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Housing is central to
community wellbeing

A home is more than a house

Housing fulfils the basic human physical need for
shelter. However, housing is more than this for the
Napier community. It affects overall wellbeing and
contributes to a person’s sense of community and
belonging. Housing provides a place to call “home*”.

Having a home contributes to a sense of security and
identity and provides a connection to the community.
Housing affordability and security can be a major
contributor to physical and mental health, and to
overall wellbeing.

“"A home is more than a house, it’s the foundation
for wellbeing, prosperity and being able to live with
dignity”—Maori and Iwi Housing Innovation (MAIHI)
Framework.

Housing stress and pressure can be the first domino
to fall for a household or whanau. It can lead to other
negative impacts for the individual, their whanau, and
wider community, with flow-on impacts on education,
employment and overall economic prosperity.

This housing strategy provides a pathway for the
Council to prioritise its role in housing

Napier faces significant housing pressures. At the same

time, central government is driving reform for housing
policy and the way in which local government operates.
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The combination of these pressures and changes
means that it is time to step back and agree what is
important to Napier Ahuriri and the community that
calls Ahuriri home.

This strategy sets out a vision and framework for
Napier City Council to address Napier’s housing
needs and the stress across the housing continuum—
from homelessness to home ownership.

This strategy intends to provide a guiding frame so that
the Council can clarify its role and prioritise its focus
within a complex housing system to best support the
residents of Napier. This includes identifying how the
Council can work effectively with other actors across
the housing continuum. For example, exploring the

role that the Council plays in the provision of council
housing, and the extent to which the Council provides
social support.

This housing strategy complements the Council’s
overall vision and priorities

This strategy continues work that the Council has
undertaken across the housing continuum (including
the Homelessness in Napier Report, recommendations
from the report were approved by Council in July
2022), and other strategies (such as the Positive
Ageing Strategy). It complements the Council’s
recently adopted vision and strategic priorities

for the city.
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THE COUNCIL’'S VISION AND FIVE STRATEGIC PRIORITIES

é¢  Lnabling places
and spaces where
everybody wants to be. 99

Financially sustainable council: The Council has

an operating model and financial strategy which is
affordable for ratepayers and enables us to achieve our
objectives.

A great visitor destination: Napier is a destination
aspiring to provide ‘world-class’ facilities and attract
visitors to our city.

Spaces and places for all: Napier has spaces and
places that everyone has access to and wants to use.

A resilient city—the ability to thrive and withstand
impacts, knocks and shocks: Council makes good
future planning and investment decisions to prepare for
a changing climate future and enables our community
to build self-reliance.

Nurturing authentic relationships with our community
and partners: Council fosters meaningful relationships,
demonstrating our commitment to listen to our
community’s needs, concerns, and aspirations.
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Napier is unique in the
housing challenges it faces

Napier’s population is growing and changing

Napier Ahuriri is one of two small cities closely situated
on the coast of the Hawke’s Bay region. It has a
population of nearly 66,000 (Social Wellbeing Agency,
2021) and is home to Ahuriri and Heretaunga Tamatea
hapl of Ngati Kahungungu.

With a growing population, it’'s expected that the city
will need 6,700 more houses over the next 30 years
(Barker & Associates Limited, 2023).

This population growth is across two of Napier’s most
vulnerable cohorts—its senior citizens and young Méaori.
A quarter of current residents are over 65 (Social
Wellbeing Agency, 2021) and this is forecast to increase
by 60% in the next 30 years (Birman Consulting
Limited, 2023).

Maori make up 23% of the total population and have
a much younger age profile than the rest of the city
(Social Wellbeing Agency, 2021). 45% of male Maori
and 42.5% of female Maori in the region are under
the age of 19 (StatsNZ, 2018). Napier needs to grow
and develop in a way that matches the needs of these
changing demographics.

In addition, the restoration and rebuilding of
infrastructure across the region in response to climate
events such as Cyclone Gabrielle is expected to bring
more workers into the region—putting further pressure
on housing and related infrastructure.
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Housing stress is becoming more acute

Napier, and the wider Hawke’s Bay region, has

been facing significant housing stress over the last
decade. This pressure can be seen across the housing
continuum with high house prices and rents pushing
more households out of the private market and in need
of broader housing support.

House prices and rental unaffordability have increased
significantly as development in the city struggles

to keep pace with demand. House sale prices have
increased by 132% since 2013, compared to 107%
nationally. Rents have faced similar trends—increasing
79% since 2013, compared to 47% nationally (Ministry
of Housing and Urban Development, 2023a).

Over the last few years, Napier has seen numbers

on the public housing register grow. Today it has

the fifth-highest number of people on the housing
register per 10,000 people nationwide (Ministry of
Housing and Urban Development, 2023b). The number
of people in emergency and transitional housing is
increasing, including a large proportion of households
with tamariki.
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This housing stress is a symptom of systemic
challenges facing Napier

These pressures are symptoms of systemic housing
market challenges across Aotearoa, with some
elements unique to Napier.

Napier, and the wider Hawkes Bay region, is particularly
vulnerable to the effects of climate change. Set
between the ocean on one side and highly productive
land on the other, Napier also has limited space to
develop new housing. Land availability and supply is an
ongoing challenge for the city.

The effects of Cyclone Gabrielle have intensified these
challenges and placed pressure on housing supply and
related infrastructure.

Alongside these physical constraints, Napier has

an ongoing challenge with progressing greater
intensification and getting buy-in from across the
community. Community opposition to growth can be
just as limiting as physical constraints.



Draft Housing Strategy (Doc Id 1742977) Item 3 - Attachment 1

(4 INdpPIEr CIly COUIICI Urdit Mousinyg swrdieyy

Housing outcomes across the
housing continuum

65,856 | (74,900 20% 60% 23% 45% | 43%

male female

© © Ny s 3 %

residents projected in of residents are of

expected increase

cople live in Napier the next 10 years of residents are in beople aged Maori ethnicity, of Maori are under
peop e according to medium over 65 years old peop 9 compared to 16.5% the age of 19
o 64+ by 2053 :
projections nationally
|\ J A\ J (. J (. J A\ J A\ J
Social Wellbeing Agency, 2021 StatsNZ, 2021 Social Wellbeing Agency, 2021 Birman Consulting Limited, 2023 Social Wellbeing Agency, 2021 StatsNZ, 2018
'd ~\
HOMELESSNESS fg\5
'd ~\
Maori are disproportionately There are 138 households In the quarter ending March 2023, FULL HOME OWNERSHIP
affected by homelessness, with in Napier living in there were 760 Emergency Housing
a significant number in emergency housing, with Special Needs Grants approved in 68% of households live in House sale prices have
emergency accommodation over half of the residents Napier, 43% of the total across the owned houses and 32% live in increased by 132% since 2013
being Maori. being children. East Coast. rented (not-owned) houses. compared to 107% nationally.
L Ministry of Social Development, 2023 Ministry for Social Development, 2023 Ministry of Housing and Urban Development, 2023d ) Market Economics, 2021 Ministry of Housing and Urban Development, 2023a
| J

EMERGENCY AND PROGRESSIVE HOME FULL HOME
ROUGH SLEEPERS TRANSITIONAL HOUSING PUBLIC HOUSING ASSISTED RENTAL MARKET RENTAL OWNERSHIP OWNERSHIP
4 N\ ( N\
PUBLIC HOUSING @ NEW DEVELOPMENT @
There are 714 applicants on the There are 1582 There are 421 84% of houses are detached Napier is projected to need
public housing register. This is public homes and people living dwellings, with attached 6,700 more dwellings over
103 per 10,000 people and the 226 transitional across Napier City dwellings only making up 16%. the next 30 years.
5th highest in New Zealand housing places in Council’s 377
behind Rotorua, Gisborne, Napier. housing units. L Housing Development Capacity Assessment, 2021 Barker & Associates Limited, 2023 )
Opotiki and Kawerau.
Ministry of Housing and Urban Development, 2023b Napier City Council, 2023
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Housing strategy framework
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Vision and principles

Vision

Central to the strategy is the idea that housing should
meet the needs of all Napier residents. No matter what
type of housing people need, choose, or aspire to, they
should feel safe and secure.

This is reflected in the vision:

66 A thriving community:
People have access
to healthy, safe, and
affordable’ homes

that suit their needs. 99

1 Refer to the glossary on page 20
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Principles that guide decision-making

This vision is supported with three principles that are
intended to guide decision-making and that sit at the
heart of the approach the Council will take to achieving
housing outcomes.

