Hon David Seymour
Associate Minister of Finance
Parliament Buildings
Wellington

Dear David

I am writing in response to your letter of 18 February 2025 requesting additional savings
initiatives to bring spending in the housing portfolio back to 2016/17 levels.

I have decided not to submit additional savings initiatives at this time. My view is that the
savings | identified in Budget 2024 and propose through Budget 2025 will make significant
contributions to fiscal sustainability.

Social Housing volumes are key driver of spending growth

The information provided by HUD, following our meeting on 29 January 2025, shows that
key drivers of spending growth have been an additional 26,385 social homes and
establishment of Transitional Housing programme (with 6,375 places currently contracted).
Based on the information supplied to you by Treasury late last year, by 2027/28 this
spending on Social Housing and Transitional Housing makes up 93% of total operating
spending.

A return to 2016/17 levels is not possible without a significant reduction in social housing
places. | would consider this unacceptable.

That said, now that we have achieved the government target around Emergency Housing —
saving $700m over the next four years compared to BEFU forecasts — | do intend to focus
on Transitional Housing as set out below.

Significant savings and improvements have been made

The Housing portfolio has already delivered significant savings through Budget 2024 making
up 25% of baseline savings across government. This included significant savings in
personnel and maintenance spending within Kainga Ora. Cabinet agreed the turnaround
plan in December 2024 to start delivering on those savings.

Through Budget 2025, | have identified further savings and uncommitted funding that can be
re-prioritised to:

o Fully meet cost pressures identified in the Housing Performance Plan



To fund between 1300-1800 new social housing places (including affordable rentals)
from June 2027, once additional places funded through Budget 2024 have been
contracted; and

Move towards flexible approach to funding that responds more effectively to needs in
place as recommended by the Independent Review of Kainga Ora.

With respect to the specific areas of spending where you have invited savings initiatives:

Transitional Housing: | have already proposed savings of $30 m per annum through
Budget 2025 from 2028/29 in anticipation of the Housing Support and Services
review. | do not propose further savings. While volumes of Transitional Housing grew
significantly under the previous government, the programme has supported the
reduction in emergency housing (and the significant associated savings). Given time
limited funding set by the previous Government, spending will reduce over the
forecast period requiring HUD to exit around 1,000 places. HUD will also exit
Contracted Emergency Housing in Rotorua this year, with these savings already
incorporated in my Budget 2025 submissions. Bringing forward the review of Housing
and Support Services will not affect savings through Budget 2025.

HUD Departmental: | do not propose further savings. HUD’s departmental spending
is already on track to be below is establishment level in real terms (HUD was
established in October 2018, with the first full year of spending in 2019/20). Savings
through Budget 2024 will reduce spending by 17% from 2023/24 levels. FTEs have
reduced by 16%. These savings build on earlier reductions in contractor and
consultant spend. To make further reductions in HUD’s departmental budget will put
delivery of government priorities at risk.

Community Group Housing (CGH): | do not propose further savings. CGH provides
support to some of our most vulnerable New Zealanders. Housing is provided by
Kainga Ora at discounted rents to service providers who are contracted by other
government departments. To scale back volumes would reduce this support.
Reducing housing subsidies would increase costs to other agencies. Sl HE)NIIN

I Finally, the CGH portfolio is small in the overall context of
Kainga Ora'’s activities so was not a focus of the Turnaround plan. SR@R)HENEEN



| trust that my response shows the contribution the Housing Portfolio is making towards
improved fiscal sustainability, while at the same time maintaining critical services for our
most vulnerable. | look forward to working with you this year as we progress reforms to
social housing and housing and support services.

Yours sincerely

Hon Chris Bishop
Minister of Housing
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Capital costs associated with initiative ($m)

24125 |25/26  |26/27 |28 |28;29  |29:30  [30i31  [3132  [3132  |33/134

Section 2: Alignment and options analysis

Section 2A: Problem definition — Cost Pressure

The answer to each question must not exceed 1-2 paragraphs

Market Rents: CHPs

Market Rents:
Transitional Housing

Housing Services IRRS

What is the cause of
the cost pressure?

Why is the cost
pressure
unmanageable?

Alignment to
Government Priorities
(if alignment to multiple
Priorities is possible,
select the most
relevant)

O Wage X Price O  Volume O  Other
O Wage X Price O Volume O Other
O Wage O  Price X Volume O Other

Price Pressures — market rent growth for Community Housing Providers (CHPs) and Transitional
Housing: Payments to CHPs for existing Social and Transitional Houses places are contractually
linked to growth in market rents for dwellings. Forecast expenditure remains within appropriation
until 2026/27 but will exceed the fixed nominal baseline appropriation from 2027/28 and beyond.

Volume Pressures — Housing Services IRRS: Housing First and Rapid Rehousing have a similar
funding model that consists of two components: a service component and a housing (IRRS)
component. Initial funding for additional IRRS places to support programmes did not account for
those who graduate the service but continue to reside in the IRRS property. As the Housing First
and Rapid Rehousing programmes continue to mature, the number of clients graduating from
the services and continuing to live in an IRRS property is increasing. To maintain funded service
levels, as new households enter the programme, additional IRRS places may be brought on,
which HUD does not have funding for. Based off recent trends, the number of additional CHP
IRRS places to maintain service levels is around 200 places per year with an additional cost of
approximately $100 million in IRRS across the period of FY24/25 — FY28/29 unless measures
are taken to address this.

HUD expects these cost pressures to be managed within existing baselines, through applying
savings identified through the Reset of Investment and detailed in the bid titled ‘Housing Portfolio
Reset of Investment — Savings to offset Cost Pressures’ (ID 16508 refers).
Potential mitigations or alternatives to offsetting cost pressures with savings include:
e By March 2025, HUD will provide advice on interim options to manage the volume
ressure associated with Housing Services IRRS which may reduce the cost pressure.

If these cost pressures were not offset by savings, a commensurate reduction in service
volumes may be required by 2028/29 equivalent to 2,451 places comprising:

e 1,480 social housing tenancies,

e 299 transitional housing tenancies, and

e 672 Housing First and Rapid Rehousing places.
Offsetting savings have been identified to manage these cost pressures within forecast period to
2028/29 only. From 2029/30, flat nominal appropriation will generate additional cost pressures
which will require additional mitigation.

Delivering effective and fiscally sustainable

[0 Addressing the rising cost of living Cublic setvices

Building for growth and enabling

private enterprise O  Not Aligned

This initiative supports delivery of effective and fiscally sustainable public services through
maintaining the provision of housing and services for vulnerable people through rationalising and
reprioritising HUD's investment in the housing and urban development system.
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Section 2C: Options analysis

The answer to each question must not exceed 1-2 paragraphs

What was the range of
options considered?

What was the process
used to select the
preferred option?

Interaction with savings
proposals

Through the Reset of Investment HUD considered the value for money and impact of all funds
and programmes across the housing portfolio. Through this process HUD identified sufficient
savings to offset these cost pressures and enable current service levels to be maintained
[HUD2024-005383 refers].

As noted above, HUD intends to identify interim options in March 2025 to reduce the Housing
Services IRRS cost pressure.

The alternative to funding these cost pressures would be to commit now to reduce volumes or
the scope of services. Looking across the Housing Portfolio, there is other lower value
spending that can be scaled back to manage these cost pressures.

The reset of investment identified a number of lower value areas of spending that could be
reprioritised to offset cost pressures and maintain current volumes.

Refer to the budget bid titled ‘Housing Portfolio Reset of Investment — Savings to offset Cost
Pressures’ (ID 16508 refers), which details the proposed funding to fully offset the cost
pressures identified in this bid.

Section 3: Costs and Benefits Analysis

Section 3A: Benefits and non-fiscal costs

The answer to each question must not exceed 1-2 paragraphs.

What outcome(s) would
the initiative achieve?

How will these
outcomes be measured
and evaluated?

Evidence and
assumptions

Climate impact

Maintaining volumes of social and transitional housing and contracted levels housing first and
rapid rehousing places. These programmes provide critical support for vulnerable people who
require access to stable housing and support to address other factors that may prevent them
from accessing or sustaining housing.

Performance measurements for the provision of public and transitional housing and housing
services are published in the Annual Reports, Statements of Performance, and Statements of
Intent for both HUD and Kainga Ora. In addition, measures are included in the Minister’s report
on non-departmental appropriations [link].

Both price pressures initiatives rely on the assumption about market rents, which grew by 4.8%
in 2023/24 and are forecast to ease to the long-term average of 2.7% over the coming years.
Partially offsetting this is growth in Income Related Rents, which is linked to income growth
figures published in BEFU24. HUD has chosen to maintain income growth forecasts from
BEFU24, as opposed to incorporating updated forecasts from HYEFU24. HUD has not been
able to source equivalent updated forecasts for market rents, which is likely to offset the
increased cost pressures associated with downgraded income growth forecasts.

Housing Services IRRS: long-term average growth in rents, Tenancy Property Management
Overhead growth in line with CPI growth of 2% p.a., and growth in volumes at around 200 per
annum, which is down from average annual growth of 331 new places over each of the past 3
years.

. Yes — climate
Yes — Emissions adaptation or resilience
O impacts (positive or O | - i i X  No impact
negative) impacts (positive or
negative)

Not applicable

Section 3B: Expenditure profile and cost breakdown

The answer to each question must not exceed 1-2 paragraphs.

The key assumptions for Market Rents — CHPs includes:

Formula and =
assumptions

underlying -
costings N

The volume of CHP tenancies includes only those which have been announced and funded, with
volumes flatlining from 2026/27 onwards at 15,631 places;

Income-related rents growing in line with hourly wage growth from BEFU24; and

Market Rents growth consistent with those presented in the Performance Plan, declining from 4.8%
in 2023/24 to 3.7% in 2024/25 and returning to the long-run average of 2.7% thereafter.
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Section 4B: Risks, constraints, and dependencies

he answer to each question must not exceed 1-2 paragraphs

What are the main HUD propose to offset cost pressures with savings from elsewhere in the portfolio to maintain
risks? current levels of provision. Risks to maintaining current levels are low.
What are the key

constraints? None — maintaining volumes is BAU.

In 2025 HUD will review reviewing housing services and supports — including Transitional Housing,
Housing First, Rapid Rehousing and Sustaining Tenancies. HUD has committed to savings through
this process which are being used to offset the cost pressures from this initiative.

What are the key
dependencies?

Section 4C: Governance and oversight

he answer to each question must not exceed 1-2 paragraphs.

HUD is headed by our Chief Executive who is responsible for overall performance of the Ministry.
Each of our five functional groups are headed by a Deputy Chief Executive. The Ministry’s Audit
and Risk committee meets regularly to provide high level oversight of Ministry activities, and the

What are the Investment and Delivery committee meet monthly to monitor performance of key outputs.
governance These initiatives will also use the existing governance structure for social housing and affordable
arrangements for this ~ rentals. The social houses are delivered by Kainga Ora or registered Community Housing Providers
initiative? who are governed under the Crown Entities Act 2004 and/or the Public and Community Housing

Management Act 1992, respectively.

Input from key stakeholders, particularly Maori and Iwi groups provided through our place-based
partnership and through our contracts for housing supply and services.
This initiative maintains current volumes and reflects BAU. Forms of monitoring to include:

- Contract monitoring: tracking deliverables in social housing, affordable rental or market
housing contracts (e.g. the number of units delivered within the specified timeframes,
etc).

- Regulatory oversight: community housing organisations that receive funding for social
housing are registered and regulated by the Community Housing Regulatory Authonty
(CHRA). Minimum Performance Standards apply across all aspects of the organisation to
ensure on-going financial and operational viability. Organisations are monitored against
these standards annually, with additional monitoring as required

Timeframes and
monitoring

Section 4D: Demonstrating performance

he answer to each question must not exceed 1-2 paragraphs.

Performance measurements for the provision of public and transitional housing and housing services are published in the
annual reports, statements of performance, statements of intent for both HUD and Kainga Ora. In addition, measures are
included in the Minister’s report on non-departmental appropriations [link].

The performance estimates are not expected to change as these cost pressures pre-existing commitments that are to be
funded through savings from across the Housing Portfolio.
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Section 2: Alignment and options analysis

Section 2A: Alignment

The answer to each question must not exceed 1-2 paragraphs

Delivering effective and fiscally

Does this O  Addressing the rising cost of living X - . :
savings/reprioritisation SRR e
initiative have implications Building for growth and enabling private 0O N

for the delivery of enterprise 0 consequences

Government priorities? (if
there are implications for
multiple Priorities, select the
most relevant)

This initiative supports delivery of effective and fiscally sustainable public services
through rationalising and reprioritising HUD's investment in the housing and urban
development system, and allowing HUD to flexibly respond to need in place in the way
which is most cost effective.

What is the proposed use for

reprioritisation? (for X  Cost Pressures / New Spending O Economic Growth (invitation only)
reprioritisation initiatives only)
Which initiative(s) is this ID 16507

intended to be reprioritised  Housing Portfolio Reset of Investment — Cost Pressures funding to maintain existing
for? service volumes

Section 2B: Options analysis

he answer to each question must not exceed 1-2 paragraphs

In July, Cabinet agreed to reset investment in housing and urban development to
streamline programmes, improve value for money, and increase flexibility to meet needs
in place through the active purchaser approach recommended by the Kainga Ora Review
Through the reset of investment, a line-by-line assessment of each of HUD’s funds and
programmes were assessed against alignment with the role for government investment,
value for money and delivery.
HUD has identified several areas where investment may not be as effective or be having
the greatest impact:

What were the range of options ¢  There can be multiple funds performing similar roles;

considered? *  Funds can have multiple objectives with a lack of transparency about what is

being purchased, why and at what cost;

*  Different levels of support for people in similar situations can be unfair and
provide poor incentives for people to move from SH when their situation
improves;

*  Funds can be inflexible and difficult to use together to support investment in
place; and

*  People can be placed in programmes based on housing need, not the need for
social services leading to under/over servicing.

