is
implemented.

The figure for current States lending does natlude situations where
assistance has been provided by other means, éon@e, to the Parish of
Trinity for the construction of affordable housinbhat was classified as an
investment of the Currency Fund, rather than asaa In the context of the
Public Finances Law.

Checks and balances

6.

A number of comments were made during the Indigbate on the draft
Regulations about the checks and balances whickdvbeuput in place. Some
Members were concerned that too much power mighplaeed within the
hands of the Minister for Treasury and Resourcgprédval of the draft

! By ‘Housing Project’ we refer to that part of t8814 Budget in which the Assembly agreed

to borrow £250 million and subsequently lend itfonsocial housing purposes.
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10.

Regulations would not in itself affect those powgrserely affects the limits
on States lending, as described above).

The Minister has advised that he would enhaheectirrent system of checks
and balances. During our review, the Minister spokais confidence in the

current system and he provided us with a detaigdaeation of that system.

In his view, the current system would be sufficiemsupport lending for the

Housing Project, but he nevertheless wished togthen it.

The first check, we were advised, was that agrof the States was required
for lending to occur. That is required under Adi@3(1) of the Public

Finances Law although, under Regulations, the Mgnikas some discretion
to lend relatively small amounts in limited circuarsces (individual

transactions of no more than £500,000 which mugt total more than

£3 million in one year and £10 million overall). Bstates approval is
required for lending of the scale envisaged forHlbesing Project.

That approval by the Assembly has already beeeng As the Minister
advised us, 2 decisions were pertinent in thisreedairst, with the approval
of The Reform of Social Housir(&.33/2013), the Assembly agreed that the
Minister for Treasury and Resources should ideritifyding arrangements for
the Housing Transformation Programme. The repodompanying that
proposition stated thattfe Minister for Treasury and Resources has inéidat
that borrowing of up to £200 million over a 20 ygagriod could be made
available to the Housing Company at a fixed ratsuasption of 5% per
annum? It subsequently became apparent that, rather ttien newly
established housing company borrowing directlywauld be preferable for
the States itself to borrow the required amounttanénd it on subsequently
to the new company.

The second relevant decision was the Assemiapisroval of the 2014
Budget, which included plans for the Housing Projédf particular relevance
to the draft Regulations currently before the Adslgmthe Assembly
approved the following —

“that, following the approval by the States on 18ldly 2013 of the
proposition “The Reform of Social Housing” (P.331&) and in
accordance with the provisions of Articles 10(3)@dnd 21 of the
Public Finances (Jersey) Law 2005, the States béhoaised to
borrow up to a maximum £250 million in 2014 for bimg purposes
and that, in accordance with the provisions of &eil0(3)(f) of the
Public Finances (Jersey) Law 2005, the amount beec by the
States be transferred from the consolidated fundh® Housing
Development Fund; [and]

in accordance with Article 3(3)(b) of the PublicnBnces (Jersey)
Law 2005 that the purposes of the Housing Developirend (“the
Fund”) be varied to enable the further provisiondadevelopment of
housing in Jersey and that the Fund be permittelérid money up to
a maximum £250 million to Housing Trusts/Assocreti€ompanies
or bodies with the same purpose registered in Jeiseorder that
they can provide social housing for islanders, @ms and conditions
to be agreed, after consultation with the Ministier Housing,
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11.

12.

13.

14.

15.

between the Minister for Treasury and Resourcesd ahe
aforementioned Housing Trusts/Associations/Comgénie

For ease of reference, we have appended the gntifethat part of the
2014 Budget which related to the Housing Projedhe TAssembly has
therefore already approved both the borrowing amtlihg of £250 million,
subject to the caveats agreed as part of the Budget

We were informed of other checks and balar@@ase lending is approved by
the States, if the Minister for Treasury and Resesiiis the approved lender
(as is the case here), his Department manages rdeegs and develops
procedures to ensure lending is prudent and ssgis@quirements. In that
regard, there already exists a Financial Directionrespect of lending

(Financial Direction 3.3) although the Minister &hd us that a new
Financial Direction would be issued in respect exiding for the Housing

Project. This new Financial Direction would, acdogdto the Minister, be in

place before any loans were made.

