ltem Cost
Depreciation 317.271
Rates 178.138
Response maintenance 171.415
Payroll costs 117.633
Consultancy services {internal) | 94.220
Property maintenance 82.425
Property renewals 68.914
Computer IM fixed charges 45.656
Occupancy costs 30.150
Corporate pverhead allocation 42.381
insurance 41,170
Legal costs — fees & costs 28.877
Water 31,317
Power 17,752
Security — property 7.425
Pest control 2,403
Building compliance costs 2,006
Grounds Maintenance 1,495
Cleaning 779
Cell phones 746
(General expenses 161
Total 1,288,029

9.1.3. Running costs per unit

The villages differ in their annual running costs when averaged out per unit with the highest being
$4,606 for Tane Street in New Lynn and the lowest being $3,616 for Godiey Court. A difference of
$1,080. Significant differences are apparent across the villages with maintenance costs and
renewals.

For property maintenance, the most expensive units to maintain are Godley Court and North
Karaka Street at over $400 per unit, and least expensive are Westview Village and Wilsher Viliage,
at below $200 per unit. Reasons why Wilsher has jow running costs may be partly due to the high
vacancy raie and that repairs and maintenance are carried out only in response to requests by
tenants.

Table 19: Total running cost per unit

Village Property Property | Depreciation Other ' | Total

Maintenance | Renewals

$ $ $ $ $
Flagstaff Village 201 230 1,015 2,392 3,898
Godiey Court 438 122 703 2,355 3,618
Harmony Village 186 314 852 2,354 3,708
Hutchinson Avenue 251 223 1,018 2,411 3,804
Kaurilands Court 268 137 998 2,347 3,750
Kaumatua Village 287 141 950 2,426 3,804
Jack Smythe Village 207 200 1.153 2,590 4,150
North Karaka St 449 - 948 2,681 4,078
South Karaka St 328 210 1,130 2,484 4,152
Tane Strest 370 585 1,068 2,672 4,696
Westview Village 192 313 877 2,632 4,014
Wilsher village 169 144 985 2.385 3,887
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Note: Other ' = various costs including, water, security of property, payroll costs, legal costs, internal
consultancy services, Computer IM fixed charges, response maintenance, occupancy costs, and corporate
overhead allocation.

9.2. Current income from the housing pertfolio

The 2004/05 financial yvear’s revenue from the housing portfolio is nearly $1.1million {$1,082,949),
which is roughly half of the revenue that would be achieved if market rents were set (see Table 20
below). Across the villages there are differences in the rent levels when compared to the market
rent. For example, in Jack Smythe Village and North Karaka Street the average rent represents
56% of market rent, whereas in Tane Street and Westview village, this ratio falis to 46% and 47%
respectively.

Frequently the rent received is less than 25% of gross benefit because benefit increases have
outpaced the rental increase. Qur current rental policies are: 25% of gross benefits, 6 monthly rent
increase at $10 maximum.

Rents are affected by the percentage of tenants who receive national superannuation or who
receive other benefits (for exampie, unemployment or sickness benetit which are paid at iower
levels than superannuation). Council's rental policy suggests that the main target group for
housing are older people who receive superannuation. Two thirds of the tenants receive
superannuation (66%) see Table 20 below, which in turn means that the amount of superannuation
affect rent levels and therefore overall rental income.

Table 20: Current rent levels compared to market rent levels

Village % of tenants | Market Current Current Difference
receiving rental rentai rent as % i between
Super- Policies of market | market rent
Annuation ' rent and current
rental policy
Flagstaff Vitlage 79 188,160 99,792 53% 88,368
Godley Court 69 201,840 107,184 53% 94,656
Harmony Village 75 270,000 147,840 55% 122,160
Hutchinson Avenue 69 115,680 59,136 51% 56,544
Kaurilands Court 64 147,840 81,312 55% 66,528
Kaumatua Village 45 312,960 162,824 52% 150,336
Jack Smythe Village a0 138,720 73,920 53% 64,800
North Karaka St 77 84,720 48,048 57% 36,672
South Karaka St 100 59,520 29,568 50% 29952
Tane Street 50 45,120 22,176 49% 22,944
Westview Village 52 276,480 155,232 56% 121,248
Wilsher village 65 355,200 251,328 71% 103,872
Total 66% 2,196,240 | 1,238,160 | 56% 958,080
average average

Note: * Percentage of tenants on superannuation in the village (target group). The remaining tenants are on
other benefits (eg. sick benefit, widows pension).