The Reset of Investment advice recommended changes to stop, wind down, and improve
What was the process used to the effectiveness of programmes [HUD 2024-005383 refers].

select the preferred option? ~ Through this work total savings and reprioritisation of uncommitted Maori Housing
funding of $400.450 million OPEX and $470.874 million CAPEX were identified across
the forecast period.

[IN-CONFIDENCE]
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Section 3: Costs and benefits analysis

Section 3A: Benefits and non-fiscal costs

he answer to each question must not exceed 1-2 paragraphs. The primary benefit of savings is fiscal. Therefore, the
primary purpose of this section is to highlight any risks or impacts of the savings/repriontisation initiative.

Where do the savings or
revenue or reprioritisation
arise from?

Risks and impacts

Public Housing Services/Transitional Housing ($45 million over the forecast period):

HUD will review programmes that provide access to housing and support in 2025.
Programmes that will be considered as part of this work include Housing First and Rapid
Rehousing, as well as Transitional Housing, Single-Site Supported Housing, Sustaining
Tenancies, and Outreach.

HUD anticipates savings of up to $45 million across 2027/28 and 2028/29 could be achieved
through this process. Potential approaches to finding savings that will be considered include:

a)

b)

c)

d)
Contracted Emergency Housing ($81.249m):

HUD will exit contracted emergency housing motels in Rotorua by December 2025 in line
with the Government’s commitment.

First Home Loans ($35.8m):

Stop Crown contribution to the FHL insurance premium by moving the FHL to full cost
recovery [HUD 2024-005383 refers]. This will generate operating savings of up to
$17.9 million per annum.

Maori Housing ($16.538m):

Reprioritising uncommitted Maori Housing funding to a flexible fund that could fund social
housing, affordable rentals and market housing. This would move away from separate
funds doing similar things, towards a simpler set of more flexible funding tools.

Housing Infrastructure Fund ($3.906m):

The Minister of Finance and Minister of Housing have agreed to enforce the
consequences of milestone draw stop events for the loan facilities for Auckland Northwest,
Waikato Te Kauwhata, and Queenstown Ladies Mile and Queenstown Quail Rise. This
results in OPEX savings from the unwinding of interest concessions.

Public Housing Services / Transitional Housing:

Contracted Emergency Housing (CEH):

Provision of CEH is intended to cease by December 2025 subject to granting of resource
consent for that period. Exiting CEH by December 2025 is dependent on the provision of
alternative accommodation options for residents, including the delivery of sufficient social
housing and affordable housing through Kainga Ora, Community Housing Providers and
Maori and iwi organisations. If sufficient alternative housing supply is not delivered by
this time, residents will need to exit into unsupported options such as emergency
housing.

First Home Loans:

There is a nisk that the Government could be perceived as further removing support for
first home buyers by making changes to the FHL insurance, noting that the First Home
Grant was discontinued in Budget 2024. HUD does not consider this change to the FHL
would affect first home buyers’ ability to purchase a home.

Maori Housing:

The proposed reprioritisation of uncommitted Maori Housing funding will effectively end
Maor Housing as a stand-alone programme. Ringfencing funding for the projects in the

3

[IN-CONFIDENCE]
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|Impact on frontline services

Climate impact

current pipeline and ensuring criteria for the Flexible Fund reflect the challenges with
developing Whenua Maori land are key potential mitigations.

Housing Infrastructure Fund (HIF):

Enforcing the consequences of a council’s contract breach and removing its access to
remaining loan facility may impact on central Government'’s relationships with those
councils and the associated Urban Growth Partnership. HUD considers that councils have
alternative means of financing these projects (either through Local Government Funding
Agency or the Infrastructure Funding and Financing Act). There may also a concern from
developers and/or existing ratepayers who would be required to meet additional interest
costs.

CBAXx not appropriate or applicable as HUD is proposing that funding is internally
reprioritised into programmes that are similar in nature.

O High O Medium K Low

As these savings measures are entirely non-departmental and largely payments made to
third parties. we expect FTE impacts for HUD to be marginal.

Housing and services contracted through providers will be affected by the savings
proposed, with potential impact on availability of housing and support outlined in the risk
section above.

Yes — climate
adaptation or

a - .
resilience impacts
(positive or negative)

Yes — emissions
O  impacts (positive or
negative)

X  Noimpact

Not applicable.

Section 3B: Status quo

he answer to each question must not exceed 1-2 paragraphs.

Status quo

Public Housing Services/Transitional Housing

HUD currently provides a range of housing and support services including
Transitional Housing and Public Housing Services (including Housing First, Rapid
Rehousing, and Sustaining Tenancies). These programmes will be reviewed in 2025.

Contracted Emergency Housing (CEH)
HUD will exit CEH motels in Rotorua by December 2025 in line with the Government’s
commitment.
First Home Loan
Kainga Ora administers the FHL insurance scheme and receives a premium of 1.2
percent of the loan value for every FHL underwritten. The insurance premium insures
lenders against losses arising from mortgage defaults. Costs towards the premium
are currently shared between the first home buyer and the Crown, with contribution
rates of 0.5 percent and 0.7 percent respectively.
Maori Housing
Maorn Housing funds at HUD includes Whai Kainga Whai Oranga (WKWO), consists of
three appropriations. These are:

1)  Supply, for vertical build costs through WKWO;

2) The Maori Infrastructure Fund, to fund associated infrastructure costs; and

3) Capability through WKWO, to ensure build-readiness. Includes funding to

process resource consent applications.

Housing Infrastructure Fund (HIF)

There are nine HIF project packages, across five councils. These project packages
were selected in 2017 to bring forward housing delivery, by financing the delivery of
the infrastructure that would enable it with interest free loans. Four of these HIF
projects have missed a contractually agreed milestone by two years or more - a
“Milestone Drawstop Event”. The consequence of a Milestone Drawstop Event is that
the Crown is no longer obligated to lend the remaining facility unless Ministers decide
to waive the consequences.

[IN-CONFIDENCE]
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xisting operating funding for programme/service ($m)

: 2024125 | 202526 | 202627 | 202728 | 2028129 | Toral 202930 &out
11 it

Maori

e 282.623 242126 281.279 313.402 272.321  1,391.751 81.480

Public

2 1,895.381 2,078.540 2,180.902 2,196.752 2,186.466 10,538.041 2,196.752
Housing MCA

Contracted
Emergency 23.833 24.224 24.623 25.029 25.029 122.738 25.029
Housing

First Home

Loan 18.473 18.000 18.000 18.000 18.000 90.473 18.000

Housing
Infrastructure 9.063 0 0 0 0 9.063 0
Fund (HIF)

Total (Sm) 2,229.373 2,362.890 2,504.804 2,553.183 2,501.816 12,152.066 2,321.261

*Note that approximately $1.16 billion of the $1.39 billion in Maori Housing funding comes from “Investment in
nfrastructure to Advance Development-Ready Land’. This appropriation also includes only $98.615m in funding
earmarked for Maori Housing, with the remaining $1.062bn split across Large Scale Projects and the Infrastructure

Acceleration Fund which are excluded from this exercise.

xisting capital funding for programmel/service ($m)
0425 526 e priers psi2s oo ozt 3132 33/34
0 0 0 0 0 0 0 0 0 0 0

Section 3C: Savings / Revenue / Reprioritisation profile and cost breakdown

he answer to each question must not exceed 1-2 paragraphs.

Public Housing Services / Transitional Housing: the $45m of savings identified are

indicative, but HUD considers achievable.

Contracted Emergency Housing (CEH): savings are equivalent to the entire OPEX
impact from exiting CEH — noting that savings in 2025/26 are equivalent to 50% of the

forecasted expenditure.

First Home Loans: includes the entirety of forecast expenditure from 2025/26 onwards
(less provision for Crown to continue contributing to the mortgage insurance levy for the

Formula and assumptions Kainga Whenua Loan)

underlying costings Maori Housing: funding identified for savings and reprioritisation is from funds that
remain uncommitted to date.

Housing Infrastructure Fund (HIF): savings are equivalent to the entire OPEX and
CAPEX impact from enforcing the consequences of council contractual breaches and
removing access to remaining HIF loan facilities.

See spreadsheets uploaded to CFISnet detailing the assumptions, allocations and
modelling behind the costings associated with this budget submission and other
submitted by HUD.

rovide a breakdown of total initiative expenditure by individual expense category. Total operating and capital expenses in
his section must match the totals in Section 1B:Summary of funding profile. Insert additional rows as appropriate for

additional expense categories.

[IN-CONFIDENCE]
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the premium rate changes. There is a chance that the Crown will have to continue payments in
FY2025/26. HUD expects this would be an immaterial amount.

Maori Housing:

The proposal is to reprioritise uncommitted Maori housing funding to a new Flexible Fund set
out in HUD’s accompanying budget bid titled ‘Housing Portfolio Reset of Investment — Flexible
Fund for new social housing investments (including affordable rentals) (ID 16509 refers).

Housing Infrastructure Fund (HIF).

The Ministers of Finance and Housing have now agreed to enforce Milestone Drawstop Event,
and the Crown is no longer obligated to lend the remaining facility for the four projects. HUD
recommends that Ministers write to affected councils informing of this decision.

Not all the Housing Portfolio’s programmes are well aligned with the recommended roles for
government and funding is not sustainable. Through Resetting Investment for Housing and
Urban Development [HUD 2024-005383 refers] HUD recommend changes to streamline funds,
improve flexibility, increase value for money and effectiveness, and recommend priorities for
savings and new investment in Budget 2025.

Public Housing Services / Transitional Housing
Trade-offs will depend on the options that are progressed to realise savings. Options will
reduce revenues for some providers

Contracted Emergency Housing (CEH):

See risks above.
First Home Loan:

HUD does not expect moving to cost recovery will affect uptake of the loan or households’
ability to reach home ownership compared to now. For an average FHL of $550,000, the
premium paid by buyers would increase from $2,750 to $6,600. If the premium is added to the
loan, this would mean for an average FHL mortgage, the loan would change from $552,750 to
$556,600, a difference of $3,850. The cost increase is less than 1 percent. HUD has assessed
this is unlikely to impact buyers’ ability to service their mortgage, impact the amount needed for
a deposit, or how much they can borrow

Reprioritising uncommitted funding to a flexible fund will enable HUD to support a range of
housing tenures. If funding were retained in its current form, then investment in new housing
supply beyond June 207 would be limited to affordable rentals with Maori and iwi providers.
Ringfencing some of the flexible fund for the current Maori Housing pipeline and ensuring
criteria for the flexible fund reflect the challenges with developing whenua Maori land are key
mechanisms to maintain a priority for investment in Maori Housing while enabling other needs
to be met.

Housing Infrastructure Fund (HIF).

Enforcing the consequences of the Milestone Draw-Stop Event will end the councils’ access to
the remaining HIF loan facility. HUD considers that councils have alternative means of
financing these projects (either through Local Government Funding Agency or the Infrastructure
Funding and Financing Act).

Transition costs associated with the savings initiative ($m)

2024/25 2025/26 2026/27 2027/28 2028/29 & Total
outyears
0 0 0 0 0 0

[IN-CONFIDENCE]
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Section 2: Alignment and options analysis

Section 2A: Alignment

The answer to each question must not exceed 1-2 paragraphs

Delivering effective and fiscally

Does this O  Addressing the rising cost of living X - . :
savings/reprioritisation SRR e
initiative have implications Building for growth and enabling private 0O N

for the delivery of enterprise 0 consequences

Government priorities? (if
there are implications for
multiple Priorities, select the
most relevant)

This initiative supports delivery of effective and fiscally sustainable public services
through rationalising and reprioritising HUD’s investment in the housing and urban
development system and allowing HUD to flexibly respond to need in place in the way
which is most cost effective.

What is the proposed use for

reprioritisation? (for X  Cost Pressures / New Spending O Economic Growth (invitation only)
reprioritisation initiatives only)

Which initiative(s) is this ID 16509

intended to be reprioritised  Housing Portfolio Reset of Investment — Flexible Fund for new social housing

for? investments (including affordable rentals)

Section 2B: Options analysis

he answer to each question must not exceed 1-2 paragraphs

In July, Cabinet agreed to reset investment in housing and urban development to
streamline programmes, improve value for money, and increase flexibility to meet needs
in place through the active purchaser approach recommended by the Kainga Ora Review
Through the reset of investment, a line-by-line assessment of each of HUD’s funds and
programmes were assessed against alignment with the role for government investment,
value for money and delivery.
HUD has identified several areas where investment may not be as effective or be having
the greatest impact:

What were the range of options ¢ There can be multiple funds performing similar roles.

considered? *  Funds can have multiple objectives with a lack of transparency about what is

being purchased, why and at what cost.

*  Different levels of support for people in similar situations can be unfair and
provide poor incentives for people to move from SH when their situation
improves.

*  Funds can be inflexible and difficult to use together to support investment in
place; and

*  People can be placed in programmes based on housing need, not the need for
social services leading to under/over servicing.

The Reset of Investment advice recommended changes to stop, wind down, and improve
What was the process used to the effectiveness of programmes [HUD 2024-005383 refers].

select the preferred option? *  Through this work total savings and reprioritisation of uncommitted Maori
Housing funding of $400.450 million OPEX and $470.874 million CAPEX were
identified across the forecast period.