The agreed wording of the 2014 Budget makedeir that the borrowed
£250 million for the Housing Project will be placed the Housing
Development Fund and subsequently lent from théiee lending will
therefore be dictated by the purposes to which Sketes agreed in the
2014 Budget and also the underlying rationale ef Housing Development
Fund, which was established in 1999 through theptimio of Social rented
and first-time buyer housing: proposals for futdtending (P.74/1999) and
Establishment of Housing Development F@adB4/1999). P.84/1999 included
a Schedule that explained the rationale underlyiing Fund, whilst a
description of the Fund'’s purpose was provided.BilR011 (copies of which
we have appended).

The majority of the £250 million will be lenb tthe newly established
company (to be named Andium Homes). The Ministevisedl us that a
number of details remain to be agreed in relationAndium Homes.
Nevertheless, we were told that loan agreementddnoel reached with the
company and that the company would be expectechdertake proper and
appropriate business-planning. The Minister enwdatiat he would review
the business plan with the Minister for Housingj #imat prior to any loans to
Andium Homes being agreed, the Minister for Housimguld be asked to
affirm his support for the company’s proposals;carisultation mechanism
would therefore be put in place with the Minister Housing.

The Minister also advised that consultation Maccur with the Council of
Ministers. In that regard, we were informed thag ffroposals of Andium
Homes would be considered by the Council alonggideCapital Programme.

Any loans to Andium Homes will be signed off tme Minister for Treasury
and Resources by way of a formal, published MinteDecision. Once

drawn down, it was the Minister's expectation ttta relevant funds would
be managed by the new company itself. Howeves,anticipated that the new
company (and, indeed, any recipient of a loan) bl expected to provide
guarterly compliance reports in order that theredntainty about their ability
to meet capital repayments.
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16.

17.

18.

Useof t

19.

In terms of reporting, loan balances are reitexhat least quarterly by the
Treasury, although monthly receipts will be rectettion a monthly basis.
The administration and request for payments is @ehawithin the

Department of Treasury and Resources, althoughofmis where there are
monthly receipts, payments are collected throuttird party. The Minister is

legally obliged to report any new lending at pesi@d no more than 6 months
in the Budget Management Report. We were advisatl itiformation on

lending was not currently included within the Qedst Finance Reports
which are presented to the Council of Ministersd(arhich are shared with
Scrutiny Panels and the Public Accounts Committa#)ough we were

informed that such information could easily be uned, if so desired.

All lending is also reported in the annual acds of the States. Each fund
from which loans may be made is dealt with indiillipin those accounts.

Beyond these checks and balances, there arexlrnal bodies to consider,
such as the Comptroller and Auditor General and FBdblic Accounts
Committee, who can review and consider the workhef Minister and his
Department in this area.

he £250 million

Not all of the £250 million which will be bomed as part of the Housing
Project will subsequently be loaned to Andium Horm&07 million will be
loaned to Andium, although not immediately in itgieety: we were advised
that drawdowns would effectively follow the fundirsghedule which was
included in the 2014 Budget and which we have myced below —

2013

2014 2015 2016 2017 2018 | 2019 | 2020 | Total

£0.3m

£61.7m| £28.8m| £41.5m| £36.7m| £20.8m| £9.7m| £7.7m| £207.2m

20.

21.

The first loan should therefore be in the regior£62 million and will, it is
anticipated, be made in July 2014 once the new eognpas been set up. The
Minister advised that the first tranche could pttdly be greater, however, if
Andium Homes were able to bring more projects fodv#t should be noted
that once the first loan is made, Andium Homes Wl expected to begin
immediately repaying the advances which the Departmof Housing
received in 2012 for the funding of capital progcthese repayments were
factored into the Medium Term Financial Plan arldtesto advances of some
£11 million for Le Squez and Pomme d’Or Farm and.E2nillion agreed
with the adoption oSocial Housing Schemes: fundifiy40/2012).

In loan arrangements with Andium Homes, we veehdsed that the Minister
and his Department would seek to cover costs amirgstration. It would not
be logical to seek to make a profit, given that ¢cbexpany would be in full
ownership of the States.

The remaining £43 million to be lent will becassible, in the words of the
2014 Budget, by HMousing Trusts/Associations/Companies or bodiek thie

same purpose registered in Jerseyhis £43 million was identified in the
Budget as being required for provision for rezosgds and site acquisition.
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22.

23.

24,

The Minister advised us that he waaghosti¢ about the providers who
would benefit, albeit that there would pragmaticadipeaking be 2 major
providers of social housing: Andium Homes and thesdy Homes Trust.
Other bodies could potentially benefit, howeverthdy met the criteria. This
could include the other Housing Trusts, Parishas ewen, potentially, the
States of Jersey Development Company (SoJDC). Leantd need to be in
keeping with the conditions agreed by the Asserably the provisions of the
Housing Development Fund.