These principles have been developed following
targeted stakeholder engagement. They focus on
aspects necessary to support a new way of working.

—LEADERSHIP WITH PARTNERSHIP

Better housing outcomes cannot be achieved by one
actor. Collective efforts are needed across the housing
continuum, to achieve better outcomes for the Hawke’s
Bay region and nationwide. This means having healthy
and active partnerships and collaboration underpinning
all approaches.

Fundamentally, achieving successful housing outcomes
requires an effective partnership approach between all
organisations, including Napier City Council, iwi and
hapd, central government, developers, local community
groups, and service providers.

—WELLBEING THROUGH HOUSING

Housing involves more than just a physical structure or
financial asset. The quality of a person’s housing affects
their overall wellbeing and their sense of community
and belonging.

Item 3 - Attachment 1
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This strategy recognises that good-quality housing lays
the foundation for our social, economic, environmental,
and cultural wellbeing, today and in the future. Good-
quality housing makes it easier for the people of
Napier to develop and nurture their whanau and build
connections with their communities.

—AN INTERWOVEN HOUSING SYSTEM

The housing system is complex and is not confined by
council boundaries, individual policies, or individual
roles and responsibilities.

Stress on one aspect of the housing continuum
can have a domino effect on another. For example,
increasing rents can cause pressure on the demand
for public, transitional, and emergency housing.
Restrictive land-use regulations can dampen new
development and put pressure on house prices in a
constrained market.

These system dynamics play out across geographical
boundaries, into the neighbouring Hastings district and
the wider Hawke’s Bay region.
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Six roles that sit across the
housing continuum

Better housing outcomes need partners

The housing system is complex; successful

housing outcomes are not the responsibility of a
single organisation or sector. Many actors need to
come together to achieve system-wide change—
the Council, iwi and hapu, developers, public sector
partners, the community sector, and individuals.

For Napier, this means that everyone needs to work
together to respond to the changing needs of its
community. Taking a collective approach to housing will
enable each partner’s expertise, abilities, and mandates
to have greater impact.

There are six core housing roles

For the Council this means focusing on its varied roles
to best effect—being clear about the areas it can
control and the areas that require its influence. There
are six core housing roles available to the Council. We
have matched these roles to the focus areas identified
for each housing outcome.
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2
PARTNER

Iwi, hap(, and the Council have partnerships informed
by responsibilities under the Treaty of Waitangi.
These provide an enduring framework for connecting
communities and systems based on shared objectives.

g

CONNECTOR AND ADVOCATE

The Council has a leadership role to play in connecting
public agencies, iwi and hapU, housing developers,
businesses, and housing providers to help achieve
better housing outcomes, as well as more innovative
approaches to homelessness and housing issues across
the city.

The Council also advocates for the community it
represents and for better housing outcomes in Napier.

()

HOUSING PROVIDER

Like many other councils, Napier City Council plays a
community role as a housing provider for the Napier
community. The Council has 377 houses in 12 villages
spread across the city—a mix of retirement and
social housing.

Item 3 - Attachment 1

INDPIETI CIly COUIICIT UIdil mMOoudIinyg awrdieyy

82
=
INFRASTRUCTURE PROVIDER

The Council provides core infrastructure, amenities,

and services necessary for housing and communities.
For example, water supply, wastewater and stormwater
services, community facilities, and parks and recreation.

REGULATOR

The Council regulates land-use. It establishes
regulatory settings and zoning to enable the Council to
achieve wider housing goals. It is also the authority for
issuing and enforcing building consents. As part of this
regulatory work, the Council plays an educational role
helping others to navigate these regulatory process.

4]

LANDOWNER

The Council owns land and assets in strategic locations.
These can potentially be used in development
partnerships.

The Council also has the power to acquire land,
and therefore it could play a more active role in
development partnerships.
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Five housing outcomes
Better housing outcomes need partners

There are five interconnected housing outcomes that
contribute to achieving the vision. These sit across
the housing continuum, combining to achieve the
necessary transformation across the whole of the
housing system. For example, a well-functioning
housing system is one that provides sufficient land

supply and infrastructure to meet demand. The system

provides housing options located within or close
to the communities that people associate with. It is
climate resilient and can support improved housing
affordability and access to greater employment
opportunities.

Each outcome has a set of focus areas that contribute
to its achievement. We have described Council’s role
and its influence for each focus area.

We have also suggested success measures to help
stimulate future conversation and engagement about
measuring impact. These are indicative and should be
refined as part of further engagement.

It is important to note that the Council cannot
achieve these outcomes alone. Instead, a joined-up,
collaborative approach with the local community and
other actors in the housing system is required. This
includes for outcomes and focus areas where the
Council has a high degree of influence.

And finally, because this is an iterative and adaptive
strategy, these outcomes and focus areas will evolve
as pressures and opportunities change across the
community.
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Homes in AN
Napier are

affordable and AN

Housing is
resilient against
climate and
environmental
impacts

7\

The housing system
supports and
enables housing
development

o

HOUSING
OUTCOMES

suitable

Housing
supports \
connected and
accessible
communities

The housing /
aspirations of iwi /
and hapi are /

enabled through
Treaty partnerships /
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@ Homes in Napier are affordable and suitable

DESCRIPTION

This outcome focuses on ensuring
that homes are affordable and meet
the needs and aspirations of Napier’s
communities, including in areas of
highest need such as Napier’s ageing
population.

This outcome sits across the housing
continuum.

No matter what type of housing people
need, it should be affordable, and
provide security and stability.

FOCUS AREAS ROLE OF THE COUNCIL INFLUENCE
Home ownership is affordable Landowner Medium
d ible.
and accessible Regulator
Infrastructure provider
Connector and advocate
Households have security of Connector and advocate Low
tenure when renting.
Maori have access to a range of Landowner Medium
housing options, including home
) Regulator
ownership, affordable and stable 9
rental and papakainga housing. Infrastructure provider
Connector and advocate
There are sufficient non-market Connector and advocate High
housing options for households Housing provider
that cannot afford the private gp
rental and ownership market.
Sufficient support is provided Connector and advocate Low

to lift households out of
homelessness.
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POTENTIAL SUCCESS MEASURES

The ratio of housing costs to income
decreases.

There is agreement on what affordability
looks like in Napier.

The number of people on the public
housing register decreases.

The number of people who are rough
sleeping or living in emergency housing
decreases.

Maori have the same access to affordable
and suitable homes as other members of
the community.

Ordinary Meeting of Council - 14 March 2024
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&(7\3 Housing supports connected and accessible communities

DESCRIPTION FOCUS AREAS ROLE OF THE COUNCIL INFLUENCE POTENTIAL SUCCESS MEASURES
This outcome focuses on the Housing is built within Infrastructure provider High + Residents’ feeling of social connection
interconnection between housing and communities that are close to Reaulator increases.
communities. local amenities, schools, health 9 . i .

facilities, and transport options Landowner v UCTERGUOTIBISE I IS
It is about ensuring that housing is ’ P P ' facilities and major places of
situated in, or close to, places that ) employment is more accessible.
e @emeeies) (o leeEl] ErEriieEs e Housing developments have Connector and advocate Low

X . ) )
transport choices. mixed tenure. !Employment in the housing sector
increases.
The housing sector builds Connector and advocate Low

local skills and fosters local
employment opportunities.
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@“ The housing system supports and enables development

DESCRIPTION

This outcome focuses on ensuring there
is sufficient housing development across
the city.

It is about Napier having a well-
functioning housing market that

is responsive to challenges and
opportunities, including the changing
needs of its population (including the
ageing population).

FOCUS AREAS ROLE OF THE COUNCIL INFLUENCE
Housing is enabled across Infrastructure provider High
greenfield and brownfield Requlator
developments to meet demand. 9

Landowner
There is a greater supply of Connector and advocate Low
innovative housing support
products such as shared-equity
and progressive home ownership.
Regulatory and consenting Regulator High
processes are efficient and
responsive to demand.
The design and type of new-build Regulator Medium

housing responds and adapts to
the needs of communities.

Connector and advocate

Item 3 - Attachment 1
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POTENTIAL SUCCESS MEASURES

The number of new dwellings consented
per 1,000 residents increases.

Increase in new-build development inside
the High and Medium Density Residential
Zones.

Increase in building consents processed
within statutory timeframes.

New-build typologies are increasingly
diverse (e.g. townhouses).

Greater number of universally designed
homes.