The different rent ievels according o the type of benefit can be seen in Table 21 below. Rent per
unit across all the villages is $77 per week for a single person on superannuation, and $117 for a
couple.

Table 21: Rent levels for a single person and two person unit
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Benefit type Fortnightly  gross | Fortnightly rent Weekly rent
henefit {25% of gross benefit)

Superannuation 619.46 154.86 77.43
Double Superannuation 940.64 235.16 117.58
{couple)

invalids 505.12 124.44 62.22
Sickness 399.06 89.76 49.88
Unemploymernt 399.06 99.76 49.88

9.3. Income from the housing portfoiio ~ 6 options

There are 6 options to Council as to how it can receive a return on the housing for older adults
portfolic. These options include retaining the portfolic with a variety of rent levels, or earning
interest on the capital received from selling the housing to another provider. See Table 22 below
for detaiis on these options.

In all instances, the current model produces less income than all the alternative options, and the
opportunity cost represents that difference. The amount of ‘lost’ income per year, ranges from just
over $200,000 by selling to a social housing provider, to $1.1 million by increasing rent to a market
level. Two social housing variations are offered. One is to divest the housing to another provider,
the other is to continue the service, but increase the rent so it stays within the confines of an
‘affordable rent’ in order to raise revenue.

In 2004/2005, HFOA business unit required a rate subsidy of $205,000 (actual resuit of Financial
Report). Therefore, rentals were $205,000 iess than all expenditures.

9.3.1. Continue to provide housing

Option 1 — current rental return

Option 2 — market rental return

Option 3 - social housing at 70% market rental return
Option 4 — social housing {local context)

Four income options are presented should the Council want to continue to provide housing. Rent
levels could remain at the current level which would be status quo (option 1) or be raised to
increase income so that the portfolio would become more commercialty viable. The highest return
would be generated by charging rents at market rate {option 2}, which would double the current
income and return $2.2 milion. This would not constitute social housing. The two sociat housing
models {(options 3 & 4) would also generate more revenue but to a lesser extent. For example, if
rent were increased to 70% of market rent (option 3), this would generate additional revenue of
$299,208. Rents could be set at a higher level and still be considered social housing, by pitching
rent at 70% of Housing New Zealand's lowest 25% of rent levels in Waitakere City (option: 4}.

If rents are increased to say 70% of the market rate, this is likely to have an effect on the demand
for the housing. The extent of the impact upon demand is not known. Potential tenants may
choose instead to search the private rental market for accommodation perhaps of better quality but
not at a significantly higher cost, Tenants of privately owned accommeodation are also entitled to
apply for the accommodation suppiement. Rents for the Counci’s units are currently set at $77
per person {on superannuation) per week, and if pitched at 70% of market rate, rents would vary
from $77 for the cheapest unit to $115 for the most expensive unit {see Table 23 for further
details).

The rents suggest that the condition of our HFOQA stock is generally below market, given that 70%
of our market rent is actually fess than 70% of the lowest quarter of market rents for Housing New
Zealand's one bedroom flats.

8.3.2. Sell the housing
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Option 5 — sale at market value
Option 6 — sale to social housing provider at 70% market value

Options for selling the portfolio, include seiling at market price (option 5), or below market price in
order to divest the asset to another social provider or an agency or organisation who are keen to
enter the affordable housing market (option 6). The income received through interest accrued from
the capital following a sale would be dependent on the sale price of the portfolio. The annual
return from interest foliowing realisation of capital ($1.5 million at market price sale or $1.3 million
with a sale at 70% of market price), is similar to the revenue generated through the provision of
social housing with rent levels at 70% market rent ($1.5 million}.

9.3.3. Social housing at 70% market rental (option 3) and accommodation supplement

There is the potential to access central government funding through a rental supplement
(accommodation supplement) which would help to fund a rental increase and is fikely to minimise
the rent impact for residents. Refer to Table 23.

These figures about the accommodation supplement should be read with caution as further
research needs to be done to validate them. However, for present purposes, it acts as a
benchmark, and gives an indication of how the supplement would work and the financial impact on
the tenants.

