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PROPOSITION

THE STATES are asked to decide whether they are afpinion -

to request the Minister for Treasury and Resoyritesonjunction with the
Minister for Housing, to produce and present to $tates within 3 months
full detailed accounts and a cost/benefit analysisthe establishment,
operation and ongoing costs of the Housing Devetogniund and its use
and application for the benefit of Housing Trustsl dhssociations, with the
analysis to show also the full level of financingdasubsidies provided to
these Trusts and Associations from the Housing Deweent Fund and any
other source of public funding.

SENATOR A. BRECKON

Page - 2
P.61/2010



REPORT

Background

Over the years | have taken an active interestdanshhg issues — quality, availability
and affordability for both purchase and rent — hagen at the centre of my concerns.
While “new and innovative” schemes appear to beupginig the minds of some
Ministers, | believe it is important to revisit whia already in place in the shape of a
Housing Development Fund (HDF) to examine in soratitl what it has actually
achieved, over what period, at what cost and faysgtbenefit.

| seek to do this for a number of reasons, becauiee not then too-distant future |
will be seeking States support for a proposal whkiseek to —

(@ Make better use of the States property podfoli

(b) Combine this for the benefit, care and housihglder residents, especially by
working with the Parish Constables.

(c) Request the States to act as guarantor fooworgs.

A few years ago | requested some historic inforamafrom the Housing Minister/
Department regarding areas of funding and how meveesy/spent and accounted for —
| was told that “we don’t have or keep that kindrdbrmation”.

So | set about obtaining this information myselbbitained copies of States Reports
and Accounts from 1985 to 2005 and extracted sauts fand figures pertaining to
“Housing”.

My initial reason for doing this was | knew thatethmaintenance budget had
disappeared, and | suspected it had gone in 2tidinsc

1. The Housing Development Fund
and
2. Private Sector Rent Rebate

The content of this Report suggested that thisasgmn.

| have looked briefly at the HDF and set out soretids in this Report. | have done
this, so that those who may have no prior knowleafghe HDF, may get a “flavour”
for what has or has not been achieved and themlbet@ make an informed decision
on its effectiveness and cost.

Also those that may have had, or now have, reshititgican be both accountable for
their past actions and fairly certain of the futhemefit.

Also, paragraph 4.1 of P.84 of 1999 sdidhe States are asked to approve the
establishment of an innovative and flexible HousinBevelopment Fund with
powers to borrow commercially to finance the acqtien and development of sites
by Housing Trusts, the Housing Committee or any ethsuch body as the States
may agree as suitable to undertake such activitie8ierefore it may be said that
there is already a mechanism in place to fund theigion of Social Housing?
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The workings of the Housing Development Fund raisa number of questions

The establishment of the Housing Development Fuas done with States approval.
However, they were due to develop satisfactory ggafeds and a regulatory
framework to govern it. Has this been done? — tfwloy not?

Another question that arises is that the year-ar-gpending decisions would have
been agreed as part of the annual process of dpgrtive budget and the annual
accounts. Has this process included satisfactoritoring procedures?

Also, the establishment of the HDF was a solutma tajor problem at the time and
was assessed by the Audit Committee as having meét nieeds. However, would it
now be appropriate for a review of the situatiorb&éundertaken to check that the
fund is still delivering the purposes intendedtia tnost effective way? And also what
it has delivered to date and at what cost.

Also, now that the Committee structures have besplaced by the Ministerial
arrangements, are there sufficient checks and tedaim place over the management
decisions and operation of significant funds sustha HDF and the associated capital
and financial expenditure? — Also, what guaran@ess the public purse have set
against the monies given to Housing Trust and Aatoos?

In 2005 the HDF accounts were re-stated to includ&m in excess of £8 million —
why was this? (see accounts attached on final phtiés Report).

Proposition P.74/99: ‘Social rented and first-timebuyer housing: proposals for
future funding’

Proposition P.74/99: ‘Social rented and first-tilmgyer housing: proposals for future
funding’ was lodged ‘au Greffe’ on 25th May 1999 ttwe Housing Committee. In it,
the Committee recommended the setting-up of a HguBievelopment Fund as a
flexible means of funding the housing developmengpmmme. It referred to previous
reports P.201/98 and R.C.10/99 regarding the ifieation of housing needs.

The Housing Strategy Report (P.201/98) had propaosalling maximum use of

Housing Trusts and private sector finance to prwide majority of the required

additional units of social rented housing up to 2@hd to meet the funding of

development subsidies and some direct developmetiicoCommittee. The Housing

Strategy Report (September 1998) outlined the densble requirement for additional
social rented and first-time buyer housing, ang tiequirement was updated in the
document ‘Planning for Homes’ (R.C.10/99).