Ordinary Meeting of Council - 14 March 2024
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The housing aspirations of iwi and hapi are enabled
through Treaty partnerships

DESCRIPTION

Item 3 - Attachment 1
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POTENTIAL SUCCESS MEASURES

This outcome focuses on leveraging

the potential of Treaty partnerships
between iwi, hapQ, and the Council so
that Treaty-based housing solutions
designed by iwi and hapl are supported.

FOCUS AREAS ROLE OF THE COUNCIL INFLUENCE
Treaty partnerships between iwi, Partner High
hapa, and .the Council are strong Connector and advocate
and enduring, and founded on
a shared understanding and
strategy.
Priority is given to unlocking and Partner Medium
enabling Treaty-based housing Infrastructure provider
approaches.
Regulator
Landowner
The Council champions iwi Partner High

and hapU-based housing
solutions, ensuring that Napier’s
communities are all aware of
the successes of Maori housing
solutions.

Connector and advocate

+ There is evidence of Treaty partnerships,
and the strength of that partnership is
informed by the direct views of iwi/hapa.

+  Shared housing outcomes are identified
and supported through Treaty
partnerships.

Ordinary Meeting of Council - 14 March 2024
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@ Housing is resilient against climate and
environmental impacts

DESCRIPTION FOCUS AREAS ROLE OF THE COUNCIL INFLUENCE POTENTIAL SUCCESS MEASURES
This outcome is about future-proofing Climate resilience is at the centre Regulator High +  Thereis less housing market growth in
housing a.cross Napier. It recognlses of urba'n-plannlng rules and Infrastructure provider high-risk areas.
that housing needs to be considered regulations. )
) . +  More five-star homes are developed over
and developed in a way that builds time
resilience. '
It is about housing being a central New hggsing developments Regulator Low
component of building a resilient and are resilient and use resources Connector and advocate
safe Napier, not just in design and efficiently.
construction, but also with planning
where growth takes place.

Ordinary Meeting of Council - 14 March 2024 15
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PUTTING THE
STRATEGY
INTO ACTION
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Three priority areas

These five outcomes sit across the housing continuum,
combining to achieve transformation across the
housing system.

These outcomes and the vision they support cannot
be achieved all at once, or by the Council alone. While
Napier faces significant housing pressures, the Council
is operating in a fiscally constrained environment and
needs to prioritise the actions it will take.

Therefore, when considering the current pressures
facing Napier, the outcomes sought, and the roles
available to the Council, we have identified three
priority areas of focus for the Council across the
housing continuum:

Ordinary Meeting of Council - 14 March 2024

FOCUS 1

Sufficient support is provided to lift households out of
homelessness.

FOCUS 2

There are sufficient non-market housing options for
households that cannot afford the private rental and
ownership market.

FOCUS 3

Housing is enabled across greenfield and brownfield
developments to meet demand.

We briefly explain these priority areas below, while
noting that further work needs to be completed
on each area as part of finalising the strategy and
potential future action plan.

17
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FOCUS 1

Sufficient support is provided to lift households out
of homelessness

Households unable to afford market housing and rents
across the city are facing significant housing stress. As
noted earlier, Napier has the fifth-highest number of
people on the register per 10,000 people.

Through the outcome “Homes in Napier are

affordable and suitable”, the strategy aims to ensure
that support is provided to lift households out of
homelessness. While the Council’s role in directly
addressing homelessness (rough sleepers and people
in emergency and transitional housing) is limited, it
should explore opportunities to work more closely with
local providers who are supporting those in need.

A range of local providers are currently supporting
those facing severe housing stress and entering
homelessness—such as Whatever It Takes Trust.
However, many of these providers are struggling
financially.

There is an opportunity for the Council to lean into the
role of “Connector and Advocate” through enabling

the work of others to effect change. This builds on the
Council’s previous recommendations on homelessness.

Ordinary Meeting of Council - 14 March 2024

FOCUS 2

There are sufficient non-market housing options for
households that cannot afford the private rental and
ownership market

High house prices and rents are causing more and more
households to fall out of the private accommodation
market, seeking housing support in the form of public
housing, council housing, transitional housing, or
emergency housing.

Through the outcome “Homes in Napier are affordable
and suitable”, the strategy focuses on ensuring that
there are sufficient non-market housing options for
households that cannot afford the private rental and
ownership market. Part of this includes a particular
focus on Napier’s ageing population.

The Council is in a unique position to support these
households, with its council housing portfolio. However,
as these units require significant ongoing investment
to modernise and maintain them, the Council needs

to decide how to leverage the housing portfolio
effectively.

There is an opportunity to explore indirect roles, such
as “Connector and Advocate”. In that role the Council
can work with partners such as Kainga Ora and other
community housing providers to deliver public housing
effectively across the city, as well as considering
region-wide approaches.

Item 3 - Attachment 1

INDPIETI CIly COUIICIT UIdil mMOoudIinyg awrdieyy

FOCUS 3

Housing is enabled across greenfield and brownfield
developments to meet demand

Napier is a growing city with over 6,700 more houses
expected over the next 30 years. This growth will need
to occur in an intensified and climate resilient manner.

Through the outcome “The housing system supports
and enables development”, the strategy seeks to
ensure that development is enabled across greenfield
and brownfield developments to meet demand.

To achieve this, there needs to be a continued focus
on enabling the development of housing and related
infrastructure in well-connected areas. The Council
has many direct roles available to do this, including
as “Regulator”, “Infrastructure Provider”, and
“Landowner”.

This builds on current work as part of the National

Policy Statement on Urban Development, and the
subsequent Future Development Strategy.

18
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Application across the
housing continuum (

FOCUS 1 FOCUS 2 FOCUS 3

There is sufficient support provided There are sufficient non-market Housing is enabled

to lift households out of housing options for households that across greenfield

homelessness cannot afford the private rental and and brownfield
ownership market developments to

meet demand

=
2
8 [Infrastructure Provider é:? J
O
L
E [Housing Provider @] [Regulator J
Lo
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Connect community trust, Whatever It Takes Trust, Emerge Aotearoa, Te Taiwhenua o Te Whanganui & Orotu, Mana Ahuriri,
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o Army, Te Whatu Ora Te Matau a Maut Hawkes Bay, Roopu a lwi Trust
<
% [ Ministry of Social Development J [ Te Puni Kokiri J
[
© [ Kainga Ora ]
[ Ministry of Housing and Urban Development ]
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Next steps for the Council’s
housing portfolio

One of the priority areas for this strategy is ensuring
there are sufficient non-market housing options for
households that cannot afford the private rental and
ownership market. As noted on page 18, the Council

is in a unigue position to be able to support these
households given its current housing portfolio—and its
particular focus on retirement housing. However, there
are choices about what this support looks like over the
longer term.

This centres around the role that the Council can play
to support the provision of public housing—whether to
continue as a direct “housing provider” or to explore
other options, such as enabling other providers.

Three broad options have been proposed for the
portfolio

The Council’'s 377 housing units are spread across the
city. This is in addition to 1,582 public houses in Napier
across Kainga Ora and Community Housing Providers
(Ministry of Housing and Urban Development, 2023c).

Three broad options have previously been canvassed
for the future of the housing portfolio.

e Retain the entire portfolio (including options
for slight adjustments in the approach such as
rental increases, as well as alternative investment
vehicles).

* Divest part of the portfolio.

* Divest the entire portfolio.
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Clear strategic perspective

The housing strategy provides a framework to help
consider these options. In particular, it highlights three
key strategic choices:

¢« Should the Council target retirement tenants given
the demand and ageing population, or continue to
focus on a mix of retirement and social tenants?

¢« Should the council take an enabling approach
that explores working with other providers to
encourage more activity in the city, or continue to
take a lead role in the delivery of housing (and how
may this change depending on the target tenants)?

« In the longer term, should the council explore
options to work with neighbouring councils to
provide Council housing, or continue to take a
Napier only approach?

Detailed assessment

Once the options have been refined, they will need to
be analysed in detail as part of Stage 2.

This includes gaining a better understanding of the
current context (the status quo), such as the current
and future maintenance requirements of the housing
portfolio, and what has changed since previous reports.
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The options then need to be assessed against a set of
criteria, such as:

financial implications fo

r Napier ratepayers

the impact on current tenants, and

the impact on the need for government assistance

and support.

-

Enabling D —

—>

Delivery

N

Takes a permitting and
empowering role, with other
providers taking a
leadership role.

Takes a lead role as a
housing provider within
the city.

s N
Regional &> Local
Works with neighbouring Takes a Napier approach to
councils to provide council the housing portfolio; the
housing. work of neighbouring

councils occurs separately.

s N
Targeted 1 Generalised

Prioritises a particular cohort
within the population for
housing provision - either
retirement or social housing.