The majority of a rental increase to 70% of market rate (Option 3}, appears to be covered by the
accommodation suppiement. This means that most of the additional $299,208 revenue generated
wouid be covered by a benefit paid by central government. In three units occupanits would need to
pay an extra $1 per week, and in one unit an occupant would need to pay an extra $1.50 per week
(see Table 23). The cost to tenants totais $216 per year. The figures are based on the
assumption that the superannuants in the villages are currently not applying for rental supplement
from Work & Income New Zealand. The scenario covers only tenants receiving superannuation,
although the rental suppiement can be paid to older people receiving other benefits (such as
sickness benefit or widows benefit), however, for these other types of beneficiaries, they are likely
to have to pay more of the rental increase because currently they are paying less rent than the
superannuants.
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9.4. Retaining the housing portfolio — four scenarios

There are many different scenarios regarding the future use of the villages, if Council were to
retain ownership of the portfolio. The four scenarios present a variety of possibilities with different
unit numbers, village numbers and standards of service provision. Costs given are for an average
year over a 5 year period. See Tables 24 and 25 below.

Eor each scenario, a “break even” rent per week per unit is estimated, when the rent is increased
to the “break even’ rent, there will be no “rate subsidy” required. The cost of the scenarios to the
Council via rates vary significantly, from $56,308 for maintaining the portfolio but selling one of the
villages (scenario 3) to $2.3 million 1o redevelop cne of the villages with larger size units (scenaric
4). The current level of service with the same number of unit would require a “rate subsidy” of
$600k per year over 5 years (scenario 1). With each level of service, the cost of improvements
increase, so the cost to Councit also increases.

Scenario 1 — Current levels of service (Table 24)
Current levels of service could be improved as there are questions about the suitability of the
villages and units for older as discussed above.

Scenario 2 - Provide for Growth (Table 24)

It is forecasted that the proportion of oider peopie in need of social housing will increase, and that
the current housing stock would be fully occupied. The city's poputation is forecasted to grow and it
is estimated that an additional 150 units for older peopie will be needed to accommodate growth
between 2001 — 2011. This scenario looks at increasing the number of units by 40 in the next 5
years. The example is based on Harmony Viliage that has 40 units. Assumptions:

(a) Year 1: Purchase land at Harmony Village's land vaiue - $750,000

(b) Year 4. Build 40 units. Harmony Village's Building area is 1,600m”.

(c) Current building cost at $2,000 per m® = $3.2 million.

(d) Interest cost is 7% per year on land purchase cost and building cost.

Depreciation on the building: Structure 50 years of life; Roof 20 years of life; Internal furnishings 15
years of life; Fittings 20 years of life; Services 22 years of life. Depreciation costs start from year 5.

Scenario 3 - Redevelop one of the villages (Tabile 25)

Housing NZ funding {up to $1 miliion) is available for this option as there would not be a reduction
in the number of Housing units. The example used is Wisher village. This would involve
demolishing and rebuilding at Year 1. Cost of demolition is estimated to be $200,000. The units
are the smaitest across all the villages (approximately 24m? so redevelopment would increase the
unit size by 100%. The building area will double to 5,238 m?. At $2000 per m? the building cost
will be $10.476 million. From Year 2, the village can be rented out and returning a rental income.

Scenario 4 - Sell one of the villages (Table 25)

With this scenario the Housing NZ funding is not available for any upgrade or reconfiguration work
for any of the villages, as there would be a reduction in the number of units. There is the
opportunity to sell off a village and use the proceeds (annual interest income} to fund the cost of
other villages. Wilsher village is used as an example for this scenario. Like some of the other
villages, tenants on superannuation occupy only a portion of the units at Wilsher {65%). The
balance is occupied by other beneficiaries or are vacant. This indicates that there is a surplus of
units for superannuants that meet the WCC rental criteria.

Notes for Tables 24 & 26
" Current level of service
The current level of service is the minimum that can be offered, although the conditions of the
HFOA units are in some cases unsuitable. This level of service does not include funding 1o:
« Fix problems identified at the village sites in a health and safety survey that was carried out by
WCC officers (at a cost of $83,000 per year for the next 5 years).
s+ This level of service is below Threshold 1 in the “Property Quality Standard” approach.
« At this level of service, we cannot charge 70% of Housing New Zealand lower quartile rent.
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2 Upgrade to Threshoid 2

This is a medium level of service in the "Property Quality Standard" approach. It includes funding
to fix problems identified in the units in a condition survey and at the village sites in a heatth and
safety survey,

% Upgrade to Threshoid 3
This is a medium to high level of service in the "Property Quality Standard" approach. It includes
funding to fix problems identified in the units in a condition survey and at the village sites in a
health and safety survey.