The ‘Planning for Homes’ Report (presented to tteeS on 30th March 1999 by the
Planning and Environment Committee as R.C.10/98ess®d the future housing
needs of the Islanders and identified ways in wihiese needs could be met. It had
identified an estimated social rented housing reguent of 1,140 units, leaving a
shortfall of 852 units for which funding was noeidified. The requirement for first-
time buyers was estimated at 800 additional dwgdliover the same period.

P.74/99 was considered by the States on 7th J/9.1Bhe minutes of the States
meeting of 7th July 1999 include the following extr—

Page -4
P.61/2010



“Social rented and first-time buyer housing: proposls for future
funding — P.74/99
Comments — P.74/99 Com.; Com.(2); Com.(3)

THE STATES commenced consideration of a propositérthe Housing
Committee on social rented and first-time buyerdiogt proposals for future
funding, and, adopting paragraphs (1) and (2) —

1. approved, in principle, the establishment of @&using
Development Fund, to be managed by the Finance and
Economics Committee;

2. authorised the Housing Committee, subject toagmgroval of
the Finance and Economics Committee, to utiliseHbasing
Development Fund to provide sufficient dwellingsptib
directly and indirectly through Housing Trustsnteet the need
for both social rented and first-time buyer housithgntified in
the Housing Committee’s report and proposition “kiog
Strategy 1998-2003" (P.201/98) and subsequentlyatagidin
the report “Planning for Homes” (R.C.10/99).

THE STATES acceded to the request of Deputy AlaecBon of St. Saviour
that consideration of paragraphs (3) and (4) ofpttogosition be deferred to a
later date.”

[Note: The Paragraphs (3) and (4) referred to alveeee in respect of agreeing that
Westley Court and Westley Lodge should be retainguiblic ownership, and that the
property Maison le Fondré (formerly known as 9—IdnRoad) should not be sold to
a Housing Trust — therefore did not relate diretdlyhe establishment of the Housing
Development Fund.]

P.84/99: ‘Establishment of Housing Development Furid

At the same States meeting on 7th July 1999, propod$.84/99: ‘Establishment of
Housing Development Fund’ was considered — whiath ieen lodged au Greffe on
22nd June 1999. This proposition was to be consitligr conjunction with P.74/99 on
‘Social rented and first-time buyer housing: pragedor future funding’. The Report
on P.84/99 reiterated the problem identified irafffling for Homes’ (R.C.10/99) and
the shortfall of housing units for which no speciit funding had been identified.

The Report stated that the level of funding reglite provide for the identified
housing shortage would consume all of the resousssnarked for the Capital
Programme for the years 2000-2003. The only othethod by which the States
could fund the required building programme withigiséng resources would be
through the use of funds accumulated in the Sti@tBgserve. The Finance and
Economics Committee strongly resisted the use efilmd for such a purpose, as the
Strategic Reserve represents a long-term strategéstment in the economic future
of the Island and a means of protecting core saeialices should the economy suffer
a downturn.Therefore neither funding method provided a viableway forward
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and alternative arrangements needed to be identifée to enable the proposed
housing development to progress

The proposed solution was that the housing devetopiprogramme should be funded
by the creation of a new Housing Development FUHDR) as an extension of the
existing Housing Development Scheme Account.other words, this became
someone else’s problem — not Housing'§-he Finance and Economics Committee
would be authorised to borrow commercially throutffe HDF to finance the
acquisition and development of sites. The borrowiauld then be repaid by the
rental income gained from the new units to be dped. Where the cost of
acquisition and development is too high for repayimeo be met by this rental
income alone, a subsidy would be required. For teason, the forward financial
forecast presented to States’ Committees on 20th M&®9 included a preliminary
allocation of £10 million per annum to be addedhe amount available for capital
expenditure, to be earmarked for transfer to thé&HD

Through this innovative scheme, funding would bedenavailable to tackle urgent
housing issues without prejudicing either the esaleworks contained in the Capital
Programme or the Strategic Reserve.

The States had encouraged the provision of soamlsihg through Housing

Associations who borrow funds for this purpose, tadeived subsidies on the site
acquisition costs and borrowing costs. The HDF @qubvide a flexible mechanism
which could accommodate the required building progne whether it is undertaken
by Housing Trusts, the Housing Committee or a cowodn of both. The HDF would

also provide an adaptable and flexible funding raedm for such future methods of
delivering social housing as the States may agree.