Provides housing for a
broader cohort of those in
need, as well as retirement
and social housing.
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Glossary

Affordable: Housing is affordable when there is an ability to
balance housing costs with household financial resources so that
individuals, families and whanau have enough income left over to
pay for other necessities. What this looks like for each individual,
family and whanau across Aotearoa will be different.

Assisted rental: Subsidised rental accommodation where rents are
usually partially funded by the Income Related Rent Subsidy or the
Accommodation Supplement.
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Council housing: Properties owned by Napier City Council for the
provision of housing.

Emergency housing: Temporary and urgent accommodation for
those who have nowhere else to stay or are unable to remain in
their usual place of residence.

Homelessness: A living situation where people with no other
options to acquire safe and secure housing are without shelter,
in temporary accommodation, sharing accommodation with a
household, or living in uninhabitable housing. Homelessness
includes rough sleepers and people living in emergency or
transitional housing.

Housing register: Public housing applicants not currently in public
housing who have been assessed as eligible, and who are ready to
be matched to a suitable home.

Progressive home ownership: Ways of helping people into their
own homes through approaches such as rent-to-buy, shared

ownership or leasehold schemes.

Public housing: Properties owned or leased by Kainga Ora and
Community Housing Providers for use as public housing.

Transitional housing: Temporary accommodation and support for
individuals or families who are in urgent need of housing.
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Future direction for Napier
City Council's housing
portfolio
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Ordinary Meeting of Council - 14 March 2024 23



2024 Housing Review (Doc Id 1741576)

Disclaimer

This report has been prepared solely for the
purposes stated in it. It should not be relied on for
any other purpose.

No part of this report should be reproduced,
distributed, or communicated to any third-party,
unless we explicitly consent to this in advance. We
do not accept any liability if this report is used for
some other purpose for which it was not intended,
nor any liability to any third-party in respect of this
report.

Information provided by the client or others for
this assignment has not been independently
verified or audited.
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Any financial projections included in this
document (including budgets or forecasts) are
prospective financial information. Those
projections are based on information provided by
the client and on assumptions about future events
and management action that are outside our
control and that may or may not occur.

We have made reasonable efforts to ensure that
the information contained in this report was up to
date as at the time the report was published. That
information may become out of date quickly,
including as a result of events that are outside our
control.
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MartinJenkins, and its directors, officers,
employees, agents, consultants, and advisers, will
not have any liability arising from or otherwise in
connection with this report (or any omissions from
it), whether in contract, tort (including for
negligence, breach of statutory duty, or
otherwise), or any other form of legal liability
(except for any liability that by law may not be
excluded). The client irrevocably waives all claims
against them in connection with any such liability.

This Disclaimer supplements and does not replace
the Terms and Conditions of our engagement
contained in the Engagement Letter for this
assignment.
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Executive summary

You have been considering the
future of your housing portfolio
for five years

Like many other councils, Napier City Council has
been providing housing for the local community
for over 50 years. You initially focussed on
retirement housing, but you now provide housing
for 412 retirement, social, and supported living
tenants, across 12 villages.

You have been facing financial and operating
constraints as a council housing provider, and
therefore over the last five years you have been
reviewing your housing role and have explored
many options.

In 2022 you agreed that you would retain your
housing portfolio and develop a Housing Strategy,
so that your investment decisions would be based
on a broader understanding of housing in Napier
and the Council's role across the housing
continuum.

Your investment context has changed
significantly over the last year

Since that 2022 decision, your external context has
changed significantly: housing pressures have got
worse, Cyclone Gabrielle caused greater financial
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strain, and national housing policy settings are in
flux.

Your internal delivery pressures have also
worsened, and you have needed to contribute
$9.4 million over the last five years. If your current
approach continues you will need to contribute
almost $10 million over the next five years, and
almost $45 million over the period 2039-2043.

Napier has increasing numbers of elderly
people who rely on affordable options
for retirement

As your Housing Strategy notes, Napier has a
growing population of elderly people who cannot
afford retirement villages, and so rely on
affordable rental options for their retirement.

The Council's housing villages continue to be one
of the few options available in Napier to those
whose income is limited to superannuation and
who have no assets.

There are five broad options for
the future of your housing
portfolio

The Council has many levers it can use to provide
council housing effectively and within your
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financial constraints. The following five broad
options use different levers and combinations of
levers:

Option 1. Current state

Option 1is your current approach. This is where
tenancy and assets management are done by the
Council in-house. Rental income is based on a
fixed 80% cost recovery rate, and control of the
housing portfolio lies with the Council.

Option 2. Retirement only

Option 2 focusses on providing housing to tenants
over 65 and includes the sale of three social
villages. The Council retains control of the
remaining retirement villages.

Option 3. Mixed delivery model

Option 3 builds on Option 2 and involves using
various levers to optimise how you provide
housing. This includes changes in your operating
model, such as introducing partnerships and
outsourcing. Rents are reset annually to be 80% of
a three-year rolling average cost of providing
housing. Under this option some assets remain in
the Council's control, some are sold, and some are
developed.
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Executive summary (continued)

Option 4. Independent delivery

Under this option an independent housing entity
provides the housing service for the retirement
villages. Assets would be sold or transferred to the
independent entity. This could potentially include
a capital injection.

The entity's terms of reference and constitution
would define the role of the Council in delivering
this service and the levers the entity could use.

Option 5. No direct provision of housing

Under this option the Council would stop
providing council housing and divest itself of the
whole housing portfolio. The portfolio could be
sold or leased to any entity for any purpose - not
just housing. However, a new entity to which the
portfolio is sold or transferred could possibly
continue to provide council housing, and sale
agreements could include that as a condition.

We assessed each option
against five success factors

The success factor Financial sustainability
considers which housing operating model and
financial strategy will be affordable for ratepayers
and will enable the Council to achieve its housing
objectives.
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Option 1 (Current state) is not financially
sustainable, as expenses are forecast to increase
to be more than planned rental income and
Council funding. The other four options all present
a better financial outlook.

Housing supply considers the impact on the
overall supply of housing across Napier. The
options that score the highest are those that best
enable an increase in housing supply and that
ensure the housing provided is affordable for
tenants and can respond to demand. These are
Option 3 (Mixed delivery model) and Option 4
(Independent delivery).

Tenants' needs considers the impact on tenants
and communities, both now and into the future.
The options that score highest are those that both
minimise disruption to current tenants and also
enable the housing portfolio to continue to be fit-
for-purpose and to support cohesive communities.
Option 3 (Mixed delivery model) scores highest
here, as it balances minimising disruption to
current tenants with ensuring the stock is fit-for-
purpose.

Potential suppliers considers the capability and
capacity of potential service providers (including
the Council) and the external environment in
which they operate. Options that score highest are
those where the Council transfers or divests itself
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of assets - particularly Option 5 (No direct housing
provision), which assumes a full commercial sale
without conditions.

Council achievability considers the ability of the
Council to influence whether the outcomes in its
Housing Strategy are achieved and to implement
the changes required. The options that score
highest here tend to be those that are closer to
Option 1and current approaches. Part of this is
because the Council has more influence over
outcomes when it provides housing directly .

We recommend engaging with
the community on the options

Because the necessary decisions would be
consequential, and because you have engaged
with the community previously on options for your
housing portfolio, we recommend that your
consultation on your Long-Term Plan also include
consulting on:

* the financial implications of continuing your
current approach

* your Housing Strategy and your re-focus on
retirement housing, and

« four potential options the Council could
progress.
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Introduction

Napier City Council agreed to
develop a Housing Strategy

Napier City Council owns 377 council housing units
across 12 villages, housing 421 people. Many of the
units date back to the 1960s and need significant
ongoing investment to maintain and modernise
them and meet tenants' changing needs.

In May 2022 the Council decided to retain their
existing housing portfolio and instructed officers
to develop a Housing Strategy. The development
of a strategy meant that future decisions about
investment could be made with a broader
understanding of housing in Napier and the
Council's role across the housing continuum.

The Housing Strategy is being developed in three
stages:

+ Stage 1: Development of a working draft
Housing Strategy.

* Stage 2: Assessment of the options and trade-
offs for providing council housing.

» Stage 3: Engagement with key stakeholders to
finalise the Housing Strategy and the Council's
approach to housing provision.