[IN-CONFIDENCE]
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Section 3: Costs and benefits analysis

ection 3A: Benefits and non-fiscal costs

he answer to each question must not exceed 1-2 paragraphs. The primary benefit of savings is fiscal. Therefore, the
primary purpose of this section is to highlight any risks or impacts of the savings/reprioritisation initiative.

Where do the savings or revenue
or reprioritisation arise from?

Risks and impacts

Impact on frontline services

Contracted Emergency Housing ($5.544m):

HUD will exit contracted emergency housing motels in Rotorua by December 2025 in
line with the Government's commitment.

First Home Loans ($35.800m):

Stop Crown contribution to the FHL insurance premium by moving the FHL to full cost
recovery [HUD 2024-005383 refers]. This will generate operating savings of up to
$17 9 million per annum.

Maori Housing ($127.015m):

Reprioritising uncommitted Maori Housing funding to a flexible fund that could fund
social housing, affordable rentals and market housing. This would move away from
separate funds doing similar things, towards a simpler set of more flexible funding
tools.

Housing Infrastructure Fund ($5.157m):

The Minister of Finance and Minister of Housing have agreed to enforce the
consequences of milestone draw stop events for the loan facilities for Auckland
Northwest, Waikato Te Kauwhata, and Queenstown Ladies Mile and Queenstown
Quall Rise. This results in OPEX savings from the unwinding of interest concessions.

Provision of CEH is intended to cease by December 2025 subject to granting of
resource consent for that period. Exiting CEH by December 2025 is dependent on
the provision of alternative accommodation options for residents, including the
delivery of sufficient social housing and affordable housing through Kainga Ora,
Community Housing Providers and Maori and iwi organisations. If sufficient
alternative housing supply is not delivered by this time, residents will need to exit into
unsupported options such as emergency housing.

First Home Loans:

There is a risk that the Government could be perceived as further removing support
for first home buyers by making changes to the FHL insurance, noting that the First
Home Grant was discontinued in Budget 2024. HUD does not consider this change
to the FHL would affect first home buyers’ ability to purchase a home.

Maori Housing:

The proposed reprioritisation of uncommitted Maori Housing funding will effectively end
Maori Housing as a stand-alone programme. Ringfencing funding for the projects in the
current pipeline and ensuring criteria for the Flexible Fund reflect the challenges with
developing Whenua Maori land are key potential mitigations.

Housing Infrastructure Fund (HIF):

Enforcing the consequences of a council’s contract breach and removing its access
to remaining loan facility may impact on central Government's relationships with
those councils and the associated Urban Growth Partnership. HUD considers that
councils have alternative means of financing these projects (either through Local
Government Funding Agency or the Infrastructure Funding and Financing Act).
There may also a concern from developers and/or existing ratepayers who would be
required to meet additional interest costs.

CBAx not appropriate or applicable as HUD is proposing that funding is internally
reprioritised into programmes that are similar in nature.

O High O Medium X Low

As these savings measures are entirely non-departmental and laraely payments made
to third parties. we expect FTE impacts for HUD to be marginal
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IN-CONFIDENCE (AGENCY TO AMEND AS REQUIRED)

Section 4: Delivery

mplementation of savings / reprioritisation

he answer to each question must not exceed 1-2 paragraphs

Contracted Emergency Housing (CEH)

HUD has a plan in place to exit CEH motels in Rotorua by December 2025 in line with the
Govemnment’s commitment.

First Home Loan

Under full cost recovery, the buyer will pay the full premium and the Crown will stop its funding.
This raises the premium for the buyer from 0.5 percent to 1.2 percent, which can be added to
the loan or paid upfront. Kainga Ora is required to provide participating lenders with 30 days
notice of a change to levy. This means changes cannot be made immediately on
announcement.

The insurance premium will not be adjusted for existing borrowers of the FHL or first home
buyers who have settled on the FHL prior to the changes taking effect. However, there will be
first home buyers who have pre-approved or approved FHL lending but have not settled when
the premium rate changes. There is a chance that the Crown will have to continue payments in
FY2025/26. HUD expects this would be an immaterial amount.

Maori Housing:

The proposal is to reprioritise uncommitted Maori housing funding to a new Flexible Fund set
out in HUD’s accompanying budget bid titled ‘Housing Portfolio Reset of Investment — Flexible
Fund for new social housing investments (including affordable rentals)’ (ID 16509 refers).

Housing Infrastructure Fund (HIF).

The Ministers of Finance and Housing have now agreed to enforce Milestone Drawstop Event,
and the Crown is no longer obligated to lend the remaining facility for the four projects. HUD
recommends that Ministers write to affected councils informing of this decision.

Implementation of Not all the Housing Portfolio’s programmes are well aligned with the recommended roles for
savings from / government and funding is not sustainable. Through Resetting Investment for Housing and
reprioritisation of this  Urban Development [HUD 2024-005383 refers] HUD recommend changes to streamline funds,
programme, activity or improve flexibility, increase value for money and effectiveness, and recommend priorities for
investment savings and new investment in Budget 2025.

First Home Loan:

HUD does not expect moving to cost recovery will affect uptake of the loan or households’
ability to reach home ownership compared to now. For an average FHL of $550,000, the
premium paid by buyers would increase from $2,750 to $6,600. If the premium is added to the
loan, this would mean for an average FHL mortgage, the loan would change from $552,750 to
$556,600, a difference of $3,850. The cost increase is less than 1 percent. HUD has assessed
this is unlikely to impact buyers’ ability to service their mortgage, impact the amount needed for
a deposit, or how much they can borrow

Reprioritising uncommitted funding to a flexible fund will enable HUD to support a range of
housing tenures. If funding were retained in its current form, then investment in new housing
supply beyond June 207 would be limited to affordable rentals with Maori and iwi providers.
Ringfencing some of the flexible fund for the current Maori Housing pipeline and ensuring
criteria for the flexible fund reflect the challenges with developing whenua Maori land are key
mechanisms to maintain a priority for investment in Maori Housing while enabling other needs
to be met.

Housing Infrastructure Fund (HIF):

Enforcing the consequences of the Milestone Draw-Stop Event will end the councils’ access to
the remaining HIF loan facility. HUD considers that councils have alternative means of
financing these projects (either through Local Government Funding Agency or the Infrastructure
Funding and Financing Act).

Contracted Emergency Housing (CEH):

See risks above.

Transition costs associated with the savings initiative ($m

2024125 2025/26 2026/27 2027/28 2028/29 & outyears
0 0 0 0 0 0

7

[IN-CONFIDENCE]









BUDGET-SENSITIVE

e Commenced a process to reset investment in housing (agreed to by Cabinet in July)
to streamline programmes, improve value for money, and increase flexibility to meet
needs in place through the active purchaser approach recommended by the Kainga
Ora Review.

I will report back to Cabinet on the Resetting Investment work in March and seek agreement
on what the government’s role is in the housing system, changes to some programmes, and
my priorities for savings and reinvestment. | will also outline how the Ministry of Housing and
Urban Development (HUD) will apply an active purchaser approach and my proposed social
housing work programme for 2025.

Savings and potential reprioritisation

Initial work on the reset of investment and the HUD Performance Plan has identified
opportunities for savings and reprioritisation of $400.420 million operating and $470.875
million capital across the Budget 2025 forecast period (2024/25 to 2028/29). This includes:

e Uncommitted Maori Housing funding: $187.964 million operating and $287.553
million capital across the forecast period,

¢ Housing Infrastructure Fund (HIF): $9.036 million operating and $183.322 million
in recyclable capital,

e Cost recovery for First Home Loan: $71.6 million operating across the forecast
period, and

¢ Reset of Housing and Support Services: $15 million in 2027/28 and $30 million
per annum from 2028/29 in anticipation of the Ministry of Housing and Urban
Development’s review of Transitional Housing and Public Housing Services.

The reduction in Emergency Housing has also generated savings of $703.639 million
operating over the four years from 2024/25 to 2027/28 compared to BEFU. | note the
previous government used forecast savings in Emergency Housing spending to fund
Contracted Emergency Housing in Rotorua.

Covering cost pressures

In the Performance Plan, | identified $182.493 million of cost pressures over the forecast
period. This covers market rent increases for Social Housing and Transitional Housing, and
unfunded Income Related Rent Subsidy (IRRS) places within Housing First and Rapid
Rehousing. Both pressures can be fully offset through savings identified in the Reset work.

The Performance Plan made visible these cost pressures. In 2025 | plan to work with the
Minister of Social Development on the operations and performance of housing related
support services, including Housing First and Rapid Rehousing. | also intend to take a close
look at Transitional Housing.

| propose reprioritising $182.493 million of the $400.420 million in operating savings across
the forecast period to cover these cost pressures.
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Potential savings before new initiatives

After cost pressures, there is $217.927 operating and $470.875 million in capital savings
remaining across the forecast period. If savings from Emergency Housing are also counted,
$921.566 million operating is left over.

New initiatives for 2025
Affordable Rentals — funded through reprioritisation of uncommitted M&ori Housing Funding

To implement the active purchaser approach recommended by the Kainga Ora review, HUD
has reorganised its delivery group. | intend to work with HUD in 2025 to refine this further by
setting up a ring-fenced team/department within HUD that embeds an approach that uses
data and insights to create and administer a range of housing support tools — from light-
touch support (like the Residential Development Underwrite) to high-touch support (like
Social Housing places). In effect, this would be a Housing Funding Authority (HFA).

The goal is to make every dollar go as far as it can to increase housing supply and support
people into safe and suitable housing, in the location where it is needed most. This approach
is in line with the Treasury’s new Funding and Financing Framework, which is about
providing “just enough” funding and/or concession to get things done, allowing the
Government to do more.

| propose that the HFA would administer a flexible pool of money, or a ‘Flexible Fund’, to
enable them to make these interventions.

| also propose establishing a permanent role for Affordable Rentals within the housing
system as part of the Flexible Fund. This can be progressed in two stages:

o Phase One (pre-HFA): Initial focus on affordable rentals through up front grants and
potentially other lower-cost support (e.g., interest free loans). Affordable rentals will
include projects from the current Maori Housing pipeline, which will complement
delivery of social housing funded through Budget 2024. This approach will maximise
supply immediately, while the HFA/HUD’s active purchasing approach is being
established.

e Phase Two (from end of 2025): Move to a more integrated model, where Affordable
Rentals are a type of Social Housing. Under this model, Affordable Rentals would be
funded by an operating payment like social housing. This would deliver better value
for money as an IRRS-style payment. It would be lower than existing IRRS and help

fill 8 need in the market. SR
e

| propose reprioritising remaining uncommitted Maori Housing Funding ($173.516 million
operating and $287.553 million capital') to the Flexible Fund. With this level of funding, |
expect Phase One to support around 600 affordable rentals that could be delivered by June

16.538 million of uncommitted Maori housing funding is needed to offset cost pressure, meaning not all the uncommitted
Maori Housing operating funding would be transferred to the Flexible Fund.
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2027, and Phase Two to support an additional 1,300 to 1,800 social homes (including
affordable rentals) that will be procured together from the Flexible Fund from June 2027 to
June 2029.

| am in discussion with Minister Potaka regarding the projects from the Maori Housing
pipeline that should be prioritised through Phase One of the Flexible Fund, and | also intend
to explore lower cost options to support the supply of Maori Housing with available funding.

Within the Flexible Fund | am proposing some limited capacity to subsidise market housing
within mixed tenure developments. Investment would be limited to only those projects where
we are already funding social housing and or affordable rentals, and targeted to places like
Rotorua or Hastings where there is an acute need to increase overall supply.

Moving to a flexible fund is consistent with the Kainga Ora review and moves away from the
numerous and tightly specified programmes we have now. It will allow the Government to be
much more deliberate in what housing solutions it purchases and will enable greater
competition and parity between Kainga Ora and CHPs. Our officials will need to work
together in the new year to provide us with advice on the appropriate guardrails for the fund.

| intend to establish HUD’s purchasing function in a way that enables Ministers to set clear
expectations for investment via this fund at a national level, with the HFA determining priority
locations for investment based on need, using data and market analysis.

The HFA would have the operational flexibility to determine the appropriate mix of
investment in places. They will be the determiner as to who can best deliver what and
where, working with local partners and Kainga Ora. There would be clear reporting on
impact and value for money, as well as a focus on what works to inform future investment.

Greenfield Model — funded through reprioritisation of Housing Infrastructure Fund

| propose reprioritising capital savings from the HIF ($183.322 million in recyclable capital) to
support the Greenfield Model which will soon be administered by National Infrastructure
Funding and Financing Limited (NIFFCo). On 8 December, you agreed to NIFFCo using the
Greenfield Model for two medium-sized developments, under which NIFFCo would lend at
moderately concessional interest rates to Infrastructure Funding and Financing Act 2020
Special Purpose Vehicles over the development/construction period.

Under this model, NIFFCo will provide concessionary loans to developers over the
development period of a greenfield housing project. Once the development is complete, the
capital can be recycled.

The HIF funding is recyclable, so would be suited to reprioritisation in this way. However, the
Greenfield Model creates a non-cash operating impact and therefore may be constrained by
the overall remaining operating savings (up to $44 million). HUD will work through the exact
fiscal implications with Treasury, but it may mean there will be left over recyclable capital if
the OBEGAL impacts cannot be managed in a way that suits you. Any leftover recyclable
capital could, for example, be diverted to the HFA'’s Flexible Fund.

The cost of the interest concession is $10,000 per dwelling and represents good value for

money compared to other interventions that aim to boost housing supply (e.g., the
Infrastructure Acceleration Fund).
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Creating greater certainty for forward pipeline of social housing places

| propose reprioritising a proportion of the Emergency Housing savings to boost our new
supply commitment to at least 1,000 new social homes (including affordable rentals) per
annum from June 2027 to June 2029 (or at least 2000 places in total). As a reminder Kainga
Ora is currently funded for new supply to June 2025, with no net growth beyond. There is
existing funding of 750 homes per year by CHPs for delivery in 25/26 and 26/27.