The Finance and Economics Committee had wishedddhat every opportunity was

taken to encourage the private sector to engateeiprovision of social housing and
that the involvement of Housing Trusts, or any othech body as the States may
agree as suitable to undertake such activitiesyddeomed. Where Housing Trusts or
other bodies are involved in the delivery of socaited or first-time buyer properties,
release of funds was supposed to be dependent tsflastry safeguards being

incorporated within the appropriate constitution regulatory framework of those

organisations. The Housing and Finance and Ecorso@mnmittees were consulting

to ensure that an adequate regulatory framewonbutsin place to achieve these
safeguards.

The conclusion to the Report stated —

o] The States are asked to approve the establishnfermh dnnovative and
flexible Housing Development Fund with powers tads commercially to
finance the acquisition and development of sitesHmwysing Trusts, the
Housing Committee or any other such body as theéeStmay agree as
suitable to undertake such activities.

o] The borrowing liability of the fund will be repaiiom the rental income
gained from the new units, with amounts set asidéhé forecast Capital
Programme to provide such subsidies as are necgssar
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o] The proposals provide a robust and flexible fundawdution to the urgent
social and first-time buyer needs of the Islandtheut jeopardising the
States’ Capital Programme or Strategic Reserve.

At the end of this Report are some details relatmmghe operation of the Housing
Development Fund, however it is not up-to-date.

The establishment of the Housing Development Fuad agreed by the States at its
meeting on 7th July 1999. The minute is as repredixelow:

“Establishment of Housing Development Fund — P.848

THE STATES, adopting a proposition of the Financed aEconomics
Committee, referred to their Act dated 7th July 4@®proving in principle the
establishment of a Housing Development Fund to teiistered by the
Finance and Economics Committee; and —

1. authorised the Finance and Economics Commitieenter into
the necessary agreements with lending instituttonenable an
appropriate level of finance to be secured to dgvéhe housing
units identified by the Planning and Environmeni@attee in
the report ‘Planning for Homes’ (R.C.10/99) and foture and
ongoing developments, in accordance with Articldsa@d 24 of
the Public Finance (Administration) (Jersey) Lavé 19

2. approved an annual allocation, as agreed byFthance and
Economics Committee, from the Capital fund to eedivlancing
charges to be met.”

Although this received the approval of the Staties,evidence | have seen does NOT
demonstrate effective monitoring and reporting.cAifsthe H.D.F. was accountable it
is NOT apparent to me to exactly whom? Concerng wgpressed at an early stage as
demonstrated below.

Audit Committee Review of Housing Development Fund

[Note — the following minutes of the meeting on &thrch 2001 are in the ‘A’ section
of the agenda and are therefore publicly availfble.

The minutes of the Finance and Economics Commitieeting of 5th March 2001
refer to discussion with the Value for Money Aulliatnager of a report on the Audit
Committee’s review of the Housing Development FuFiie minute (A7) states —

“The Committee noted that the Audit Committee hathuded, as follows:

(a) That the Housing Development Fund was an effeatigehanism for
providing a flexible means of funding the Housingvelopment
programme, and was meeting the overall strategm af providing
social rented and first-time buyer housing;
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(b) That, howeverthe expenditure needed to be more closely monitored
as, currently, schemes were approved on an ind&idasis, with the
total expenditure to date being provided annualtp@ugh this had
not yet occurred) to the Finance and Economics Cibteen Also, for
internal developments, all expenditure was inclyddithough most of
it would be recovered in the long term form rentalome;

(c) That, further, the Fund had only been fully operaéil for ten months
and as such no approved scheme had yet been cedhphst
procedure needed to be approved and applied scasnsure that
appropriate_ongoing monitoring arrangements were ptace, both
internally and over Housing Trusts as the use of ethFund

expanded.

The Audit Committee had also suggested that indhger term, consideration should
be given to setting up a body akin to the Uniteddgfiom Housing Corporation to
oversee the provision of social housing. The Conemitapproved the various
recommendations which the Audit Committee had madech addressed a range of
issues. In addition, the Committee noted that tledthg Committee was currently
examining the possibility of introducing ‘sharedugy arrangements in order to
safeguard the States’ interest in relation to thesily element of financial support.