A draft strategy was developed in late 2023. The
Council has now begun Stage 2 - assessment of
options.
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As part of Stage 2, this report
provides our assessment of your
options

The Council has asked MartinJenkins to assess its
future options for providing housing, as part of
Stage 2 of developing its Housing Strategy. This
assessment will inform the consultation process for
your Long-Term Plan (LTP).

In assessing options, we have built on previous
analysis and advice the Council has received over
the last five years from Morrison Low and PwC.

The previous analysis and advice canvassed three
broad categories of options, where the Council
would:

* retain the entire portfolio
- divest part of the portfolio, or

« divest the entire portfolio.

We began by reviewing Council documents and
reports, including Council financials over the past
five years, the Council's 2022 Strategic Housing
Review, Telfer Young's 2022 market valuation, and
the SPM Works Programme and Renewal Forecast
report. We decided we would need to develop a
more nuanced set of options than just the three
options above, and we have developed our
methodology to reflect this.
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To supplement our desktop research and analysis,
we also met with a handful of Council Officers to
get a better understanding of the Council's
financial situation, how it manages its housing
portfolio, and the overall investment approach the
Council is planning to take. We have also engaged
with the Ministry of Housing and Urban
Development to get a better understanding of
central government policy.

Our analysis relies on the quality of the inputs
provided to us, including market valuations by
Telfer Young and condition assessments by SPM.
We have not carried out our own due diligence on
these aspects, nor have we undertaken any market
soundings.

Next steps

Following this assessment, the Council will finalise
the Housing Strategy, including its preferred
options for providing housing. It is intended these
options, or slight variations of them, will form part
of the Council's engagement on its LTP.
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Your housing
portfolio
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You have been providing council housing for over 50 years

The Council has provided
housing since the 1960s

Napier City Council started providing community
housing over 50 years ago, when, like many
councils around the country, you received
government low-cost loans to build housing units.

Councils across Aotearoa target and support
different cohorts, but traditionally council housing
has been for pensioners who need affordable
homes and are able to live independently.

You have 377 units across
12 villages

Your 377 units are spread over 12 villages, on a
total of 10.7 hectares. Your smallest village is
Munroe St, with four single-bedroom semi-
detached units; your largest is Henry Charles
Village, with 80 single-bedroom units.

Your retirement village units are typically one-
bedroom units suitable for single occupiers. Your
social villages are mainly two-bedroom units, with
a few one- and three-bedroom units. These are
suitable for couples and small families. Some units
are in two- or three-storey blocks.
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The "social" and "retirement" split is not
straightforward

Your villages are often described as three "social"
villages and nine "retirement” villages. However,
the mix is more complicated than that, as some of
your retired tenants live in a social village and
some social tenants live in a retirement village. For
example, all three of your social villages have
some retirement tenants. Further, some of the
retirement units include social residents, as well as
residents who receive a Supported Living Benefit.

However, your social villages are different in their
make-up - containing multi-storey buildings and a
mix of one-, two-, and three-bedroom units.

You provide both tenancy management
and asset management services

The Council directly delivers tenancy management
and asset management.

Tenancy management includes all services
associated with ensuring tenants have appropriate
housing and have the housing support they need.

Asset management includes all services
associated with ensuring the units and villages are
fit-for-purpose and meet legal requirements.

You charge tenants a flat rate

Your rent-setting policies have changed over the
last few years. In 2022 you shifted from a policy
based on income affordability (30% of the tenant's
income), to a private/public rent-setting policy
where the tenant (private) pays rent and the
Council (public) funds the shortfall. Under this new
approach you now set rents at a flat weekly rate of
80% of the cost of providing the housing across
the whole portfolio. The Council contributes the
remaining 20%.

The rent calculation was based on 2021/2022
expenditure, and you have pegged rentals at this
level for the foreseeable future (see the figures
below). The Council's contribution will therefore
increase to exceed the planned 20% as
expenditure exceeds 2021/2022 levels. The new
rentals are being phased in as tenancies turn over.

Unit §ing|e _Multiple §uPported
income income living

1 Bedroom $221 $287 $210

2 Bedroom $240 $306 $233

3 Bedroom $280 $346 $268
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You own 377 council housing units across 12 villages
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Munroe St and Carlule Place are listed in Schedule 3 of the Nabier Borouah Endowments Amendment Act 1999
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You house 412 tenants

across your villages
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Since 2018 there have been two reviews on the future
of your housing portfolio

As a housing provider you continue to face
numerous challenges, including:

* housing stock that is ageing, making it
expensive to keep it fit-for-purpose

* increasingly complex tenants' needs and the
tenancy management issues that arise from this

* more burdensome compliance and asset
management requirements, and

* anincreasingly unsustainable financial position
for the delivery of housing services.

Since 2018 you have therefore been considering
different options for the future of your housing
portfolio, with two consecutive reviews.

Section 17A review by Morrison
Low

In 2018, a Section 17A review (a cost-effectiveness
review) considered several options - the status
quo, asset optimisation (enhanced status quo), a
shared service arrangement with Hastings District
Council, and a partnership with a community
housing provider.

Because the Council wanted to retain governance
and control of the service, it ruled out establishing
a council-controlled organisation (CCO) to deliver
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housing services, shared services through a joint
CCO with Hastings District Council, a long-term
lease, and selling the assets (Morrison Low, 2018).

Morrison Low's review found that the status quo
was financially unsustainable. It also found that
although shared services would reduce costs, this
option would not resolve the fundamental need to
fund redevelopment and refurbishment. The
review recommended that the Council consider
two options:

« divesting yourself of a number of villages in
order to reinvest in the remaining units, and

e partnering with a community housing provider.

At the time, the Council decided to defer the
decision.

A two-phase review by PwWC

A more detailed assessment of options for
retaining the housing was then done by PwC.

In its first phase, this review identified a potential
option of selling part of the portfolio to help fund
development of two sites that could generate
additional income that would, along with a rent
increase, fund the remaining units. This option
introduced complexity, and therefore risk, to
managing the portfolio (PwC, 2019).

Another option identified was to continue as is
with the deficits being funded through a ratepayer
contribution. PwC also identified a transfer of the

portfolio (full divestment) as the alternative option.

In late 2019 you also reviewed your rent policy and
increased rents but capped them at 30% of the
tenant's income. This is a generally accepted
percentage for housing affordability. With
continued forecast deficits, you asked PwC to
review, in detail, two options:

« divesting yourself of the portfolio, and

« divesting yourself of part of the portfolio and
retaining the rest.

After that detailed second-phase review (PwC,
2021), you consulted with your current tenants on
three options: Status quo, part retain / part sell,
and sale to an entity in the social housing sector.
You did not consult more widely with the
community during this stage. You also consulted
on using loan funding to fund the financial shortfall
of delivery through your LTP.

Tenants did not support selling the portfolio to
another provider, and the Council agreed to retain
the portfolio. Further information on this Council
Resolution is set out in Appendix 1.
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Your external environment has changed since 2022

Since your decision in 2022, your context has
changed significantly. You need to revisit the
options available for the housing portfolio now to
inform a consultation process on your LTP.

Napier has faced increasing
housing pressure over the last
decade

Over the last year and a half, Napier has seen
numbers on the public housing register grow.
Today it has the fifth-highest number of people on
the housing register per 10,000 people (Ministry of
Housing and Urban Development, 2023b).

Napier has a growing population, and the city will
need an estimated 6,700 more houses over the
next 30 years (Barker & Associates Ltd, 2023).

This population growth is across two of Napier's
most vulnerable cohorts - its senior citizens and
young Maori. A quarter of current residents are
over 65 (Social Wellbeing Agency, 2021), and the
city's over-65 population is forecast to increase by
60% over the next 30 years (Birman Consulting
Ltd, 2023).

Maori make up 23% of the total population (Social
Wellbeing Agency, 2021), and they also have a
much younger age profile than the rest of the city,

Ordinary Meeting of Council - 14 March 2024

with 45% of Maori males and 42.5% of M3ori
females being under the age of 19 (StatsNZ, 2018).

The increasing demand for housing has caused
house prices and rental unaffordability to increase
significantly, as development in the city struggles
to keep pace with demand. House sale prices have
increased by 132% since 2013, compared to 107%
nationally. Rents have followed similar trends,
increasing 79% since 2013, compared to 47%
nationally (Ministry of Housing and Urban
Development, 2023a).

This has caused an increase in demand for non-
market housing options. Increasing unaffordability
has put pressure across the housing continuum,
with high house prices and rents pushing more
households out of the private market so that they
need broader housing support.