The HFA would be agnostic to whether these places were allocated to Kainga Ora or CHPs
and would make this decision based on who could deliver the best value for money to the
Government. This would go a long way to enable true contestability and competitive
neutrality between Kainga Ora and CHPs.

I understand the reduced spending on Emergency Housing has been reflected in HYEFU
forecasts but given that it is active Ministerial decisions around Emergency Housing that
have driven this substantial decline in spending, | believe it should be available for
reprioritisation.

Credit Enhancement Scheme for CHPs

As you know, | am also exploring options for a credit enhancement scheme for CHPs.
Options include (but are not limited to) providing direct lending or guarantees to CHPs,
establishing a Crown intermediary to provide financing efficiencies, or providing lending or
guarantees to a private lender. Helping CHPs access debt on terms reflective of their real
risk profile and circumstance will put them on a more level playing field with Kainga Ora and
support this Government’s goal of competitive neutrality.

I will be reporting back to Cabinet in early 2025 on this financing intervention. The financial
implication of establishing a credit enhancement scheme ranges from “Contingent Liability”
(guarantee) to needing to capitalise and provide operating funding for a Crown intermediary.
Treasury, with support from HUD, are completing work on this, and | will keep you informed
as advice develops.

Regional Deals Secretariat

As you are aware, last month, we had a meeting with Minister Brown regarding ongoing
funding for the Regional Deal’s Secretariat. | propose using a small proportion of the $44m
(e.g., in the scale of $2m per annum) in operating savings to fund the Regional Deal's
Secretariat over the forecast period but not in out years.

Potential savings after new initiatives

A small amount of operating savings and recyclable capital could also be returned to the
centre. In line with advice from Treasury, | will consider options for these savings as part of
the Budget 2025 Baseline Savings Programme led by Minister Seymour.

Further work in 2025 to drive value for money
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I am not proposing further savings from the Kainga Ora Large-Scale Projects at this stage.
My expectation is that refocusing the programme on enabling social housing renewal will
provide further options for capital savings as part of the March report back along with other
potential expenditure reductions across Kainga Ora.

Budget submissions for Housing Portfolio

| am confirming that | have submitted the initiatives for Budget 2025 for the Ministry of
Housing and Urban Development, which covers all proposals for the Housing Portfolio.

I am submitting the targeted policy savings, reprioritisation, and tagged contingency
initiatives outlined below for the Housing Portfolio as detailed below:

ID 16508 | Savings | Reprioritisation | Housing Portfolio Reset of Investment — Savings
to offset cost pressures

ID 16511 | Savings | Reprioritisation | Housing Portfolio Reset of Investment —
Reprioritisation to Flexible Fund and new
investment

ID 16512 | Savings | Tagged Budget 2020 - Waitangi Tribunal Housing Policy

Contingency and Services Kaupapa Inquiry (Wai 2750) Tagged

Contingency

| have also submitted the cost pressure and new spending commitments and capital
investments initiatives as detailed below:

D 16507 New Spending / | Cost Housing Portfolio Reset of Investment —
Cost Pressure Pressure Cost Pressures funding to maintain existing
service volumes
ID 16509 | New Spending / | New Housing Portfolio Reset of Investment —
Cost Pressure Spending Flexible fund for new investment in social

housing and affordable rentals

Yours sincerely,

Hon Chris Bishop
Minister of Housing
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4. Agree that HUD will provide advice on 1c-1e by the end  Agree/Disagree
of October 2024, covering the areas set out in Table One
in this briefing.

5. Note that Budget 2025 allowances are constrained with Noted
the expectation that cost pressures and new spending
initiatives are primarily managed through reprioritisation.

6. Agree to the areas of focus for new spending and Agree/Disagree
reprioritisation to be developed through the reset for
Budget 2025 set out in Table Two and Table Three.

7. Note that funding each new initiative in Table Two Noted
through reprioritisation will require additional savings to
be found,

Agree/Disagree

Agree/Disagree
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10. Forward this briefing to Housing Ministers for discussion
on 27 August 2024 and confirm:

a. areas of focus for new investment and
reprioritisation through Budget 2025

C. potential reprioritisation from other portfolios; and

o

Agree/Disagree

Nick McNabb Hon Chris Bishop
Chief Advisor Housing
15/08/2024 ... /... /...
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Purpose

1.

To set out the work underway to reset investment in housing and urban development
and seeks your agreement to this approach and to confirm areas of focus for new
spending initiatives and savings for Budget 2025.

We also propose you discuss with Housing Ministers on 27 August 2024
a. focus for new investment and reprioritisation through Budget 2025

b.

o

potential reprioritisation from other portfolios.

o

Executive summary

3.

On 1 July 2024 Cabinet agreed to reset investment in housing and urban
development. A key focus of the reset is to clarify the role of government investment
in housing and urban development to inform future investment and reprioritisation. [

We will provide you with advice in September on the role of government investment,
based on an understanding of the potential impact of Going for Housing Growth
(GfHG) and the “limits of the market.” Decisions on role of government investment will
enable HUD to finalise its assessment of the cost effectiveness of existing funds and
potential new initiatives. This will inform advice to you in October 2024 on changes to
funds and programmes, including simplifying them to increase flexibility in place, along
with savings and investment priorities for Budget 2025 and ongoing work. We seek
your agreement that the October 2024 advice cover the areas set out in Table One of
this briefing.

Based on current information about savings and new spending priorities, funding new
initiatives from reprioritisation through Budget 2025 will be challenging. SIO@®HEMNN

Potential savings through stopping further Large Scale Project (LSP) neighbourhoods
and exiting some Housing Infrastructure Fund (HIF) and Infrastructure Acceleration
Fund (IAF) agreements would provide one off rather than ongoing savings. While
funding within Maori Housing could be reprioritised, further savings would be required,
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9.

—
o

We recommend you discuss and confirm with Housing Ministers on 27 August the

areas of focus for new investment and reprioritisation SR@AEI

Background

11.

12.

On 1 July 2024, Cabinet agreed to reset investment in housing and urban
development [ECO-24-MIN0121 refers]. You are due to report back in November with
initial outcomes of the review with recommendations on:

o

o

the role of government investment in housing and urban development and
implications for existing funds and programmes

a simpler and more effective set of funding tools that can be applied flexibly in
places to meet need

proposals for investment through Budget 2025; and

Cabinet also agreed that the reset be framed around three key principles:

o

o

ensuring investments optimise value for money, sustainably delivering on the
Government’s fiscal, economic and social objectives;

increasing supply where this complements the GfHG policy to improve
ownership and rental affordability over the medium to long term;

applying a social investment approach to improve affordability, access to
housing, and support for those who need it, to reduce the Housing Register and
get people out of motels into stable housing.
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13.  The reset will inform future investment and reprioritisation to shift the system through
responding to the Kainga Ora review, supporting growth in the community housing

sector, SRRHENand the government target to reduce the

use of emergency housing.

14.  The reset, along with the Kainga Ora turnaround plan, will provide HUD’s primary
inputs to the Treasury’s Fiscal Sustainability Programme, including the Performance
Plan for Housing and Urban Development that you need to submit to Treasury by 7
November (CAB-24-MIN-0273 refers). The broad focus of the reset means that
housing programmes have been excluded from Treasury’s parallel deep dive into
grants and funds.

Focus for the reset

15. A key focus of the reset is to clarify the role government of investment in housing and
urban development to inform future investment and reprioritisation. SN

16.  To identify the role of government investment, we intend to develop scenarios of the
potential impacts from GfHG over time. This will inform the extent that additional
market supply can reduce housing costs and increase choice for people and over what
timeframe. It will also idenitfy the limits to the market. For example, the impacts of
GfHG may be smaller in regional locations compared to main centres. Even with
significant increase in market supply, choices are may remain constrained for some
large and intergenerational families, Maori wanting to live on or near their whenua,
older people, single people, young people, and people with disabilities.

17. Based on understanding the impacts from GfHG and the limits to the market, we will
provide advice in September 2024 on the potential for government investment to:

a. increase supply (including build to rent) beyond what the market would do to
increase housing choice and reduce housing costs, and how this role might
differ across places and parts of the economic cycle.

b. support urban development and improve urban and economic performance

o

support homeownership through addressing barriers to serviceability and
raising deposit

d. improve income adequacy and reduce poverty through reducing housing costs
and/or increasing incomes.
e. respond to need for government assisted housing through providing direct

access to housing for those who can’t secure market housing and support for
people to retain or secure public or private housing.
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18.

19.

20.

21.

Based on a clear understanding of the different roles for government investment,
subsequent advice in October 2024 will cover:

a. The cost effectiveness of current funds and programmes and new initiatives in
meeting the roles identified above, and recommended changes to programmes.

b. Changes to simplify funds and programmes to apply more flexibility in place to
meet need and support the active purchaser approach recommended by the
Kainga Ora review.

C. Priorities for future investment in the housing system and opportunities for
reprioritisation including for Budget 2025 (see paras 22-32 below) and over the
medium to long term.

In progressing the reset, we will apply the Treasury’s value for money framework and
advice from the Social Investment Agency as appropriate

We expect the October 2024 advice and recommendations will focus on the areas set
out in Table One below.

We do not propose a separate review of investment in Maori Housing. Advice in
October 2024 will set out the best ways for government investment to improve housing
outcomes for Maori consistent with the recommendations in Table One. This could
include partnering with lwi or Maori housing providers or building on existing
Crown/Maori housing partnerships that are bringing on new supply. This work will also
take into account the additional challenges with whenua Maori and the Government’s
obligations as a Treaty partner.
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Areas of focus for Budget 2025

22.

23.

24.

25.

27.

)
®

The budget allowance for Budget 2025 is highly constrained and the Minister of
Finance has set clear expectations that agencies should reprioritise. This expectation
will be reinforced through Performance Plans that are required to set out how
agencies work within baselines.

Based on current information, the main areas of new spending and reprioritisation that
should be considered through the reset (as per Table One) to inform Budget 2025 are
summarised in Tables Two and Three below. We seek your agreement to HUD
progressing these through the reset.

Funding all new initiatives from within current housing spending will be challenging Jill

Potential savings through stopping further LSP neighbourhoods and exiting some HIF
and IAF agreements would provide one off rather than ongoing savings. Savings

through LSPs and the HIF would be capital. While funding within Maori Housing could
be reprioritised, this would also fall short with further savings required, SIE@HENIN

-

N}

—_
o
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29.

30.

31.

32.

We do not expect that reprioritisation alone will be sufficient to support long term
sustainable funding for continued growth in social and affordable housing and the
renewal of Kainga Ora’s portfolio. Over the medium to long term, increased supply
through GfHG should increase housing options for some people who might otherwise

end up in emergency and transitional housing, SRRHIIE . Even

S0, sustainable multi-year funding is likely to require new spending in future budgets.

Note the areas for reprioritisation in Table Three do not cover all areas of spending
within the housing portfolio. We have focused on those areas, based on current
information, where we consider savings are possible. Areas of spending not listed
include:

o

Pacific Housing: funding through the Pacific Housing Strategy and for the
Porirua redevelopment is fully contracted

b s20.590
-
-

C. Funding for Community Group Housing and Public Housing Services reduces
from June 2025. HUD’s Performance Plan will set out how we manage this
funding reduction while maintaining housing and service provision.

A further potential cost pressure relates to the Minister of Local Government seeking
baseline transfers from departments to fund regional deals. We have advised DIA that
there is no funding that can be reprioritised and that decisions would need to be made
as part of Budget 2025.
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Consultation

40. We have consulted with Treasury and MSD on the approach to the reset and priorities

for Budget 2025. SO NI

sa@m)
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Next steps

41.

42.

43.

44.

We seek your feedback on the approach to the reset and focus for Budget 2025 at the
officials meeting on 19 August.

We recommend you forward this briefing to Housing Ministers for the meeting on 27
August to discuss and confirm:

a. areas of focus for new investment and reprioritisation through Budget 2025

. se@miv
I

C. potential reprioritisation from other portfolios; and

d. se@mw

We will provide you with advice by end September seeking high level decisions

around the role of the market and government investment. We will also test this
advice with the Housing Experts’ Advisory Group.

Based on decisions on the role of government, HUD will complete its assessment of
the cost effectiveness of existing funds and new initiatives and provide advice in
October with recommended change to funds and programmes, priorities for Budget
2025 and the ongoing programme of work to inform the November Cabinet report
back.
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Ministry of Housing and Urban Development

RECOMMENDED ACTIONS

It is recommended that you:

1. Note we have considered potential gains from Gong for Noted
Housing Growth to idenitfy the limits to the market and where
government investment could have the greatest impact.

2. Note the potential impact of Going for Housing Growth is Noted
significant but will vary across place and be realised over the
medium to long term (10 to 20 years), and affordability and
availability will remain a challenge for some people

3. Agree that the role for government investment in housing and Agree/ Disagree
urban development should be prioritised through investment:

a. To improve housing system performance in place through
enabling and facilitating urban development and market
supply, and where necessary subsidising new supply to
meet demand, to reduce overall housing costs and
improve housing choice.

b. To meet needs and aspirations in place through: additional
support to households to become homeowners; financial
assistance for private housing costs; access to social
housing and affordable rentals; and support for people to
access and maintain stable housing.

4. Agree to the high-level roles for government investment in Agree/ Disagree
housing and urban development and outcomes set out in Table
One.

5. Note a key change in governments role is that any subsides for  Noted

new supply need to be targeted to those locations where need
is high, and development profitability and market supply is low.