It was not possible during our work to detemnimhich other bodies might
benefit (some or all of the £43 million could albe loaned to Andium
Homes, dependent upon the circumstances). No agredmd been reached
with the Jersey Homes Trust, for instance, as th&® no planning consent
on which to base such an agreement. The Ministésed, however, thatif*
the Jersey Homes Trust gets an agreement with anjplg consent and
SoJDC to deliver the affordable social units one[tformer] JCG, then we
have indicated to them that we would be mindedina that because it is a
cheaper form of borrowing than they would get mdlag from the bank’s

Through the 2014 Budget, the Assembly agreaditlans would be made for
the provision of social housing for islanderslit is apparent, however, that
this does not simply mean social rented housing.example, the Minister
advised us thatsbcial rented housing is one type of tenure bus ithe
aspiration of both the Minister for Housing and tRknning Department that
there should be other tenures such as variantsghit to buy, shared equity
and other forms of low cost housing that allow pedpat otherwise would
not be able to operate in the so-called open hagusiarket to get into home
ownership” The Ministers for Housing, for Planning and Enviment, and
for Treasury and Resources would therefore work Wit Strategic Housing
Unit on this matter. In line with what the Budgeidhshown, the Minister also
indicated that loans might be provided for the pasing of sites:if there are
rezoned sites and the Jersey Homes Trust or Andaed to buy those units,
or acquire them and develop thémoans would not be used, however, to
support the Starter Home Deposit Loan Scheme.

Given that loans to Andium Homes will be donetrianches and that the
recipients of the remaining £43 million have yetoi confirmed, it is likely

that some of the funds borrowed by the States ngithain in the Housing

Development Fund for a time. The Minister adviskdt tany such surplus
would be invested under a specific investmentetaagreed for the Housing
Development Fund, although a risk-averse approaahdibe taken. This is in
keeping with the Assembly’s approval of the 2014i@et, in which it was

stated that the Housing Development Fund would"bezested through the
Common Investment Fund in accordance with its owllighed investment
strategy” It would be useful, however, to have furtheramhation on the

investment strategy to be applied to the Fund.

Borrowing Timetable

25. The sole focus of the draft Regulations isléivel of lending which the States
may undertake. Nevertheless, the lending is only aspect of funding the
Housing Project, the initial part of which will bée borrowing of
£250 million (to be implemented through the issuofiga public rated bond).
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26.

27.

28.

29.

We took the opportunity to question the Minister thie timetable for the
borrowing to occur. Notwithstanding that the dfaégulations were referred
to us under Standing Order 72, we understand tmat Minister and his
Department have continued preparatory work forissaance of the bond in
order to ensure it could be undertaken in good.time

The Minister underlined the need to move quidkl order that the States
could take advantage of current borrowing rateshasdvice he had received
was that interest rates would rise over the conmrognths. There remain a
significant number of steps to be taken beforelibied can be issued. We
were advised of the Minister’s intention that itwla be issued by 21st April
2014. The Minister's aim is to borrow at the lowgstssible cost for the
longest period of time.

Before the bond can be issued, book-runners lamgers need to be
appointed; roadshows need to be arranged (and takde) in Edinburgh,
London and Jersey; and further consideration wakkdchto be given to how
precisely the borrowing will occur. In that regamde were informed that
consideration was still being given to whether £8%llion should be
borrowed in one go, or whether it could be borrowed tranches. Such
consideration would take into account the impaat thorrowing in tranches
might have on borrowing rates (particularly in redpof any second, later
tranche). We were also informed that considerationld be given to whether
a proportion of the borrowing could be done throulgh issuing of retail
bonds. We were informed that the Minister had badvised that the issuing
of retaill bonds would in fact make the borrowing renoexpensive;
nevertheless, it had not yet been dismissed tlea¢ ttould be a retail element
of the bond. The final decision on these matterallvdbe taken by the
Minister for Treasury and Resources, following ajpiate consultation.

In terms of repaying the borrowing undertakentle States, the Minister
advised us that a repayment fund would be builtwighin the Housing
Development Fund in order that there would be sigffit monies to repay the
bond investors upon maturity. We believe that Mearmmlveould benefit from
further information on how this will be achieveadawe would therefore ask
the Minister to ensure that further clarificatienprovided.

The 2014 Budget provided an indication of feksrinvolved in borrowing for
the Housing Project and the manner in which theidtn intended to mitigate
those risks. We have reproduced them for Membéteshon in an Appendix
to these comments.