In_ minute A8 of the same meeting on 5th March 2001a Treasury paper dated
22nd February 2001 was considered which set out attion plan relating to the
activity of the Housing Development Fund arising fom recommendations in the
Audit Report. The Committee (Finance and Economicsapproved the following
recommendations:

(a) Terms of Reference and Management Arrangements that the Head of
Corporate Capital, in conjunction with the HousiBgpartment, should
develop the terms of reference, together with aigbbet of procedures, to be
reviewed by the States’ Audit and Risk Managemeénision;

(b) Recording Effectiveness +that the schedules comprising the updated version
of the initial comprehensive forecast building pwogme should be used to
form the programme ‘base data’ position and be tgglan a six-monthly
basis in order to monitor the overall effectivenesthe programme;

(© Appraisal Assumptions —that for each development, the standard model
should be adjusted and three versions produced ‘fiest’, ‘worst’ and
‘middle’ case scenarios) in order to provide fonstvity analysis in respect
of interest rates and rental assumptions;

(d) Monitoring Developments —that monitoring procedures should be developed
as part of the implementation plan flowing from fimglings of the Institute of
Public Finances (IPF) review of control of capagapenditure;

(e) Housing Trust Arrangements —that in relation to the possibility that the
current climate of low and falling interest ratestihe short to medium term
might assist in moving away from the current positi the Housing
Committee should raise the issue of who bears nterdst rate risk in its
ongoing dialogue with the Housing Trusts;
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() Feasibility Parameters — that the Housing Task Force should develop
feasibility parameter guidelines in respect of pos¢ development sites and
that such guidelines should be agreed by the Fenasmod Economics
Committee;

(9) Accounting System —that the Head of the Corporate Capital should ldgve
the appropriate accounting structure in conjunciiith the States Auditors.

The Treasurer of the States was directed to takedlcessary action and the Greffier
of the States was directed to send a copy of thigd\the Housing Committee.

Finance and Economics Committee meeting on 18th Sember 2002

Minute B4 (Confidential) of the Finance and Economics Committee meeting8iin 1
September 2002 records that the Committee reféoréd Act No. A8 of March 2001
(i.e. above) and recalled that it had requestetdibiailed terms of reference be drawn
up in respect of the operation of the Housing Dewelent Fund. The Committee
received and considered the terms of reference hwiiad been produced in
consultation with officers of the Housing Task Foend agreed to endorse them.

Finance and Economics Committee meeting on 5th Felary 2004

Item B1 (Confidential) of the Finance and Economics Committee meeting thn 5
February 2004 considered a Treasury paper dated Zattuary 2004 concerning
proposals for eliminating the current exposure riteriest rate risk inherent in the
Housing Development Fund (HDF). The Committee regmy that the HDF

provided a mechanism for the funding housing dewakents through providing

interest rate subsidy and development subsidy @vhecessary) for Housing Trusts in
order to enable them to raise the necessary finandeundertake developments. It
was noted that the HDF supported existing borrosinf Housing Trusts and had
provided funding for an additional 504 completedtsurof accommodation with a

further 151 units in the planning and developmérases.

Having noted the various options available regay@iction which could be taken, and
taking into consideration the potential substarg@sts involved in some of them, the
Committee agreed that the present arrangementddsheumaintained; however the
officers were directed to keep the position unéeraw and to explore further possible
alternative arrangements and to report back t&€timamittee in due course.

Extract from 2005 Accounts

The Housing Development Fund is reported separatélyin the 2005 accounts at
page 92 under the heading ‘Separately Constitutedi$=. It includes the following
narrative —

“The States approved P74/99 and P84/99 on 7 Ju§918nd thereby the
creation of the Housing Development Fund to be adtdred by the Finance
and Economics Committee.

The rationale for the Housing Development Fund as help meet the
requirements for the development of social rented farst time buyer homes
as identified in the ‘Planning for Homes’ Report]R0/99).
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The Housing Development Fund does not fund theembodt of a housing
scheme but provides development and interest sutzsiehable the cost of the
scheme to be repaid from its rental stream or sedeipts in the case of first-
time buyer properties.

The Housing Development Fund, therefore, providesiévelopments whose
overall value is many times that of the Fund.

The Housing Development Fund provides interestidyldsr those Housing

Trust properties acquired under the former HousbDgvelopment Schemes
Account and supports the development of socialetehibusing on rezoned
sites by capping the interest liability of Housifigusts to a maximum of 6%’
(changed to 4%).”

It then set out details of the developments thatewn the course of construction

(203 units in 2005) and projects those that werplamning stages at 31st December
2005. The accounts for the previous years includaild of completed developments:

e.g. 276 units completed in 2002 and 228 unitHB2

Guarantees and Commitments
Letters of Comfort
Notes to the Financial Accounts for 2005 page »xstates:

‘The Housing and Finance and Economics Committee lagreed to provide
financial support to various Housing Trusts in resp of bank loans. The
Finance & Economics Committee issues ‘letter of fooimto the banks in

respect of bank loans. These letters of comfomatoconstitute guarantees.
As at the year end, letters of comfort in respdctoans totalling £125.7

million were in issue.’