4 Reconfiguration
increasing the size of a unit significantly. it includes funding to fix problers identified in the units in
a condition survey and at the village sites in a heaith and safety survey.

® Housing NZ funding

Housing NZ has indicated that funding wilt not exceed $1 million for any upgrade or reconfiguration
work on Waitakere City Council HFOA housing stock.
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9.5. Selling the portfolio — two scenarios

A sale of the housing portfolio in its entirety would produce a positive financial return for the
Council. Two scenarios are presented in Tables 26 & 27.  The best financial return is if the
portfolic is soid at market value ($1.8million a year), compared to selling at a reduced market rate
to a sociat housing provider ($1.3 million a year).

Scenario 1 - Sell the portfolio at market value

Tabie 26: Selling the porttolio at market value

Portfolio = | Selling Net sale | Annual Current Income
market expenses | value ° interest off | HFOA from
Value ' 2 income netloss ° | interest +
(7%) * saving of
running
cost®
$23,170,000 [ $693,250 $22,476,750 $1,573,373 | $205,112 | $1,778,484

Notes:
' Market values — set by a valuation dated June 2005, by Bristow, Barbour & Walker
Selling expenses — real estate expenses based on Barfoot & Thompson charge rate; and legal expenses
set at 1% of market value
® Net sale value — Market values less selling expenses
* Annual interest off income at 7% - Net Sales value earning 7% interest per year
® Current HFOA Net Loss based on financial year 2004/2005 actual running cost less rental income
® interest income + saving of running cost - if the HFOA assets were sold, there would be savings from not
having to pay the running cost plus the benefit of earning interest from the capital following the sale

Scenario 2 - Sell the portfolio at 70% of market rate to another housing provider

Table 27: Selling the portfolio to another social housing provider

Portfolio = | Selling Net sale | Annual Current Income
70% market | expenses | value ° interest off | HFOA from
Value ' z income netioss ° | interest +
(7%) * saving of
running
cost ®
$16,219,000 | $231,700 $15,987,300 $1,119,111 $205,112 | $1,324,223

Notes:

' 70% Market values — was 70% of market value set by a valuation dated June 2005, by Bristow, Barbour &
Walker.

£ Selling expenses — were legal expenses only. This is assuming that a Social Housing Provider can be
found and a deal can be negotiated between the Council and the social housing provider without real estate
agents.

* Net sale value — Market values less selling expenses

* Annual interest off income at 7% - Net Sales value earning 7% interest per year

® Current HFOA Net Loss based on financial year 2004/2005 actual running cost less rental income

® Interest income + saving of running cost - If the HFOA assets were sold, there would be savings from not
having to pay the running cost plus the benefit of earning interest from the capita! following the sale
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10. Options for governance

Mechanisms for owning and managing housing:

a) Keep within Council

b) Keep within Council but contract out certain aspects

¢) Arms length — Trust or Limited Liability Company

d) Contract out housing {private contractor, HNZ, another Council)
e} Partnership

All alternative governance options are likely to increase the cost to Council — mainly due o the
costs associated with setting up any new structure, Council oversight requirements and potential
tax implications. As a stand alone entity, it may be difficult for the portfolio to sustain the levels of
debt necessary to fund a capital expenditure programme.

Tax will be an issue unless the portfolio is carefully managed to a breakeven position. While

theoretically possibie this is difficult, due to timing differences in the treatment of things like

depreciation and provisions.

 Offsetting taxable profit may be possible, but it likely to be difficult, although a Company shouid
be able to offset its losses against Council's taxable income {from interest earned for example} in
due course; and

* A trust won't be able to offset its loss against Council’s tax although a Charitable Trust status, if
attainable, would be non taxable.

In short, Council's housing for older adults portfolio is too smail and insufficiently profitable as it
stands to justify the set-up costs of many of the following options. In future, depending on how the
portfolio and Council develop, opticns that seem unsuitable now are likely to become more
relevant.

While each governance option will be outlined below it is not proposed to go into detail about the
financial implications of each one at this stage. Should an option or options appear attractive
Council officers would look to undertake a full investigation including (as necessary) obtaining
binding rulings from the Infand Revenue Department on the fax implications of the various
suggestions.