Cyclone Gabrielle led to further
financial pressure

On 14 February 2023 Cyclone Gabrielle caused
widespread damage and resulted in a period of
extreme isolation and vulnerability for local
communities. The recovery from this event has
placed significant further financial pressures on the
Council.

Council costs have increased as a result of the
added costs of infrastructure and community

recovery, and of resilience planning for future
events.

Last year the Council introduced a recovery
budget of $1.5 million. This is funded by a 2%
Disaster Recovery Rate (DRR), which amounts to
$59 for each household and business. This money
is ringfenced for cyclone recovery.

Operating complexity has
increased

The Council's operating environment has become
more complex as a result of the uncertainty
involved with the reform of water services,
resource management, and local government, and
the introduction of the Severe Weather
Emergency Recovery Legislation Act.
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Your external environment has changed since 2022 (continued)

National housing policy settings are
in flux

Policy settings for council housing and the
possible delivery approaches are also
potentially shifting - especially for community
housing providers.

The Government has committed to ensuring
that community housing providers and Kainga
Ora are on a level playing field. This includes
giving community housing providers more
support in the form of capital and operational
funding and long-term contracts.

The Government has also signalled that it will
establish a new procurement function in the
Ministry of Housing and Urban Development
(HUD) to allocate capital for new public
housing, on a contestable basis, to Kainga Ora,
community housing providers, and other
providers. It is also planning to use Social
Impact Bonds, in partnership with providers
who can shift families out of emergency
housing.

However, the implications of these changes
remain uncertain.
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Income-related Rent Subsidy and the Operating Supplement

The majority of social housing tenants pay an
Income-Related Rent (IRR) determined by the
Ministry of Social Development, with the amount
generally set at 25% of their net income.

The Ministry of Housing and Urban Development
(HUD) pays the Income-Related Rent Subsidy
(IRRS) to Kainga Ora and registered community
housing providers, to cover the balance between
the tenant's rental payment and the market rent for
the property.

Community housing providers can also access the
Operating Supplement (0S), a funding subsidy
paid in addition to the IRRS for eligible 'net new'
(additional housing) social houses to help enable
new build supply. The OS is calculated as a
percentage of market rent up to a percentage cap
- for Napier the cap is 100% of market rent.

Local authorities and council-controlled
organisations cannot register to be a community
housing provider. However, a subsidiary of a local
authority or CCO may apply to register as a
community housing provider if it's operating at
arm's length.

The subsidiary must genuinely be operating
independently from the parent and not part of its
corporate structure. This should be evident from its
constitution, the membership of its governing
body, and its structures for governance and
financial management.

Under current policy, it is understood that an
independent housing entity can access the IRRS
and OS only on net new units within their portfolio,
following a moratorium on "redirects"” (providing
IRRS on existing units) in previous years. In limited
situations HUD will consider redirects, where
through the additional funding the provider is able
to bring on new supply. The OS, which is paid in
addition to the IRRS for eligible net new public
housing, was introduced by HUD to incentivise
new builds, and it is calculated as a percentage of
market rent up to a percentage cap.

Further, existing tenants are not eligible for IRRS,
only those who are from the public housing
register. However, when taking tenants from the
register, there is some discretion as to who can be
allocated units based on set eligibility criteria (for
example, residents must be over 65).
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Your operating approach continues to be unsustainable

As earlier advice has noted, without capital
investment in the portfolio the Council will not be
able to expand its housing stock or ensure it has
the varied mix of housing types needed to meet
statutory requirements and tenants' increasingly
complex needs. Insurance and building
maintenance costs continue to increase
significantly, with total operating costs now
exceeding rental incomes.

The Council will continue to need to increase
capital expenditure as the assets age and exceed
their useful lives, in order to modernise them and
keep up with tenants' needs and statutory
requirements. This will have a direct impact on
depreciation expense.

Historical Cost of Delivering Housing

o1 I Cost of Borrowing
6 [ Depreciation

[ Asset management

[ Tenancy management
S4 ==+ == Revenue

O R 0 ) NP S R S P s

$2
$0

2018/19 2019/20 2020/21 2021/22 2022/23
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In the last five years the Council has made a net
contribution of $9.4 million. This is against the
Council's total expenditure of $162.8 million in
2022/23.

Even with the change to the private/public rental
policy in 2022, the current delivery model is
unsustainable. Under the new policy, rents for new
tenants are set at 80% of expenses (averaged
across the portfolio), but if rents remain at this
rate and are not regularly reviewed, you will still
need to contribute:

* more than $10 million over the next five years -
or an average rates increase of 2.6% per year.

* almost $45 million from 2039 to 2043 - or an
average rates increase of 11.1% per year.

This limits the Council's ability to meet future
demand, including ensuring its portfolio can meet
different types of housing need.

Council Contribution Required to Offer 377 Units

SM OSenior MESocial
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Setting a clear
vision
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A clear direction for the Council and its housing

In 2023, the Strategic Priorities adopted by the
Council and the draft Housing Strategy set a clear
direction for the Council as a housing provider in

Draft Housing Strategy

Your draft Housing Strategy also sets out a vision
and framework for the Council to address Napier's
housing needs and the stress across the housing

Napier.

continuum.

Your strategic priorities

The Council's strategic vision, as agreed in August The strategy has four layers:

2023, is:

ROLE OF THE COUNCIL
- ~

“Enabling places and spaces where 3 S
everybody wants to be” p S

. . ) . A THRIVING COMMUNITY:
To achieve this, you have adopted five Strategic

Priorities that will guide decision making over the

VISION

People have access to healthy, safe, and affordable homes that suit their needs

coming years, including what projects, activities, /
and budgets you should prioritise in your LTP. )

\
\
\

The housing system
supports and enables

housing @]

development

The housing aspirations
of iwi and hapt are
enabled through

Treaty partnerships @

Housing supports
connected and
accessible
communities

Homes in Napier are

These priorities are: e )
* Financially sustainable council. Q)

OUTCOMES
&

Housing is resilient
against climate and

environmental :

impacts

I

suvitable
e A great visitor destination. |
° B

* Spaces and places for all. PRINCIPLES

Leading with partnership Wellbeing through housing

THAT GUIDE
DECISION-MAKING

* A resilient city - the ability to thrive and

An interwoven housing system

\

Q Connector and advocate

e Nurturing authentic relationships with our N y
Infrastructure provider and funder Housing provider s ’

N e
8
=) ~
Regulator Partner
~

withstand impacts, knocks and shocks.

. N
community and partners. D
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A clear direction for the Council and its housing (continued)

As described in the Housing Strategy, the Council is
in a unigue position to support those households
who need housing support, using its council housing
portfolio and its role as a housing provider. However,
as these units require significant ongoing investment
to maintain and modernise them, the Council needs
to decide how to make the most effective use of its
housing portfolio.

You have an opportunity to explore indirect roles,
such as "Connector and Advocate". In that role the
Council can work with partners such as Kainga Ora
and other community housing providers to deliver
public housing effectively across the city. You could
also consider region-wide approaches.

As set out in the Housing Strategy, there is a clear
shortfall of non-market housing in Napier. High house
prices and rents are causing more and more
households to fall out of the private accommodation
market, and to seek housing support in the form of
public housing, council housing, transitional housing,
or emergency housing.

You have indicated a preference
for focussing on retirement
housing

The Housing Strategy provides a strategic frame for

reconsidering the options available to the Council for
achieving the strategy. It describes:
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* an enabling approach that explores options for
working with other providers

* along-term regional approach that explores
options for working with neighbouring councils,
and

- atargeted approach that prioritises retirement
housing.

The majority of councils still provide
retirement housing

Together, councils are currently the third-largest
provider of public housing, sitting just behind
community housing providers, with Kainga Ora as
our main provider. More than 80% of our councils
still provide housing to some degree. Some have
small portfolios of less than 20 houses, but some
larger councils have portfolios in the hundreds,
others even in the thousands.

The primary cohort focus for council housing
across Aotearoa is retirement housing. Historically,
councils became the main provider of housing for
low-income older people, while central
government focussed on state housing for families.

Napier has a growing elderly population

With Napier's ageing population, demand for
housing options that suit older people will
increase. This will typically involve smaller housing

units that are suitable for one or two occupants,
that require less care and maintenance, that are
warm and secure, and that preferably are situated
among similar kinds of units so that the tenants are
among other older people in similar housing
situations. It has been estimated that between
now and 2053 there will be a demand for 2,450
more retirement village-based independent-living
units (villas and apartments) (Birman Consulting
Ltd, 2023).