6. Note that recommendation 5 means that programmes should Noted
provide lower subsidies for new supply in markets like Auckland
where there is a higher risk that government investment could
crowd out market supply.
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[£ Note the high-level roles for government investment in Table
One will inform advice on 17 October 2024 on the effectiveness
of programmes and new initiatives, changes to programmes to
improve flexibility, and priorities for new investment and savings
in Budget 2025.

Noted

Brad Ward Hon Chris Bishop
Deputy Chief Executive Minister of Housing
27/09./2024. ... /... /...

[IN-CONFIDENCE]




Purpose

1.

To seek feedback on the role for government investment in housing and urban
development, based on potential gains from Going for Housing Growth (GfHG), limits
of the market, and where government investment could have the greatest impact.

Executive summary

2.

To inform this advice we have considered the theoretical maximum impact of GfHG to
identify limits to the market and where government investment could have the greatest
impact.

To understand potential limits to the market we have considered a high-level scenario
of theoretical gains from GfHG. If supply could respond to market demand without
constraint, house prices and rents might be 20% lower than otherwise relative to
incomes (see paras 23 to 27). These benefits would be realised over the medium to
long term (10 to 20 years).

Impacts will vary across locations. We would expect greater gains in high priced main
centres. Impacts may be modest in regional locations where prices and development
profitability are lower and for whenua Maori land, which is often located in areas with
poor development profitability and can face other constraints and development costs.

Based on these theoretical impacts from GfHG, we recommend the role for
government investment be prioritised through investment:

a. To improve housing system performance in place through enabling and
facilitating urban development and market supply, and where necessary
subsidising new supply to meet demand, to reduce overall housing costs and
improve housing choice.

b. To meet needs and aspirations in place through: additional support to
households to become homeowners; financial assistance for private housing
costs; access to social housing and affordable rentals; and support for people
to access and maintain stable housing.

Investment to improve housing system performance in place

6.

Government investment has an important role in realising housing and urban
development outcomes. This includes ensuring that RMA and infrastructure plans
realise the gains from GfHG, and co-ordinating priority developments and complex
projects (including transport investment). Investment can also support sector capacity
in a downturn.

In locations such as Rotorua and Hastings where development profitability is low, and
need is high, government should subsidise housing supply to meet demand that the
market won’t. Increasing supply through supply subsidies for mixed tenure
developments can be cost effective relative to building more expensive social housing
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(e.g., the average upfront grant for an affordable rental is $320,000 compared to
$650,000 build cost for Kainga Ora social housing)’

Meeting needs and aspirations in place

8.

Even if the theoretical gains from GfHG are realised, there may be no material impact
in the next three to five years. Many households will still have insufficient income to
purchase a home or to access and sustain a private rental. Some households will
face additional barriers to accessing housing. Housing instability has a significant
negative impact on other social outcomes such as educational achievement, mental
and physical health, and labour market engagement. For these reasons the
Government has an ongoing role to support people into stable housing through:

a. supporting buyers to access mortgage finance to purchase a home

b. providing financial assistance to meet the cost of market housing and access to
social housing and affordable rentals

C. providing interim housing and additional support for people to access and
maintain housing.

Targeting investment through place based investment

9.

10.

The key change in approach recommended in this paper is that subsides for new
supply need to be targeted to those locations where need is high, and development
profitability and market supply is low. Currently programmes can provide higher
subsidies for new supply in locations with more responsive supply and lower subsidies
in less responsive markets. This has led to over delivery in locations like Auckland
and difficulties with addressing underlying supply problems in regional locations.

Investment to meet need in place should be based on a granular assessment of need
and the flexibility to invest in a broader range of housing tenures. This includes
affordable rentals as alternative the current default of social housing, and where
needed the ability to increase market supply which can expand overall choice,
including for low-income households supported by the Accommodation Supplement
(AS). This more flexible and targeted approach is consistent active purchaser
approach recommended by the Kainga Ora independent review

Next steps

11.

The roles for government investment recommended in this paper are summarised in
Table One below. These roles will inform advice on 17 October 2024 on effectiveness
of programmes and new initiatives, changes to improve flexibility to meet needs in
place, and investment priorities and savings for Budget 2025. so@@Ey

' See Slide 12 of HUD’s 2023 Briefing for Incoming Ministers.
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Approach to the role of government investment

14.

15.

16.

17.

18.

Cabinet agreed that the role for government investment in housing and urban
development be framed around three principles:

a. Ensure investments optimise value for money, sustainably delivering on the
Government’s fiscal, economic and social objectives.

b. Increase supply where this complements the GfHG policy to improve home
ownership and rental affordability over the medium to long term

C. Apply a social investment approach to improve affordability, access to housing,
and support for those who need it, and in turn reduce the Housing Register and
get people out of motels and into stable housing.

Underpinning these principles is an expectation that government should invest where
there is a clear market failure or unmet social need and should not crowd out others,
including local government.

To ground our advice, we have considered the theoretical maximum gains from GfHG
to identify limits to the market and where government investment has the greatest
impact. Consistent with principles b and c in para 13 our approach considers
governments role through investment:

a. To improve housing system performance in place through enabling and
facilitating urban development and market supply, and where necessary
subsidising new supply to meet demand, to reduce overall housing costs and
improve housing choice.

b. To meet needs and aspirations in place through: additional support to
households to become homeowners; financial assistance for private housing
costs; access to social housing and affordable rentals; and support for people
to access and maintain stable housing.

To give effect to principle a in para 13, advice in October will set out the effectiveness
of our programmes and new initiatives, changes to improve flexibility to meet needs in
place, and priorities for new investment and savings through Budget 2025.

This briefing is structured as follows:

a. Section One sets out potential impacts of GFHG on affordability and housing
choice over time and how these impacts might differ across locations.

b. Section Two sets out the role for government investment to improve housing
system performance in place through enabling urban development and market
supply and where necessary subsidising new supply.

C. Section Three sets the role for government investment to meet needs in place
through additional support to households.
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d. Section Four sets out how investment might be targeted to improve impact and
value, including through place-based investment strategies.

Section One: Potential impacts of Going for Housing Growth

19.

20.

21.

The objective of GFHG is to improve housing affordability by significantly increasing the
supply of developable land for housing, both inside and at the edge of our urban
areas. GfHG will make system changes to address the underlying causes of the
housing supply shortage by:

If these system shifts are successful and sufficient, we expect a sustained increase in
the supply of housing over time that would bring down rents and house prices and
increase housing choice for people. However, even with a significant increase in
market supply, choices will remain constrained for some people.

To understand potential limits to the market we have considered a high-level scenario
of the theoretical gains from GfHG where supply can respond to market demand?
without constraint. This is not a projection of the impact of GfHG, rather it is a
scenario to help delineate respective roles of government and the market. To develop
this scenario, we have considered the following:

a. Land price indicators, particularly the Rural Urban Fringe Differential, that
provide potential evidence of an undersupply of housing relative to market
demand.

b. The cumulative impact of GFHG and previous reforms such as the NPS-UD.

The working assumption is that GFHG as a whole removes remaining
constraints to the supply of developable land.

C. The construction sector responds to the increase in developable land with a
sustained increase in housing supply over time such that market demand is
fully met and Rural Urban Fringe Differentials fall to zero.

d. While land prices might adjust quickly, we assume that rents and house prices
adjust more slowly, and in line with the increase in dwellings relative to
population change.?

2 Market demand means the willingness to pay for housing at a price that is commercially viable in the absence of
constraints to supply.

3 House prices could adjust faster than rents where buyers’ willingness to pay fully reflect the expectation that rents
will in the future be lower than otherwise.
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e. As land efficiency indicators are based on current construction costs, we have
not assumed any reduction in construction costs.

This simplified and theoretical approach suggests that eliminating the Rural Urban
Differential would require a country-wide reduction in house prices and rents of around
20%.

Based on observed correlation between incomes, housing stock, population and rent
growth, this reduction in housing costs would require around 250,000 additional
homes to be built across New Zealand.* This would be in addition to new supply
required to meet population change and could be considered an indicative and
theoretical “size of the prize” for GFHG (it is not an estimate of the impact).

An increase in supply of this magnitude would take time to deliver, and the benefits
may take up to 20 years to be realised in full. While these plausible impacts on
housing costs are significant there may be little material impact in the next three to five
years.

Reductions to housing costs should be viewed as improvements to ownership and
rental affordability compared to otherwise, as rents and house prices would still likely
grow in nominal terms (and potentially in real terms).

These plausible gains are subject to uncertainty. Gains could be higher if construction
costs fall significantly, and smaller if GFHG is not fully effective.

For the purposes of this advice, the specific numbers presented in this section are less
important than the potential scale of impact and what this implies about the impact of
government investment compared to the market. The analysis in this paper assumes
the gains identified above are realised. Should benefits be lower the this would imply
a larger role for government investment.

Potential impact of GFHG - key points:

e The potential impact of GFHG could be significant where an increase in the
supply of developable land results in a sustained increase in the supply of
housing.

e Gains would come through improved rental and ownership affordability and
improved availability and choice for households.

¢ Gains would be realised over time, with little material impact in the next three
to five years.

4 What Drives Rents in New Zealand? National and Regional Analysis, Housing Technical Working Group paper:
RBNZ, Treasury and the Ministry of Housing and Urban Development.
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The impact of GfFHG may be greater in some locations than others

28.

29.

30.

31.

Land price indicators can also be used to understand potential impacts of GfHG in
different locations. To do this we have used the Price Cost Ratio (PCR) along with the
number of building consents by population to assess current and potential supply
responsiveness.

The PCR shows how current house prices compare with the costs of construction.

a. A high PCR indicates that residential development should be profitable, with a
sufficient gap between house prices and costs of construction to cover land
purchase, land development and infrastructure costs and developer margin.

b. A low PCR would suggest development may not be profitable, with insufficient
gap between house prices and development costs. Homes may cost more to
develop than they are worth.

The level of consents compared to population indicates the extent that supply is
currently responding to market demand.

Figure One below shows the PCR for housing in Auckland mapped against consents
per 1000 people (the blue dotted lines show the mean across TAs). Auckland has a
relatively high PCR, suggesting development has been and remains profitable. The
increase in consents relative to population shows that new supply has been
increasingly responsive, likely enabled by the Auckland Unitary Plan and NPS-UD.
The fact the PCR remains high suggests that overall supply remains below market
demand, and that this high rate of supply would need to be sustained for some time to
see the PCR fall. The combination of high profitability and supply would suggest that
sustaining high levels of supply into the future would be the key benefit of GFHG.

Figure One: Responsiveness of housing supply in Auckland

32.

The picture in other parts of New Zealand is different. Figure Two shows that Rotorua
has a much lower PCR and levels of consents compared to population. For most of
the last decade, prices have not been much higher than the cost of construction,
suggesting development at any scale has not been profitable. From around 2019 the

11
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PCR and housing supply increased, but from a low base. Profitability has since
declined as prices have fallen and construction costs have increased. Given the time
lags involved with land development and housing supply, the incentives for
development in Rotorua have overall been weak. In 2023 more than a third of
consents were to Kainga Ora, indicating a sharp decline in market supply.

Figure Two: Responsiveness of housing supply in Rotorua

33.  Figure Three shows the profitability and responsiveness of Tier One and Two in 2023,
indicating the variation across councils.® Figure Four suggests what the different
combinations of development profitability and supply responsiveness might imply
about current constraints to the supply of developable land and housing.

Figure Three: Supply responsiveness for Tier One and Two Councils

5 Selwyn and Queenstown Lakes consents per thousand of 16.5 and 19.6 respectively so have been left off this chart for
readability. Selwyn has a PCR of 1.4, close to the mean, whereas Queenstown has one of the highest PCRs at 1.8

12
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E.g., Waimakariri and .
Selwyn (and at times
Christchurch City)

Bottom Right: Moderate .
profitability and high

nstruction

Sustain the current high levels of new supply through
increasing the supply of developable land for future
development

Less improvement in ownership and rental affordability as
supply is already more responsive to market demand.

E.g., Rotorua, Napier,
Hastings, smaller urban
and rural areas

Bottom Left: Low .
profitability and low
construction

Increasing supply of developable land may have
moderate impact on new housing supply.

While new supply may meet market demand, supply may
not keep up with demand from population change. Rental
and ownership affordability and overall housing choice
may not materially improve.

In many instances the cost to develop may be higher than
value on completion, meaning land availability may not be
the key constraint.

Development of whenua Maori has additional challenges

35.

Whenua Maori is often located in areas with poor development profitability and lower
levels of market supply. In addition, whenua Maori can face a range of other
constraints that can limit and increase the cost of development relative to general title

land:

a. Fragmented and complex ownership structures limit the ability to obtain capital
or mortgages to build housing on whenua Maori, and the housing and legal
systems do not easily accommodate large numbers of owners.

b. Over a quarter of whenua Maori is landlocked, often in part or whole by crown
land, reducing the choices available for its use or limiting the options to lease
the land.

C. District planning has not traditionally looked at whenua Maori as a means for

housing development, so resource consent applications can be costly.

14
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Impact of GFHG across locations — Key Points

¢ The impacts of GFHG will vary by location. Specifically:

O In higher priced locations GfHG can support a sustained increase in housing
supply that can improve affordability and housing choice over time

O In lower priced regional centres and smaller urban and rural areas
development profitability is lower and has varied over time, suggesting
increases in market supply could be modest.

¢ Whenua Maori is often located in areas where development profitability and supply
responsiveness is low and has additional challenges relating to ownership, access,
and development costs.

Section Two: Investment in place - role of government investment

36. Government investment can play an important role in improving overall housing
system performance in places through ensuring benefits from GfHG are realised, and
increasing overall supply in locations where the market response may be insufficient to
meet need.