It is important to note that for many of these options a special consuitative procedure is likely to
need to be undertaken prior to any changes being made, as they amount to a change in the mode
of delivery of a significant activity.

10.1. Governance Option 1: In-house cost centre — current set up

Advantages & opportunities
There are a number of advantages to carrying on business as usual.

* The housing for the oider adulis portfolio is presently managed with reasonable efficiency.

* Financial opportunity - If the portfolic was treated as investment property for accounting purposes
(which is not recommended, as its primary purpose is social rather than rental or capital growth)
then it may not need to be depreciated. i.e. we would not need to fund the depreciation through
rates.

* Day-to-day management - Council officers have a number of years of experience in the housing
for the older adults market, and in-house knowledge of the tenants and the portfolio is good.

* The property officer provides a vaiued service and tenants generally rate their experience in the
units as a good one.

Weaknesses & challenges

* Financial situation; mare funds need to be allocated for maintenance than have been in recent
years the availability of funding from Housing New Zealand Corporation should ease the
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burden of large scale redevelopment on the Council. Councit officers are building on existing
rejationships and developing networks within Housing New Zealand Corporation to facilitate
this.

» In-house processes could be improved, for example, around maintenance, refurbishment, debt
management and information management about tenants and units.

10.2. Governance Option 2: In house Business Unit - with increased responsibility and
accountability

Similar in many ways to Option 1, however this option involves ring fencing the housing for the
older adults portfolic as a business unit.

Strengths & opportunities

» May provide a more flexible and focussed environment to help ensure the portfolic is better
managed and generate better returns by the setting of commercial type performance targets.

» More transparent in that any cross subsidisation with be more apparent.

« By concentrating solely on all aspects of the business at hand, this may in turn ensure that it
was mare accommodating of all of the well-beings with which Council is concerned.

» Separation of the maintenance and mowing contracts from the main Council contracts may
have advantages as the requirements of the housing for the older adults portfolio differ
significantly from those of the rest of Council’'s property.

Weaknesses & challenges
« More general accounting staff time required to cover off increased accounting and database
management. Also more focus and time needed by Business Analyst to manage data, set up
and monitor performance measures and to develop and maintain quasi commercial reports on a
regular basis.

10.3. Governance Option 3: In house — but contract out certain aspects

Strengths & opportunities

« There may be opportunities to outsource services relating to the housing for the older adulits
portfolio.

» Qutsource debt management - This would invoive an external provider undertaking ail of the debt
management for the portfolio including taking action should tenants fall into arrears. While some
oversight by Council officers would be required, it may be less than the time taken now. Caution
would need to be exercised to ensure that the funds were collected appropriately and without
excessive pressure, given the nature of the tenants.

« Outsource tenancy management including the allocation of tenants — savings may be able to be
made, depending on the terms on which management was outsourced. For example, with
maintenance.

« Other public or voluntary providers may aiso be interested in managing Council units.

10.4 Governance Option 4 — Arms Length options

This would generally entail the setting up of either a trust or a limited liability company and
transferring the assets and operation to the new entity.

Strengths & Opportunities
« The arms length set up would mean stronger tfransparency and accountabifity which should
result in efficiencies.
+ May iend itself to attracting commercial joint ventures.

Weaknesses & challenges
» Both of these options would be costly 1o set up and administer.
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» Compliance costs, including those required by council-controlled organisations, would be
increased significantly.

* Likely to attract income tax and, although this can be offset against group losses, would
result in more compiiance issues.

* The relatively small size of the operation would exaggerate the negative effect of the three
preceding poinis.

* At a giance it is difficult to envisage how this could operate as a stand alone commerciai
entity without either a subsidy from Council or the levying of market rents.

Various options and scenarios could be explored with regard to an arms length set-up, whether it
be through a limited liability company or through some form of Trust structure (eg Charitable or
Beneficial). Further work needs to be undertaken to present these options in more detail.

10.5 Governance Option 5: Partnership

Strengths & opportunities
* This aption is possibly best combined with one of the other governance options in order to
ensure that both parties are comfortable with the structure created.
+ Flexible - Partnerships are fairly flexible, but the taxation implications of this type of structure
would need te be carefully considered.

Weakness & challenge

» The difficulty is finding a suitable partner or partners and then deciding how the partnership
should work.

AW
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