However, an increasing number of elderly people
cannot afford retirement villages and rely on
affordable rental options for their retirement. This
cohort is set to grow as more and more working-
age people are unable to afford to buy their own
home and so must rent through the private market
or rely on public housing. Many of this cohort are
not specifically catered for by government
housing support.

Napier City Council has a focus on
retirement housing

The Council's housing villages remain one of the
few options available in Napier to those whose
income is limited to superannuation and who have
no assets. Your current income and asset
thresholds already target this cohort.



2024 Housing Review (Doc Id 1741576) Item 3 - Attachment 2

Understanding
your options
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Different approaches have been
taken across Aotearoa

Many other councils are finding
it increasingly unsustainable to
provide housing

Rents often aren't enough to keep the service
sustainable in the long-term. The housing is often
older and so more expensive to maintain.
Councils are also not on a level playing field with
other providers, as they don't have access to the
IRRS (and their tenants can't access IRR).

Councils across the country are looking at ways
to continue to provide the best outcomes for the
tenants while also absorbing the increasing
delivery costs.

A number of councils have been reviewing their
council housing portfolios and reconsidering
their role as direct housing providers.

Some are adjusting policy settings such as rents,
but some are changing their whole delivery
model. For example, some have established a
community housing provider and have leased or
transferred their portfolio to it, so that they can
retain a form of ownership while also accessing
the IRRS. This subsidy caps a tenant's rent at
25% of their income, with the balance in any
residual market amounts paid for by the Crown.

Ordinary Meeting of Council - 14 March 2024

Others have established different council-
controlled organisations or sold all or part of
their housing stock to other providers.

Many councils who have made changes have
done so across their whole portfolio.

Case studies on different approaches that other
councils have taken are set out in Appendix 2.
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You have previously considered a range of options

One of your five housing outcomes focusses on
ensuring that "Homes in Napier are affordable and
suitable". No matter what type of housing people
need, it should be affordable and provide security
and stability. The options assessment focusses on
this outcome.

Over your previous reviews you have considered a
number of options for the future of your housing
portfolio.

The services you provide

Contracting out tenancy services

You explored whether the Council should retain
the day-to-day maintenance and asset
management but contract out tenancy services to
a community housing provider. Tenancy services
would then be provided by a specialist agency
that could better connect tenants with social
services.

How you deliver the services

Regional partnerships

You explored whether council housing could be
delivered as a shared service with Hastings District
Council, with the two councils jointly providing
tenancy management and asset management
services.
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Partnership with a community housing
provider

You explored whether the Council could enter into
a partnership with a community housing provider,
with the Council retaining ownership of the asset.
This could be through a trust or limited
partnership. Leasing options were considered but
discounted following market soundings.

Redevelopment potential

You explored whether the Council could continue
to provide asset and tenancy management, as well
as the redevelopment and building of new housing
stock. This would be done with the aim of
improving your housing stock.

Selling the social villages

One of the options considered here was selling
your social housing villages. You explored whether
these villages could be sold or leased to a
community housing provider.

Selling some of the retirement villages

You explored the sale of retirement villages based
on their suitability for housing older people. This
would be done to unlock capital for improving the
rest of the portfolio.

Selling a mix of villages

You also explored selling a mix of your retirement
villages and some of your social villages.

Rental changes

You have explored and implemented two rental
changes.

In 2019 you changed your rental setting policy to
set rents at no more than 30% of income. The
intention of this policy was to increase rents to
cover increasing costs while also keeping rents
"affordable".

* Rent for tenants receiving superannuation or
supported living benefits increased by 5% of
their income.

e Rent for other tenants was set at 92% of market
rent or 30% of the tenant's income, whichever
was lower.

In 2022 you implemented a private/public rent-
setting policy. This policy aimed to recover the
costs of housing provision and was pegged at
2021/2022 total housing expenditure. The policy
has two cost recovery mechanisms:

*  80% through fixed weekly rent paid by tenants,
and

¢ 20% through Council funding.
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There are a number of levers you can adjust

You can use different levers to
effect change

The draft Housing Strategy outlines the Council's six
core housing roles: Connector and advocate;
Housing provider; Infrastructure provider; Partner;
Regulator; and Landowner.

In your roles as housing provider and landowner
you have levers that can be used to deliver council
housing effectively and within your financial
constraints. They can be used to develop a broad
set of options and understand the
interdependencies between them.

* We ruled out these levers for further analysis
as they don't align with the role of housing
provider in the draft Housing Strategy (the
scope of this options analysis). They may fall
under other housing roles in the Strategy.
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Five broad options to consider

Based on the levers identified on the previous
page, we have outlined five broad options sets for
consideration ahead of LTP consultation.

These options are not mutually exclusive, or
exhaustive, but rather a useful grouping of levers
to understand the options available to the Council.

It is also important to note that there are many
permutations of each option.

@ Option 1. Current state

Option 1is your current approach. This is where
tenancy and assets management are done by the
Council in-house. Rental income is based on a
fixed 80% cost recovery rate, and control of the
housing portfolio lies with the Council.

@ Option 2. Retirement only

Option 2 builds on Option 1, using your current
operating model but focusing on providing
housing to tenants over 65. Under Option 2, the
three social villages are sold, and the Council
retains control of the retirement villages.

Rental income continues to be based on a fixed
80% cost recovery rate.
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Option 3. Mixed delivery model

Option 3 builds on Option 2, involves using various
levers to optimise how you provide housing.

Housing provision continues to be controlled by
the Council, but there would be opportunities for
operating model changes such as partnerships and
outsourcing. Rents are reset annually to be 80% of
a three-year rolling average cost to provide
housing.

Under this option some assets remain in the
Council's control, some are sold, and some are
developed.

Option 4. Independent delivery

In Option 4 an independent housing entity
provides the housing services for the retirement
villages. Assets would be sold or transferred to the
independent entity. This could potentially include
a capital injection.

The entity's terms of reference and constitution
would define the role of the Council in the Housing
Strategy and the levers the entity could use to
deliver that strategy. This could include, for
example, rental settings, use of debt, and changes
in asset use.

This option could include a requirement to
continue to provide retirement tenancies.

Item 3 - Attachment 2

@ Option 5. No direct provision of
housing

In this option the Council would stop providing
council housing. This option assumes the Council
would divest itself of the housing portfolio.

The portfolio could be sold or leased to any entity
for any purpose. It is possible a new entity to
which the portfolio is sold or transferred could
continue to provide housing, and sale agreements
could include that as a condition.

Although the operating model and financial
strategy become largely irrelevant in this option,
there will be costs specific to implementing this
option such as the cost of change or sale and
potential legacy rental obligations.
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How the levers look across the options

Option 5
No direct provision
of housing

Option 1 Option 2 Option 3 Option 4
Current state Retirement only Mixed delivery model Independent delivery

Scope of housing Tenancy management

services Asset management

Dellvery. Council Mixed Independent
mechanisms
Keep
Composm?n of Divest
the portfolio
Develop Transfer
Debt Proceeds from divestments

Investment income

Funding
Efficiencies
Rental increases
Partnership,
Examples outsource CCO, CHP, CCTO

Ordinary Meeting of Council - 14 March 2024

45



2024 Housing Review (Doc Id 1741576) Item 3 - Attachment 2

Assessing
the options
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We assess each option against five success factors

success factors:

* Nurturing authentic relationships

e L LT
\ 4

P »  Financially sustainable council [ Funding ][ Customer focus]

Crltlcal success fa ctors * A great visitor destination
. . + S d pl for all i i
To help identify necessary trade-offs, Strateaqic pac<'a.s an ,p aces tor a_. ] [ Scope of housing services ]
. R e g * Avresilient city - the ability to thrive Levers

we assessed each of the five broad priorities and withstand impacts, knocks and [ Delivery mechanisms ]
options against these five critical shocks [

* Financial sustainability
* Housing supply

* Tenants' needs

* Potential suppliers

* Council achievability.

We expand on and explain these

with our community and partners

Portfolio composition ]

[rmmmm e

Council housing roles

+ Connector and advocate
* Housing provider

* Infrastructure provider

* Partner

* Regulator

+ Landowner

Financial sustainability

Housing supply

Critical

success Tenants' needs

factors . .
Potential suppliers

success factors on the next page. Housing

Housing outcomes . . .
- Council achievability

) . Homes in Napier are affordable and - -
We identified the success factors based strategy suitable

on: previous work commissioned on
your housing portfolio; the draft
Housing Strategy; the Council's
Strategic Priorities; and our analysis of
the changing context.