37. There are important roles for government to enable urban development and market
supply through:

a. Ensuring infrastructure and planning system settings are functioning
appropriately to realise the benefits of GIHG.

b se@0M
e
1

T
-

C. Supporting residential construction activity through economic downturns to
maintain sector capacity, thereby enabling a swifter and less inflationary
recovery.

38. Investment can also influence the composition of supply, by increasing the proportion
of certain types homes that would not otherwise be provided by the market (e.g.,
different sized homes, apartments or homes with universal design, and Build to Rent).

15
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Investment can also encourage housing types that are untested in particular locations,
such the medium density typologies that were developed at Hobsonville Point.

Where development profitability is low and market supply is insufficient to meet need,
government can use subsidies to increase overall supply. This can contribute to lower
housing costs, improve availability and housing choice and reduce demand for higher
cost government housing support. Weak development profitability can mean there is
lower risk that government investment crowds out market supply with more enduring
and long-term impacts on the overall supply of housing supply.®

However, subsidies for new supply should be targeted. Where the market is
responsive there is greater risk that government investment would compete for sector
capacity or develop sites that would be developed anyway, meaning housing may be
brought forward rather than adding to the overall volume of housing.

Table Three below sets out recommended roles for government investment to enable
urban development and increase supply. In October we will provide advice on the
effectiveness of current programmes in meeting these roles and changes to improve
alignment.

Table Three: Governments role to enable Urban Development and increase
supply

ROLE ACTIVITIES HOUSING OUTCOMES

Enable Urban | + Ensure infrastructure and e Gains maximised from GfHG

Development planning settings realise
- * Improved pace, scale and
and increase benefits of GIHG .
supply quality of urban development
+ Facilitate and co-ordinate compared what market would
urban development do.

projects (including
realising housing benefits
of major transport
investment)

* Recycle Crown capital from
vacant or underutilised
Crown land

» Sector capacity is better
maintained through
economic downturns

* Make vacant and
underutilised Crown land
available to market.

* Increased overall supply
(including housing types and
tenures), improving

+ Buy/sell land to aggregate
land and make available to
market

5 Evidence on the US Low Income Housing Tax Credit finds between two thirds and 100% of subsidised housing
developments would have been built anyway in areas where development is profitable. The level of crowd out was
lower in areas where development profitability was lower.

16
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* De-risk development affordability and availability of
during market downturns housing

*  Where development
profitability is low (e.g.
Rotorua or Hastings) -
provide subsidies to
address the gap between
market value and cost

Section Three: Government investment to meet residual needs and
aspirations in place

42. Increased supply should reduce housing costs and increase availability and choice
over time. However, some households may still have insufficient income to purchase a
home or to access and sustain private rentals. Some households may face additional
barriers to accessing housing in the market and may require other support to obtain
and sustain housing. Housing stability, regardless of tenure type, is a critical enabler
of other social outcomes such as participation in education and employment, and
mental and physical health outcomes.

Assistance for low to middle income households - home ownership

43. Home ownership can provide greater stability and security compared to renting, and
can support stronger community engagement. Mortgage finance also enables
households to front load housing cost during their working lives, with lower housing
costs in retirement (i.e. limited to rates, insurance and maintenance). By comparison
older renters may need to manage changes to market rents, often within fixed
incomes, with increased fiscal risks for government over time.

44 Over time increased supply that reduces prices relative to incomes should reduce the
deposit size and income required to service a mortgage and bring forward and
increase home ownership.

45.  Ongoing factors that may limit increases to home ownership include:

a. Improvements over time may occur too late in some households working life to
enable them to access a mortgage (or they may reach retirement with an
outstanding mortgage)’.

b. There will remain a group of working households who can service most but not
all the mortgage for a home, and would benefit from progressive home
ownership products.

" There are over 7000 pensioners who are currently receiving the Accommodation Supplement to cover home
ownership costs.

17
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C. Single adults may continue to find it harder to own compared to couples who

are able to combine incomes.

46. We see a continued role for government investment to increase home ownership with
benefits to households and lower long term fiscal risk to government, as summarised

in Table Four.

Table Four: Government Role to Support Home Ownership

tenures such as PHO)

ROLE ACTIVITIES HOUSING OUTCOMES
Increasing * Support buyers to access | « Improved stability and tenure
home mortgage finance security for households
ownership (including intermediate

+ Decreased housing costs in
retirement

* Reduced need for retirees to
access income support for
their housing costs

47. At this time, we do not recommend any significant expansion to home-owner support.
In October we will provide advice on the effectiveness of the First Home Loan,
including options for increased cost recovery. We will also recommend options to
reprioritise funding to enable future investment in lower cost PHO to support mixed
tenure developments through place-based investment (see Section Four).8

48.

8 The average cost of the interest concession for PHO loans to providers was $140,000. This is lower than the
average upfront grant of 320,000 for affordable rentals. See Slide 12 of HUD’s 2023 Briefing for Incoming Ministers.
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Assistance for low-income households - rental

49. Increased supply should improve rental affordability over time and increase availability
and choice for renters. Potential benefits over time include:

a. Slower rent growth relative to incomes, reducing rental stress and/or enabling
households to improve the quality of rental housing.®

b. More choice in the rental market, improving tenants’ bargaining position around
terms like tenure security and quality, and reducing the likelihood that
households experience, or are at risk of experiencing, homelessness.

C. Slower growth in the cost of government housing assistance.

50. However, the need for housing assistance for low-income households will continue.

Lower income households face significant affordability gap

51.  Figures Five and Six below show the “affordability gap” for households currently in
IRRS social housing should they move into the private rental market. Using 30% of
income spent on rent as a benchmark, the “affordability gap” measures how far
households would be from that benchmark where they paying a lower quartile rent for
an appropriately sized home'? (and before AS is taken into account).

Figure Five: Affordability Gap for Single Adults in Social Housing'"

% We would expect that rents would fall relative to incomes on a quality adjusted basis (i.e. like for like rentals would
have lower rents than otherwise). It is possible that households on average continue to spend a similar proportion of
their income on rents, with the improvement in rental affordability spent on better quality rentals.

0 For a single adult we have assumed a one-bedroom rental and for Sole parent with one and two children we have
assumed a two bedroom home.

" This is initial high level analysis and will be refined over coming weeks to input to advice on the AS and IRRS.
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52.

53.

Figure Six: Affordability Gap for Sole Parents in Social Housing

For most households the affordability gap is significant and could not be covered by
the AS. Currently the maximum rates of AS are $165 per week for a single adult and
$305 for a three-person household (in Auckland).’> These rates fall short of the
affordability gap for most social housing tenants and create strong disincentives to
move from social housing. The affordability gap relative to available assistance is
larger for single adults.

Even with a 20% decline in rents relative to incomes over 20 years these affordability
gaps will remain significant, and ongoing housing assistance to help people with their
housing costs will be needed.

Some households can also face availability challenges

54.

55.

56.

The limited availability of smaller homes also contributes to a larger affordability gap
for single adults. Most homes in New Zealand are traditional family homes, which can
limit choices for single adult households who are competing with families in the rental
market. Lower quartile rentals of smaller — assumed in Figure five - may not in
practice be available. Larger households can face similar challenges finding larger
homes, resulting in over-crowding.

Where housing is not available in the market people may end up sharing housing with
others. Some multi-family households live in over-crowded homes, with negative
impacts on health outcomes. Also, many of the 69,000 boarders receiving the AS will
live as part of other households. These arrangements won’t always be available,
suitable or sustainable.

The combination of the affordability gap, lack of options in the market, and ability to
live as part of another household, are key drivers of the high rates of single adults on
the Social Housing Register and in Emergency and Transitional Housing.

2 The current maximum rates for AS were set in 2018 based on 2016 rents.
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57.

.

In the future, the growing number or renters reaching retirement are likely to face
increasing challenges with affordability and availability of rental housing.'® Accessible
housing is also a current challenge and will grow.

Housing assistance for low income households

58.

59.

60.

61.

Low-income households currently receive significant housing assistance from
government. The AS provides support to meet private market housing costs. IRRS
funds the provision of secure low-rent social housing for people who struggle to find
and sustain housing in the private rental market.

The AS is demand driven and available to recipients who are eligible, while access to
the limited number of IRRS Social Housing places is managed through the Social
Allocation System and the Social Housing Register. Social Housing tenancies are tied
to particular homes, while AS can move with the household.

A limited number of affordable rentals, provided by housing providers and iwi at
discounted rents are also available. Access to affordable rentals is determined by
providers and availability. Lower income tenants are still likely to receive the AS,
however this will be at a lower cost to government because of the discounted rent
cost.

The key roles for government to provide financial assistance for low-income
households are summarised in Table Five. Key choices around how government
assistance is provided include:

a. Type and level of housing assistance that is provided to different households
b. The volume of social housing and affordable rentals that are available
C. Decisions around who is eligible and prioritised for social housing and

affordable rentals

Table Five: Government role to provide assistance with housing costs

ROLE ACTIVITIES HOUSING OUTCOMES
Assistance * Provide income supportto | « Improved income adequacy
with housing meet market housing and poverty reduction
costs costs (e.g., AS)

* Improved tenure security

+ Provide access to social
housing and affordable
rentals

13 Around 40% of older people are totally reliant on NZ Superannuation and a further 20% have minimal income to
supplement their NZS.
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63.

In October HUD will provide advice about future investment in social housing and

future investment in affordable rentals. SRS

Some people require additional support

64.

65.

Even with increased supply and housing assistance, there will still be people who
need additional support to secure and maintain stable housing and have very limited
housing choice, for example:

a.

Q

People needing specialist housing support because of significant long term
impairment (e.g., chronic severe mental health, intellectual disability, physical or
neurological conditions) who should be living in the community not in
institutional residential care.

People needing specialist housing support that allows them to habilitate and/or
(re)integrate into the community (e.g., people leaving state care or custody and
young people facing significant housing and other barriers).

People who are struggling to have their housing and other needs met for a wide
variety of reasons including income but also family harm, discrimination, mental
health, addictions, disconnection from whanau, community, health and social
services (this is the largest single population segment needing housing
assistance).

People who are difficult and challenging to manage in a tenancy because of
purposeful harm or intimidation such as noise disturbance, property damage,
criminal harassment, and violence.

Additional support and services for people who need it most fits across two key areas,
summarised in Table Six.

22
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66.

67.

Table Six: Government role to provide access to housing, and support to obtain
and maintain housing

Support people into, and
to maintain stable housing
(including prevention and
early intervention)

ROLE ACTIVITIES HOUSING OUTCOMES
Provide Provide access to interim More homelessness
access to housing, and social prevented and people in
housing and housing and affordable stable housing

support rentals

Reduced government cost
for interim housing (where
more people are in stable

housing)

Reduced cost to other

government systems (e.g.,
health, justice)

While both forms of support are needed, there are risks of under or over servicing
including when tying housing to the provision of services. For example, transitional
housing services are attached to the provision of interim housing for people with
nowhere to stay and are funded on the basis that the same level of support is needed
for all households.

In October we will provide advice on:

a. The plan to reduce the number of transitional housing places to manage
declining funding (for transitional housing motels) and options for further
savings within the programme.

b. A future programme of work to improve effectiveness and targeting of
programmes including Housing First, Rapid Rehousing, Sustaining Tenancies,
Single Site Supported Housing, Creating Positive Pathways and Homelessness
Outreach services.

Section Four: targeting investment through place based strategies.

68.

69.

The recommended roles for government investment, summarised in Table One, will
inform advice in October on the effectiveness of current funds and programmes and
changes to improve flexibility to meet need in places. A key focus will be to improve
clarity around how and where investment contributes to outcomes and how investment
should be targeted in future.

An important shift will be how investment is used to increase overall supply. Over time
many programmes have subsidised housing supply. As market responsiveness in
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70.

71.

72.

some locations has increased our approach to investment has not adjusted. For
example:

a. Social Housing: Higher rates of operating supplement, paid in addition market
rents - are available for social housing developments where rents and
development profitability are already higher. This will have contributed to the
over delivery of Social Housing in Auckland relative to the rest of the country.

b. Land for Housing: The effective subsidy for developers from deferred
settlement of land is worth more in main centres where land prices and
development profitability are higher (and lower subsidies are needed).

Future investment in Auckland (and other locations with strong responsiveness),
whether to enable urban development or increase the volume of social housing and
affordable rentals, should involve much smaller subsidies for new supply.

In regional locations where market supply has not responded to population growth and
need is high, investment has been predominantly through social housing and some
affordable rentals and Maori Housing. These programmes have more flexibility to
provide subsidies for new supply but are higher cost per home. Flexibility to subsidise
a wider range of tenures could reduce the overall cost of increasing supply, including
through providing explicit subsidies for the supply of market homes and funding for
lower cost tenures like Progressive Home Ownership (PHO).

This proposed approach involves more flexibility to meet needs in place by separating
decisions around the mix of housing tenures required in a place, and the extent that
subsidies are needed for new housing supply.

Place-based investment strategies

73.

Improved transparency and understanding of where investment has the greatest
impact can support a shift towards a more strategic approach to investment. As
previously advised, [HUD2024-004991, 26 July 2024], HUD is proposing an approach
to active purchasing that focuses on place-based investment, consistent with the
recommendations of the Kainga Ora review. Examples of the different approaches are
set out below:
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government investment. We will work with Treasury over the coming weeks to inform
the October advice on effectiveness of funds and programmes and investment
priorities and savings for Budget 2025.

Next steps

76.

77.