A review of the Minutes of the Finance and Econ@a@ommittee for 1995 and 1996
has confirmed that the Finance and Economics Camengave consideration to the
content of Letters of Comfort and decided thatauld be unwise, and possibly also
illegal, to ‘guarantee’ the loans made to the Hogsirusts. A compromise wording
was agreed (meeting of 27th November 1995).

There is evidence within the minutes that the Fieaand Economics Committee
‘approves’ the issue of Letters of Comfort and iade aware of which Housing
schemes the loans relate to. Subsequent minutes vatk to the meeting of 27th
November 1995 when the compromise wording of théek®f Comfort was agreed.
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Extract from the States minutes dated 22nd July 20®in response to a question
asked about borrowings:

“Furthermore, the Housing Development Fund advanaesns for the

development of social rented or first time buyepparty, which are repaid
through the sale of these properties to first timgers or to Housing Trusts,
through rentals achieved from the completed deveéops or through

allocations to the Fund provided through the Capkand. The balance of
properties that are awaiting transfer to Housingu$t or are in the

administration of the Housing Committee amountefi36,679,896 as at 31st
December 2002.

Whilst not amounting to borrowing, as disclosechate 19 page xxxv of the
Financial Report and Accounts 2002, the States Ipaweided guarantees up
to a maximum of £20.2 million as at 31st Decemb@022to financial
institutions in respect of the borrowings of Jerdw Waterworks Company
Limited and up to a maximum of £5.5 million in respof the borrowings of
Jersey Arts Trust in connection with the renovattbthe Opera House.

Whilst also not amounting to borrowing the Housiagd Finance and
Economics Committees have agreed to provide fiahrscipport to various
Housing Trusts in respect of their bank loans edento in connection with
the Trusts’ development of social rented housiing. Finance and Economics
Committee issues ‘letters of comfort’ to the baimksespect of such loans.
These letters of comfort do not constitute guamsité\s at 31st December
2002, letters of comfort, in respect of loans tatgl £80.3 million were in
issue.”

[Note: by the end of 2005 this had risen to £125illion.]

In the present economic climate | believe that itmportant that we revisit systems
and financing from the most recent past to sdeey @are still “fit for purpose” and can

be utilised for the future — or have serious mistakeen made? The only way to find
out is to put the Housing Development Fund undemtiicroscope — something that |
alone am not resourced to do.

Financial and manpower implications

In my opinion the background knowledge and infoiorats held internally, therefore
the Report should be produced “in house” by Officef Housing, Treasury and
Property Services, therefore the cost should kteickesl to officer time only — in my
opinion if any assistance is required, the Comfarchnd Auditor General can be
requested to advise.

Page - 11
P.61/2010



Housing Development Fund

Income

Rental from sites

Interest on accumulated fund
Decrease in provision for loss on sale
Sale of stock

Over Provision for loss on sale

Other provision for loss on sale

Total Income

Expenditure

Development subsidy paid

Interest on temporary advances from Capital Fund
Interest subsidy paid

Administration expenses/recharges

Depreciation of completed works

Management Charge

Maintenance Charge

Total Expenditure

Surplus (Deficit) for year

2001
479,265

491,133
291,379

1,261,777

2,880,301
1,986,850
917,646

5,712,797

-4,451,020

2002

468,365
411,340
7,275,534
400,000
1,179,439

9,734,678

228,983
1,913,452
522,608
1,400

2,666,443

7,068,235

2003
473,055

1,625,000

2,098,055

1,482,211
553,698
475,275

1,700
795,854
18,624
55,871

3,383,233

-1,285,178

2004

590,986

480,000
224,076

1,295,062

327,405

1,224,117
1,900
199,498
26,075
78,224

1,857,219

-562,157

2005

623,644

1,622,518

2,246,162

439,762
45,826
1,351,483
1,647
308,189
25,862
77,586

2,250,355

-4,193

APPENDIX

2005
Restated
630,651

1,622,518

2,253,169

8,794,762
45,826
1,351,483
1,648
308,188
25,862
77,586

10,605,355

-8,352,186

2006
617,530

152,014
795,054

1,564,598

0
376,447
1,489,218
2,268
233,314
26,299
78,896

2,196,442

631,844

Note 1: The 2002 actuals were restated in 2003 accounts to net off the Interest Income against the Interest Expenditure to give
a net figure of £1,502,122. No Interest income shown in 2003 so assumed to have been netted off against expenditure.

Note 2: The working paper shows restated figures for 2005.