Impact on ratepayers

For each option we also describe the
impact on rates.
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* Housing supports connected and
accessible communities

* The housing aspirations of iwi and
hapU are enabled through
partnership

* The housing system supports and
enables housing developments

* Housing is resilient against climate
environmental impacts

* Increasing housing pressure
Cyclone Gabirielle

Changing government policy
settings

* Increasing financial costs of delivery

Option 1 Current state

Option 2 Retirement only

Broad

‘ Option 3 Mixed delivery model
options

Option 4 Independent delivery

Option 5 No direct provision
of housing
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Expanding on the critical success factors

FACTORS

Financial
sustainability

DESCRIPTION

Considers which housing
operating model and financial
strategy will be affordable for
ratepayers and will enable the
Council to achieve its housing
objectives.

MEASURES

Operating sustainability
Funding requirements

Portfolio value

Considers the impact on the

Sufficient supply of non-market housing (public
housing)

Housing overall supply of housing
supply across Napier. Affordability for tenants
Responsive to changing demand
. . Disruption to current tenants is minimised
Tenants' Considers the impact on Isruptl urr IS minimi
tenants and communities, Housing is fit-for-purpose for tenants
needs :
both now and into the future. . . . .\
Housing provided supports cohesive communities
. . There is s lier demand to provide housin
Considers the capability and servricels uppher provi using
capacity of potential service
Potential providers (including the Potential suppliers have the capability to provide
suppliers Council) and the external housing services
i in which th . . .
environment in which they Potential suppliers have the resources to provide
operate. . R
housing services
Considers the ability of the Ability for Council to influence the direction for
Council to influence whether housing in Napier
Council the outcomes in its Housing Council has appropriate resources to deliver change
achievability Strategy are achieved and to pprop 9

implement the changes
required.

Strategy and change can be easily delivered in a
compliant way

Critical success factors are ranked from 0 to 5 for each
broad option and shown on a spider diagram like the
example below. O=Lowest, 5=Highest

—@— Example

Financial
sustainability

councl Housing suppl
achievability g supply
Potenti
. al Tenants' needs
suppliers
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Options assumptions and asset analysis methodology

Options assumptions

Unless otherwise stated in each option summary,
the following assumptions are included in the
options analysis:

* Rents are held at the current rate, being 80% of
2021/2022 housing costs (including operating
and capital expenditure). This is consistent with
your approach to continue to provide
affordable housing.

e Capital expenditure cannot be funded from
accumulated depreciation and so new capital is
needed.

* Forecast operating expenditure growth is
based on PwC's prior forecasts. This assumed
growth at an average 3.4% per year over the
10-year forecast period. This growth rate has
been applied to a restated current year
forecast to reflect the significantly higher
increase in expenditure over the previous four
years (8.9% per year).

* Any assets sold are assumed to be sold at the
Council's June 2023 book value, regardless of
the sale date and with no discount required.

* Proceeds from asset sales are invested and
earn a return of 5% per year, with this income
ring-fenced as housing reserves.
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All investment income is spent in the year it is
realised so compounding interest is not
applicable.

Future development costs are modelled at
$4,000 per square metre, which is based on
guidance from Building Guide.

Net Present Value calculations are based on a
10-year timeframe and a 5% discount rate, in
line with Treasury guidance.

Each options excludes the repayment of
existing debt.

The Impact on 2030/31 rates calculation uses
the Amended LTP Rates Revenue data for
2023/24, which are published at a forecast
$80.022 million.

Cumulative housing reserves reflects both the
Council contribution, where required, and the
deficit to be funded.

Indirect costs have been apportioned to each
village, based on the number of units: for
example, staff costs and Council overheads.

The cost allocation methodology for Council
overheads has not been assessed and no
allowances have been made for changing the
cost of Council overheads for housing.

Forecast capital expenditure is based on the

PwC forecast. This used the asset renewal
forecast calculated by SPM and added in an
allowance for unplanned renewals.

* Both supported living tenants and social
tenants are excluded across Options 2,3,4 and
5 where the focus is on retirement housing.

* Rental income for the social villages has been
forecast using the supported living rate, which
is lower than the social tenant rate. This is a
financially conservative approach.

Asset analysis methodology

For the asset strategy analysis, we used the asset
valuation data provided by the Council and
allocated the annual operating and capital
requirements to each village. We calculated the
annual income by village in each option.

Then for each option:

* we allocated an activity to each village of Hold,
Sell, Transfer, or Develop, to understand the
portfolio composition for each year

e we calculated sale proceeds and reinvestment
income by year, where required

e we calculated annual cashflow position,
reflecting the portfolio composition, and

* we calculated accumulated housing reserves.
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Summary of our assessment

Financial summary

Operating model

Option 1 (Current state) is not financially
sustainable. Expenses are forecast to increase in
excess of planned rental income and Council
funding. This continues to get worse post 2033.

Operating Sustainability - Option 1

$M s Funding gap

$10 s Planned Council contribution
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There are differences in income and expenditure

between the current state and proposed options.

For Option 2 (Retirement only), income and

Option 1 Current state Option 2 Retirement only
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expenditure forecast remain the same, less those
from social housing. For Option 3 (Mixed delivery
model), there is reduced expenditure growth
through the assumption that tenancy and asset
management services could be delivered more
efficiently through alternative operating models. It
also includes an increase in planned rental income
and some Council funding contribution in some
years.

For Option 4 (Independent delivery), there is a
breakeven position for Council through an
independent delivery model. Option 5 (No direct
provision of housing) has no ongoing expenditure
or revenue for Council from housing provision.

Funding gap

Annual funding gaps continue under Options 1
(Current state) and 2 (Retirement only), although
Option 2 is proportionally less than Option 1
reflecting the sale of the social housing villages.

There are short-term establishment or change
costs for Options 3 (Mixed delivery model),

4 (Independent delivery), and 5 (No direct
provision of housing). The annual funding gap is
reduced to zero for Options 4 (Independent
delivery) and 5 (No direct provision of housing).
Option 3 (Mixed delivery model) results in an
annual funding surplus.
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l SUMMARY

Annual Operating Funding Gap
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Note: Consistent colour coding has been used
for each option in graphs and tables
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50



2024 Housing Review (Doc Id 1741576) Item 3 - Attachment 2

| SUMMARY ]
Summa ry of our assessment (continued)
Asset strategy Housing reserves Cumulative Housing Reserves
Each option has different implications for the The cumulative housing reserves reflects the non- SM —e—Option 1 —e— Option 2
portfolio composition. On one end of the portfolio asset values attributable to housing (i.e., $140 —e— Option 3 —e— Option 4
spectrum, Option 1 (Current state) retains the the value of the proceeds from sales). —e—Option 5
current portfolio position, and on the other end, . . $120
) ) L ) Option 1 (Current state) continues to have a
Option 5 (No direct provision) results in a full sale . . . $100
. negative balance as debt is required to fund
of the portfolio. ) . . $80
operations. All the other options create housing
Options 2 (Retirement only), 3 (Mixed delivery), reserves from the sale of assets. $60
and 4 (Independent delivery) include differin . . .
( - y) J The growth in reserves under Option 5 (No direct $40

combinations of partial sale, development of some i . . .
P ' P provision of housing) is attributable to the

sites and potential transfer of the villages to . . $20
. increases in value of the reserves through
another entity. . $0
investment.
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Summary of our assessment (continued)

Success factor trade-offs

Assessing the five options across the critical
success factors shows a number of trade-offs.

For example, options that score highly for
financial sustainability, such as Option 4
(Independent delivery) and Option 5 (No direct
provision), also score lowest on factors such as
Council achievability and Tenants' needs. These
options would be significant shifts for the Council
and would require the correct resources to deliver
change.

Those options that score highly on council
achievability are often more closely linked to the
current option and approaches. Part of this is
because the Council has more influence over
outcomes when it provides housing directly.

The options that score highest for tenants' needs
are those that both minimise disruption to current
tenants and also enable the housing portfolio to
continue to be fit-for-purpose and to support
cohesive communities. This is why Option 3 (Mixed
delivery model) scores highest, as it balances
minimising disruption to current tenants with
ensuring the stock is fit-for-purpose.

Option 1 Current state Option 2 Retirement only
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The options that score highest on potential Critical Success Factors
suppliers are those where there is a divestment or
transfer of assets. In particular, as Option 5 (No
direct housing provision) assumes a full
commercial sale, a willing buyer is assumed and

would need to be tested with the market.
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—e— Option 2

Financial
sustainability

Option 3
—e— Option 4
Option 4 (Independent delivery) requires a —e— Option 5
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