Based on your feedback on the role of government investment we will provide advice
on 17 October 2024 on:

a. The cost effectiveness and value for money of current funds and programmes,
and new initiatives

b. Changes to funds and programmes, including simpler more effective tools that
can be applied flexibly in place

C. Priorities for investment and savings through Budget 2025

d. se@m®

The advice in October will inform the approach Ministers take to Budget 2025. To
give a sense of how the reset supports shifts to the wider system, figure Seven shows
key decision points for Budget 25, further work in 2025 and potential decisions for
Budget 2026
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Annex One: Caveats and Assumptions

The potential impact of Going for Housing Growth (GfHG), outlined in Section one of the
paper, is intended to show a maximum theoretical impact of Going for Housing Growth. It is
derived from the indicators typically used as evidence of the potential gains of such supply
side reform. As a maximalist example it makes several assumptions and simplifications,
outlined below. In reality these assumptions and other unknowns are highly likely to alter the
time taken for Going for Housing Growth to have an effect and the extent of that effect.

Estimation of plausible gains

The estimation of plausible gains through GfHG given in this briefing is based on a simplified
economic estimation of the number of additional dwellings required to lower house prices to a
level that negates the price differential in each area. This is a theoretical model based on
general assumptions. It assumes GfHG removes al barriers responsible for differentials. It
doesn’'t make any assessment of the actual amount of land that might become available,
provided with infrastructure, developed and built upon. It does not assess how much of
differentials is due to immutable restrictions, such as geographical restrictions.

Impact of council implementation

GfHG requires Tier 1 and 2 councils to free up 30 years’ worth of developable land, but
councils have a choice as to how they enable that. Councils choosing to implement MDRS
may see larger and faster impacts from upzoning than others that opt out of MDRS and rely
more on rezoning land.

Funding and finance / infrastructure

It assumes that infrastructure can and will be funded, planned and built in sufficient volume to
allow land to be developed at any point. Infrastructure also needs to be coordinated across
multiple agencies and government departments to ensure that developments have adequate
services such as schools, shopping, and medical facilities, as well as core infrastructure of
transport, three waters, electricity and telecoms.

Nature of land ownership and landholding behaviour

Fragmented land ownership might reduce economies of scale and feasibility compared to
larger parcels of land. Land bankers and developers may not react as anticipated, especially
as drivers may be very individual based upon profit intentions, debt position, available capital
or finance and length of ownership (longer term holders will have a different cost base to a
recent purchaser). It is unknown to what extent the most profitable and feasible land for
(increased) development — with higher amenity value and/or lower transport and
infrastructure costs - has already been acquired by land bankers. The higher the proportion
of this land held by such land bankers, the less impact releasing further, lower amenity, land
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will have on the future value of their holdings. This will reduce their incentive to bring forward
land development in response to GfHG changes.

Construction Sector Capacity

The speed of supply gains from GfHG will depend on the part of the economic cycle the
construction sector is in at the time changes are implemented, and on future construction
cycles. How quickly and sustainably the construction sector can scale up adequately for
additional demand will be dependent on several factors, including:

e overall health of the economy, which might hamper banks and developers’ appetites
for expansion.

o the length and depth of the current market decline, and the risk that loss of businesses
and workforce might become a structural impairment to the speed of the recovery.

o the ability of businesses to cope with the expanded demand without triggering
construction cost inflation caused particularly by a shortage of labour.

¢ the ability for other professions required in land development / subdivision process
(e.g., geotechnical, surveying) to scale up as required and not become a pinch point.

Availability of Finance

As with the construction sector, financial conditions will also impact the rate of gains from
GfHG. Banks decisions on lending for further development will depend on risk appetite and
prevailing interest rates and economic conditions. The position of the banks’ mortgage
portfolios is dependent on house values. The extent and speed banks are willing and able to
lend for further development that will increasingly reduce the house values underpinning their
portfolio may create a ‘speed limit' on how quickly increasing amounts of development can be
funded.
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Purpose

1. This briefing outlines the impacts of Cabinet and joint Ministers’ decisions approved
since the 2024 Budget and seeks your approval to make changes to appropriations for
Vote Housing and Urban Development, as part of the October Baseline Update (OBU)
process.

Executive summary

2. The Ministry of Housing and Urban Development (the Ministry) is seeking joint
Ministers’ approval to a number of appropriation changes to reflect or implement
relevant Cabinet or joint Ministers’ decisions approved since the 2024 Budget, and to
make other technical adjustments which do not put any new policy in place, do not
entail any new funding, and do not require an approval by Cabinet.

Background

3. The OBU process provides an opportunity for appropriation Ministers to seek Minister
of Finance approval to make changes to appropriations to:

a. reflect or implement relevant Cabinet or joint Ministers’ decisions approved
since 2024 Budget; and

b. to make other technical adjustments which do not put any new policy in place,
do not entail any new funding, and do not require an approval by Cabinet.

4. Joint Ministers are requested to approve changes, within the criteria set out in the
Cabinet Office Circular CO (18) 2, Proposals with Financial Implications and Financial
Authorities.

5. This is a technical update with its contents designed to require no review by Cabinet.

6. There are no changes that require Cabinet approval or should be considered as part
of the Budget process.

7. The following proposed changes are explained in more detail in Annex A. The OBU
submission has been developed considering the wider value for money work currently
underway.

8. The proposed changes to appropriations for the Vote are included in the 2024 OBU
submission as set out in Annex A. The format of this submission is largely prescribed
by a Treasury Circular.

9. The effect on OBEGAL since 2024 BEFU of the above appropriation changes and
forecast changes is savings of $86 million over the four-year period (2024/25 to
2027/28). This is mainly due to operating expenditure savings from:
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Budget 2024 savings for Large Scale Projects. The Ministry was instructed to
not include these in 2024 BEFU due to budget sensitivities at the time. These
savings are now reflected in this OBU submission;

Lower holding and interest costs on the Kainga Ora Land Programme on the
basis of a new further development at §@@)@ii¥) Note any future potential losses
for sites divested will be included as a specific fiscal risk and updated in the
forecasts once there is greater certainty of a loss being incurred; and

Lower than anticipated pre-approved uptake of First Home Grants.

These savings have been partly offset by the following increases from:

Social Housing accommodation - increases in Community Housing Providers
(CHP) costs (costs of construction particularly in regions);

Social Housing services forecast (contracts have been incrementally increasing
against a flat baseline);

Build Ready programme write downs; and

expenditure profile of the Infrastructure Acceleration Fund (IAF) is based on
revised Kainga Ora forecasts on cash outflow expectations. Noting that the
increased spend in the forecast period is less than a 3% increase against the
overall IAF funding available. Further investigation is being undertaken to verify
the forecast phasing, which may result in savings in the forecast period.

See Annex D for more details.

10.  Once approved, the consolidated 2024 OBU submission (including tables 1 and 2) for
Vote Housing and Urban Development is required to be forwarded from your office to
the Minister of Finance for final approval.

OBU Changes

11.  The following proposed changes are explained in more detail in Annex A.

a.

Establishing a General Underwrite to Maintain Housing Construction - On 1
September 2024, joint Ministers approved the following briefing: Establishing a
General Underwrite To Maintain Housing Construction — Implementation
Update [HUD2024-005126 refers]. As a result, the Ministry is seeking approval
for the following:

o Establishment of the Residential Development Fund multi-year multi-
category appropriation (MY MCA), as agreed in the above briefing

o Transferring funding from Build Ready Development to the Residential
Development Underwrite Purchase appropriation, as noted in the above
briefing; and
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o Recycling of Funds Back into the Build Ready Development
appropriation — seeking a ‘top up’ the Affordable Housing Fund for those
homes that have been purchased through underwrites and subsequently
on-sold. The funding will be reprioritised into the new appropriation at
the 2025 March Baseline Update.

b. Confirmation of In-principle Expense and Capital Transfers (IPECTs) requested
at the 2024 March Baseline Update relating to the following underspends in the
2023/24 financial year:

Departmental expense transfers
i WAI2750 Enquiry

ii. Ministry of Housing and Urban Development — Responding to savings
initiatives and Emergency Housing

Non-departmental expense or capital transfers
iii. Emergency Housing Reset

iv. Local Innovations and Partnership Fund
V. Affordable Housing Fund

Vi. Early-stage Operating Supplement

vil. Maori Housing Supply and Maori Housing Infrastructure
viii.  Land acquisition of stage three — the Neighbourhood at Ormiston
iX. Forecasting Adjustments to the Housing Programme.

C. Confirmation of IPECTs requested as part of the 2023/24 June Technical
Adjustment process (JIPECT) relating to the following underspends in the
2023/24 financial year.

Departmental expense transfers

I Ministry of Housing and Urban Development — Responding to savings
initiatives

Non-departmental expense transfers

ii. Maori Housing Supply and Maori Housing Infrastructure

iii. Land acquisition of stage three — the Neighbourhood at Ormiston

iv. Te Puea Memorial Marae
V. First Home Grants Administration.
d. Approval of adjustments funded from revenue changes. These reflect latest

expected year end forecasts and relate to:

Departmental adjustments

HUD 2024-005350 2024 October Baseline Update Submission: Vote Housing and Urban
[IN-CONFIDENCE]



Revenue from secondments

Non-departmental adjustments

Crown revenue sales forecasts and resulting cost of sales.

e. Other Funding adjustments:

Vi.

Vii.

Supported Accommodation for High Needs Rangatahi - fiscally neutral
adjustment from the Public Housing MCA to the Transitional Housing
MCA

Wakatipu Shovel Ready Project — fiscally neutral adjustment from the
Land for Housing Operations appropriation to the Transfer of
infrastructure assets to Councils and other Stakeholders appropriation

Land for Housing Operations — topping up this appropriation to cover a
immaterial accounting non-cash adjustment made in 2023/24 to write
down inventory

Transfer of Underspends from expired Multi-Year Appropriation (MYA) to
current MYAs - Infrastructure Investment to Progress Urban
Development MYA and Progressive Home Ownership Fund MYA

Property Provider Management System - fiscally neutral adjustment
from the Public Housing MCA to Departmental baselines to address a
shortfall in funding

Discharging the Residential Property Managers Bill -in April 2024 the
Cabinet Business Committee (CBC) agreed to discharge the above Bill
from the House [CBC-24-MIN-0028 refers]

Approval for adjustments from the reforecast of several Multi-year
Appropriations (MYAs), e.g., Buying off the Plans programme and
Shovel Ready projects to align budgets with forecasted actual
expenditure.

f. Request for one performance reporting exemption from 2024/25 for Vote
Housing and Urban Development. An exemption is being sought for the
operating expenses category of the newly established Residential Development
Fund MY MCA above. Due to the nature of the transactions being funded, the
performance information will not be informative.

12.  Some items listed in Table 2 attached to this submission do not require joint Ministers’
approval. These items are detailed here to ensure you have visibility of all the
Ministry’s vote changes. All Cabinet/joint Ministers’ decisions relating to Vote Housing
and Urban Development made since the previous baseline update have been included
in this update as follows:

Establishing a General Underwrite To Maintain Housing Construction —
Implementation Update [HUD2024-005126 refers]
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ii. Approval for a One-off Funding Transfer for Emergency Housing Social
Outcomes Contracting Trial [HUD2024-005349 refers].

Risks

13. The proposed adjustments hold no risk as they bring forward underspends from
2023/24 to 2024/25 and outyears or are fiscally neutral over the forecast period.
However, the risk of not approving the changes to Vote Housing and Urban
Development’s appropriations are:

i. the Ministry will not have sufficient funds for committed projects (funding
agreements are in place) which have been delayed due to factors
outside the Ministry’s control; and

. the Ministry’s ability to implement a smooth transition to the desired
savings / FTE levels will be inhibited; including the ability to pay for
severance and glide path costs to obtain the annualised savings levels
required.

Consultation

14. The Treasury were provided with a draft of the attached letter. No significant issues
arose from their review.

15. Kainga Ora — Homes and Communities and Tamaki Redevelopment Limited provided
updated forecast data for the fiscal forecasts.

Next steps

16. The Minister of Finance will advise you of her approval to the submission by 8
November 2024.

17.  As noted in the submission, the Ministry has begun a review of the appropriations
structure of Vote Housing and Urban Development for consideration for the Estimates
of Appropriations 2025/26, due to the large number of appropriations managed by the
Ministry and the complexity of changes (which require full consultation with the
Treasury). Any formal changes will be sought in a future joint Ministers’ briefing later
this calendar year.
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Annexes

The following are attached:
a) Annex A - 2024 October Baseline Update Submission for Vote Housing and Urban
Development.

b) Annex B - Table 1 Summary Table of Baseline Numbers for Vote Housing and
Urban Development.

c) Annex C - Table 2 Financial Changes proposed for Vote Housing and Urban
Development.

d) Annex D — Table showing changes in OBEGAL since 2024 BEFU (2024/25 to
2027/28).
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Annex D — Table showing changes in OBEGAL since 2024 BEFU (2024/25 to 27/28)

) BEFU 2024 Forecast OBU 2024 Forecast Variance
OBEGAL imact 2024/25 2025/26 2026/27 2027/28 Total 2024/25 2025/26 2026/27 2027/28 Total 2024/25 2025/26 2026/27 2027/28 Total
M's M’s M’s M’s M's M's M’s M’s M’s M's M's M’s M’s M’s M's
Large Scale Projects - Operating Expenditure 76 66 118 131 391 73 54 63 13 202 2 12 56 119 189
Kainga Ora - Land Programme 10 15 17 18 60 6 7 7 8 27 4 8 10 10 33
First Home Grants 35 - - - 35 20 - - - 20 15 0 0 0 15
Social Housing - Community Housing Providers 294 318 355 371 1,339 296 332 370 393 1,390 (1) (14) (15) (21) (52)
Social Housing Services 94 88 86 86 355 107 108 110 87 412 (13) (20) (24) (1) (57)
Infrastructure Acceleration Fund 164 201 224 55 643 67 169 191 243 669 97 32 33 (188) (26)
Build Ready Development programme write-downs 6 3 - - 9 17 3 - - 20 (17) 1 0 0 (11)
Buying off the Plans holding costs & write-downs 0 0 0 - 0 1 1 0 0 2 (1) (1) (0) (0) (2)
Land for Housing - Operations 23 - - - 23 2 25 - - 27 21 (25) 0 0 (4)
Total 702 692 800 662 2,856 588 698 740 743 2,770 114 (7) 60 (82) 86
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14 October 2024

Hon Nicola Willis
Minister of Finance
Parliament Buildings
WELLINGTON

Dear Nicola

2024 October Baseline Update
Submission for Vote Housing and Urban Development

Introduction

This report covers items affecting the baseline for Vote Housing and Urban
Development which is administered by the Ministry of Housing and Urban
Development (the Ministry) for the 2024 October Baseline Update.

| confirm that none of the changes contained in this update require Cabinet decisions at
this time.