Conclusion

30.

31.

As we have stated, there is no reason whyebatd on the draft Regulations
should not continue. The Assembly has already aggrahe lending of
£250 million for the Housing Project, and approwélthe draft Regulations
will allow that decision to be implemented.

We are grateful to the Minister and his Departhfor their assistance during
our review. It enabled us to complete our work aber Christmas period and
in good time. This work allowed for the useful domfation and clarification

of certain elements of the Housing Project. We gacs®e that there exists a
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32.

33.

34.

system of checks and balances in respect of S&atdsg, and we support the
Minister in his moves to enhance that system. Memban expect to see the
results of those enhancements in due course; $tainoe, through the issuing
of a Financial Direction which will be in force loeé the first loan is issued
(anticipated at this time for July 2014).

The Housing Project is a significant one, ané $cale of borrowing and
lending is, in recent times, unprecedented. Givem significance of the
project (and the concerns expressed by Memberagdltine initial debate on
the draft Regulations), we believe it vital thaé tBouncil of Ministers as a
whole has a role to play. The Minister has alreathde it clear that the
Council of Ministers (and, more particularly, thenidter for Housing) will be
consulted and involved in decisions regarding tleudihg Project. This is
only right in our view. We would urge the Ministéwever, to consider how
the consultation and reporting mechanisms can bmdised in order that
there is clarity for everyone that these imporfzants of the process have been
fulfilled.

We leave it for the Minister to work on thisttea although, from our review,

some possible minor developments are apparenteding for the Housing

Project will be signed off by the Minister for Teeay and Resources in a
formal, published Ministerial Decision. It is to bexpected that those
Ministerial Decisions will each refer to the cortatibn undertaken with the
Minister for Housing and with the Council of Mirgss, explaining how and
when it occurred. It may be, for instance, thatMirister for Housing could

issue his own separate Ministerial Decision in eesf loans in order that
there is clarity about his suppért.

In relation to the Council of Ministers, irrespive of the discussions which
the Minister will undertake with his colleagues, weuld recommend that
borrowing and lending for the Housing Project islinled in the Quarterly
Finance Reports which the Council already receives.

2 Ministerial Decisions by more than one Ministerrilation to a particular issue are not
unusual — they occur already in respect of budgesfers.
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APPENDIX 1
Extract from 2014 Budget relating to Housing Pr oj ect

With the approval ofDraft Budget Statement 201#.122/2013), as amended, the
States agreed under paragraph (e) of the proposdithe following —

“() that, following the approval by the States @thlMay 2013 of the proposition
“The Reform of Social Housing” (P.33/2013) and incardance with the
provisions of Articles 10(3)(b) and 21 of the Pabfiinances (Jersey) Law
2005, the States be authorised to borrow up to a&imam £250 million in
2014 for housing purposes and that, in accordandd the provisions of
Article 10(3)(f) of the Public Finances (Jersey)w.&005, the amount
borrowed by the States be transferred from the almtsted fund to the
Housing Development Fund;

(i) in accordance with Article 3(3)(b) of the PitbFinances (Jersey) Law 2005
that the purposes of the Housing Development Ftihé Fund”) be varied
to enable the further provision and developmenthaiising in Jersey and
that —

(A) the Fund be permitted to lend money up to amax £250 million to
Housing Trusts/Associations/Companies or bodied wite same
purpose registered in Jersey in order that they paovide social
housing for islanders, on terms and conditions ¢ dgreed, after
consultation with the Minister for Housing, betwebe Minister for
Treasury and Resources, and the aforementioned iRipuBrusts/
Associations/Companies;

(B) all administrative costs associated with the emgpion and
maintenance of the activities of the Fund to bel jmait of the Fund,;

© the fund to be invested through the Commonsinvent Fund in
accordance with its own published investment stygte

[and that subject to sanction by Her Most Excellbtajesty in Council and
the subsequent coming into force of new Articl@3(84) and 3(3)(ab) of the
Public Finances (Amendment No. 4) (Jersey) Law]201-

(D) all money due to the Fund, including any loagpayments and
interest due from Housing Trusts/Associations/Carigsa be
credited to the Fund,;

(E) money credited to the Fund does not form p&athe annual income
of the State$
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APPENDIX 2

The Housing Development Fund

Operation of the Housing Development Fund (HDF) (taken from P.84/1999)

1.

The current Housing Development Scheme is arpinggfund set up to
provide the Housing Committee with bridging finartoedevelop properties
for onward sale. The Scheme bears the cost of lacguisition and
development, which is then recovered on the didpdsaompleted sites.

The HDF would extend the Housing Developmentegwhto include funding
for the development of social rented housing ad a®lfor first-time buyer
properties.

The HDF would provide a mechanism for fundingusing developments
undertaken by the States, as well as providingidigss(where necessary) for
developments undertaken by other providers of soeded housing (such as
Housing Associations) and, if necessary, for cerfaivate sector “first-time

buyer schemes”.

The nature of the HDF’s operation is such thadé would flow out of the
account in the early years to be repaid over thgdoterm, leaving the Fund
initially in a deficit position. This deficit wouldequire financing and it is
proposed that this is achieved through —

. refinancing the Dwelling Houses Loans Fund (DHLiB)release cash
of some £22 million (based on the DHLF's 1998 beé&gn which
could be used in the short term;

. direct external borrowing (the extent of this wouddpend upon the
level of involvement from Housing Associations fretdevelopment
programme).

The existing agreement with Housing Trusts mlesian interest subsidy that
caps the repayment rate for Trust borrowing at 486 gnnum. Capital
development subsidies are also made where rerntdlare too low to sustain
the scheduled repayment. For this reason fundmgddition to that raised
from rental income gained on the new housing unitd, be required to
ensure the fund is fully repaid. It is proposed thase subsidy arrangements
are extended to include developments undertakahdydousing Committee
as well as those undertaken by Housing Trusts.

The forward financial forecast presented toestaCommittees on 20th May
1999 includes a preliminary allocation of £10 roilliper annum to be added
to the amount available for capital expenditureisTdmount, or such other
amount as the Finance and Economics Committee demssappropriate, is to
be earmarked for transfer to the HDF.

The borrowing liability of the HDF would thenetkto be repaid. The funding
to meet the repayments would be realised from aoeurf sources —
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. allocations from the Capital Fund as earmarked &fierred to in
paragraph 6 above;

. an annual transfer from the Housing Committee ReeeBudget,
based on a proportion of the rental income gainech the new units
to be developed and added to that Committee’s stock

. any ‘surpluses’ from first-time buyer sales. Wharérst-time buyer
development is undertaken on land already in State@sership, the
sale price for those properties may exceed theafadtvelopment. It
is proposed that, in such cases, the net ‘surfdasallocated to the
HDF to offset schemes where a development subsidggjuired;

. as the HDF develops, the Finance and Economics Cib@enwould
consider such alternative means of funding as nmaycdnsidered
appropriate.

Pur pose of the Housing Development Fund (taken from R.31/2011)
“The Housing Development Fund’s purpose is —

‘To help meet the requirements for the developroksabcial rented and first-
time buyer homes as identified in the ‘Planning fHiomes’ report
(R.C.10/99), which was updated in December 2006C.6R&/2006) and
subsequent strategic reports, primarily in the urkarea, to a good standard
and specification at a reasonable cost'.

The Housing Development Fund does not fund theendudt of a housing scheme, but
provides the Housing Committee with bridging firarto develop properties for
onward sale. The scheme bears the cost of landigitqn and development which is
then recovered on the disposal of completed sites.

The Housing Development Fund provides a mechanism funding housing
developments undertaken by the States, as well ragidmg subsidies (where
necessary) for developments undertaken by otheriges of social rented housing
(such as Housing Associations) and, if necessary;drtain private sector ‘first time
buyer schemes’. In the case of first-time buyerpprtes it provides an interest
subsidy to enable the cost of the scheme to bedrdpman its rental stream or sales
receipts. The States approved P.74/99 and P.84/9%tto July 1999 and thereby the
creation of the Housing Development Fund to be athtd@red by the former Finance
and Economic Committee.

The Housing Development Fund provides interestidyb®r those Housing Trust
properties acquired under the former Housing Depaient Scheme Account and
supports the development of social rented housimngeaoned sites by capping the
interest liability of Housing Trusts to a maximufr6éo.”
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APPENDIX 3

Extract from the 2014 Budget relating to the Risksin respect of Bond | ssuance

Overview Of Risks And Mitigations For Public Rated Bond Issuance

Ernst & Young advise that there are a number risks relating to the finance raising that nesd to be

identified and to the extent possib

e, mitigated

FIGURE 85 — OVERVIEW OF RISKS AND MITIGATIONS FOR BOND ISSUANCE
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