The Table 2 referred to below is attached to this letter.
The proposed changes to baselines are as follows:

Changes requiring approval of joint Ministers

Establishing a General Underwrite to Maintain Housing Construction

On 26 June 2024, Cabinet agreed to end the KiwiBuild programme and Build Ready
Development pathway and to move to a single underwriting programme to mitigate the
current downturn in residential construction [ECO-24-MIN-0121 refers].

Cabinet also authorised the Minister of Finance and the Minister of Housing (joint
Ministers) to make any decisions reasonably necessary to give effect to these
decisions, drawing on the existing KiwiBuild and Build Ready Development
appropriations.

On 1 September 2024, joint Ministers agreed to the creation of a new multi-year multi-
category appropriation for residential development underwrites, to cover both non-
departmental inventory and operating expenses incurred in the provision of purchasing
homes under the residential development underwrite [Establishing a General
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Underwrite To Maintain Housing Construction — Implementation Update HUD2024-
005126 refers].

The Ministry now requires joint Ministers’ approval to establish this appropriation as
follows:

Establishment of Residential Development Fund multi-year multi-category
appropriation.

1. note that the Minister of Finance has agreed to the creation of a new multi-year
multi-category appropriation for establishing a general underwrite to maintain
housing construction.

Noted

MoF approval only:

2. approve the single overarching purpose of this appropriation as per below table.
Approved/Not Approved

3. approve the establishment of the following new MY MCA, to run from 1 October
2024 to 30 June 2029 as follows:

Approved/Not Approved
MY MCA Overarching purpose |Vote Name Minister of/for |Appropriation
Title statement Portfolio dministrator
Residential The single overarching | Housing and Minster of Ministry of
Development | purpose of this Urban Housing Housing and
Underwrite | appropriation is to Development Urban
record purchase costs Development
and associated
expenses incurred in
acquiring, holding and
on-selling homes under
the residential
development
underwrite.
Category Category Title Category Scope
Type
Non- Residential Development Underwrite This category is limited to
Departmental | Purchase expenses incurred in the provision
Output of purchasing homes under the
Expense Residential Development
Underwrite.
Non- Operating the Residential Development This category is limited to
Departmental | Underwrite expenses incurred in relation to the
Output facilitation, acquisition and
Expense subsequent on-sale of homes or
developments in the Residential
Development Underwrite.
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Transferring Funding from Build Ready Development to the Residential
Development Underwrite Purchase appropriation

Furthermore, as noted in the above briefing [HUD2023-005126 refers], funding is
available in the Affordable Housing Fund Non-departmental Output Expense
Appropriation to fund all costs associated with administering a residential development

underwrite to maintain housing construction.

Therefore | am seeking approval to transfer $123 million available from the Affordable
Housing Fund appropriation: $105 million for the underwriting of homes and $18
million for the costs of operating the underwrite regarding the facilitation, acquisition
and subsequent on-sale of any homes (including write-downs).

Accordingly, | seek your approval for the following fiscally neutral adjustment, with no
impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25 2025/26 2026/27 2027/28 2028/29
Development &
Minister of Housing Outyears
Non-departmental Output
Expense:
Affordable Housing Fund (MYA) - - | (123.000) - -
2024/25 to 2028/29

Multi-Category Expenses and
Capital Expenditure:
Residential Development
Underwrite (MCA MYA)

Non-Departmental Output

Expenses:

Residential Development 105.000

Underwrite purchases

Operating the Residential 18.000

Development Underwrite

Note that the indicative spending profile for the above appropriation is as follows:
$m — increase/(decrease)

Indicative annual spending 2024/25 2025/26 2026/27 2027/28 2028/29

profile
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Residential Development
Underwrite (MCA MYA)

Non-Departmental Output
Expenses:

Residential Development

Underwrite purchases ) 52.500 52.500 )

Operating the Residential - 9.000 9.000 -
Development Underwrite
Total Operating - 61.500 61.500 -

Recycling of Funds Back into the Build Ready Development (BRD) appropriation

On 21 June 2022, Cabinet agreed that proceeds from third parties from on-selling the
purchase of the underwritten developments can be used to increase the Affordable
Housing Fund non-departmental output expense MYA up to $65 million [CPC-22-MIN-
0017 refers].

| seek your agreement to ‘top up’ the Affordable Housing Fund for those homes that
have been subsequently on-sold to be made available for reprioritisation into the new
appropriation at the 2025 March Baseline Update. To date three (3) developments
have been purchased as underwrites and on-sold for proceeds of $19.826 million'. The
revenue received from the sale of the underwrites is being utilised to fund an increase
in the BRD appropriation. The revenue received is fully offsets the increase.

Accordingly, | seek your approval for the following technical adjustment of $19.826
million, with a corresponding impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25 to 2028/29
Development
Minister of Housing

Non-departmental Output
Expense:
Affordable Housing Fund (MYA) 19.826

Note that the indicative spending profile for the above appropriation is as follows:

$m — increase/(decrease)

Indicative annual spending 2024/25 2025/26 2026/27 2027/28 2028/29
profile

! Salisbury Street, Levin $3.251 million (2023/24), Galbraith Street, Ngaruawahia $7.870 million (2024/25)
and Maraekakaho Road, Hastings $8.705 million (2024/25).
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19.826

Confirmation of In-principle Expense or Capital Transfers

Confirmation of In-principle Expense or Capital Transfers requested at the 2024
March Baseline Update (MBU)

As part of the 2024 MBU joint Ministers agreed to In-principle Expense and Capital
Transfers (IPECTs) within the Vote totalling $353.783 million [[HUD202-003651 refers].

The Ministry’s audited financial statements for 30 June 2024 have been finalised and

underspends are confirmed for the appropriations administered under the Vote.

Accordingly, | seek your agreement to confirm the final amounts to be transferred from
2023/24 to 2024/25, 2025/26 and 2026/27, with no impact on the operating balance

and/or net debt:

Confirmed Transfer ($M)
Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Raquest- Con-
Expense Transfer firmed
Transfers at ($M)
2024 MBU
WAI2750 Managing the Housing and
Enquiry Urban Development
Portfolio MCA
Departmental Output
Expense:
Pol|gy_AdV|ce and Ministerial 1.700 1.500 ) ) 1.500
Servicing
Ministry of Managing the Housing and
Housing and Urban Development
Urban Portfolio MCA
Development —
Responding to | pepartmental Output
savings Expense:
initiatives and | pjicy Advice and Ministerial
Emergency Servicing 2.250 2.250 - - 2.250
Housing
Emergency Public Housing MCA
Housing Reset
(Non- Non-departmental Output
departmental Expense:
Funding) Services for People in Need of
or at Risk of Needing Public 0.158 B B 0.158 0.158
Housing
Transitional Housing MCA
Non-departmental Output
Expenses:
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Confirmed Transfer ($M)

Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Request- Con-
Expense Transfer firmed
Transfers at ($M)
2024 MBU
Provision of Transitional 4.665 - - 4.665 4.665
Housing Places
Transitional Housing Services 7.309 - - 7.309 7.309
Local Non-departmental Output
Innovations Expense:
and
Partnership Local Innovations and 5.000 2.000 2.750 0.250 5.000
Fund Partnerships
Affordable Upfront Payments MCA
Housing Fund
Non-departmental Capital
Expenditure:
Affordable Housing Fund - 78.000 73.215 - - 73.215
Prepayment of Grants
Early-stage Upfront Payments MCA
Operating
Supplement Non-departmental Capital
Expenditure: -
Community Housing Providers 30.000 27.372 -
— Early-Stage Operating 27.372
Supplement
Maori Housing | Amortisation of Upfront
Supply and Payments MCA
Maori Housing
Infrastructure Non-departmental Other
Expenses:
Amortisation of Upfront 2.350 2.350 - - 2.350
Payments - He KUk ki te
Kainga
Amortisation of Upfront 0.150 0.128 - - 0.128
Payments - Maori
Infrastructure Fund
Upfront Payments MCA
Non-departmental Capital
Expenditure:
He KUk ki te Kainga - 40.000 21.428 - - 21.428
Increasing Maori Housing
Supply - prepayment of upfront
funds
Maori Infrastructure Projects - 13.000 13.000 - - 13.000
Prepayment of Upfront Funds
Land acquisition | Non-departmental Capital
of stage 3 -the | Expenditure:
Neighbourhood
at Ormiston Land purchase within the 7.928 7.928 7.928
Housing Agency Account
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Confirmed Transfer ($M)
Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Request- Con-
Expense Transfer firmed
Transfers at ($M)
2024 MBU
Forecasting Housing Programme Fair
Adjustments to | Value Impairment Loss and
the Housing Inventory Disposal MCA
Programme
Non-departmental Other
Expenses:
Fair Value Impairment Loss — 14.000 14.000 - - 14.000
Affordable Housing Fund
Fair Value Impairment Loss — 9.063 9.063 - - 9.063
Housing Infrastructure Fund
Non-departmental Capital
Expenditure:
Land for Housing — Deferred 138.210 - 30.000 | 108.210 138.210
Settlements
Total Operating 46.645 31.291 2.750 12.382 46.423
Total Capital 307.138 | 142.943 | 30.000 | 108.210 281.153
Confirmation of IPECTs requested as part of the 2023/24 June Technical
Adjustment process (JIPECT)
As part of the 2023/24 JIPECT joint Ministers agreed to further IPECTs within the Vote
totalling $33.977 million [HUD2023-004457 refers], to be confirmed at this baseline
update.
The Ministry’s audited financial statements for 30 June 2024 have been finalised and
underspends are confirmed for the appropriations under the Vote.
Accordingly, | seek your agreement to confirm the final amounts to be transferred, with
no impact on the operating balance and/or net debt:
Confirmed Transfer ($M)
Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Raquest- Con-
Expense Transfer firmed
Transfers at ($M)
June 2024
Ministry of Managing the Housing
Housing and and Urban
Urban Development Portfolio
Development — MCA
Responding to
savings Departmental Output
initiatives Expense:
Policy Advice and 0.500 0.500 - - 0.500
Ministerial Servicing
Maori Housing Upfront Payments
Supply and MCA
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Confirmed Transfer ($M)

Approved In- Appropriation Approved | 2024/25 | 2025/26 2026/27 Total
Principle Request- Con-
ed .
Expense Transfer firmed
Transfers at ($M)
June 2024
Maori Housing Non-departmental
Infrastructure Capital Expenditure:
He Kk ki te Kainga - 7.000 - - - -
Increasing Maori
Housing Supply -
prepayment of upfront
funds
Maori Infrastructure 11.000 6.107 - - 6.107
Projects - Prepayment
of Upfront Funds
Amortisation of
Upfront Payments
MCA
Non-departmental
Other Expense:
Amortisation of Upfront 4.650 4.364 - - 4.364
Payments - He Kikua ki
te Kainga
Land acquisition | Non-departmental
of stage three — | Capital Expenditure:
the
Neighbourhood Land purchase within 1.100 1.100 - - 1.100
at Ormiston the Housing Agency
Account
Te Puea Upfront Payments
Memorial Marae | MCA:
Non-departmental
Capital Expenditure:
Transitional Housing 8.021 8.021 - - 8.021
Providers - Prepayment
of Upfront Funds
First Home Non-departmental
Grants Output Expense:
Administration
Kainga Ora - Homes 1.706 1.706 - - 1.706
and Communities
Total Operating 6.856 6.570 - - 6.570
Total Capital 27121 15.228 - - 15.228

Other Fiscally Ne

utral Adjustments

An explanation of each proposed adjustment is listed below, and the amounts are

specified in Table 2.

Revenue from Secondments
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From time to time the Ministry’s seconds its staff to other government agencies. The
increase in baseline of $120,000 in 2024/25 in the appropriation below, is funded by an

increase in departmental revenue and will be used to cover the additional costs

associated with bringing on additional resource to cover the absence of the seconded

staff.

Accordingly, | seek your approval for the following fiscally neutral adjustment, with no
impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Multi-Category Expenses and
Capital Expenditure:

Managing the Housing and
Urban Development Portfolio
MCA

Departmental Output Expense:

Policy Advice and Ministerial
Servicing

(funded by departmental
revenue)

0.120

Property Provider Management System (PPM)

The Ministry has reviewed its departmental baseline and has identified a shortfall in
funding of $0.656 million from 2024/25 onwards in relation to the amortisation and
capital charge for its Property, Provider Management System (PPM) which has recently
been implemented. This system enables the exchange of information between MSD,
and Community Housing Providers (CHPs) about properties, contracts and housing

related support services. Itis proposed to fund these costs by a fiscally neutral

adjustment from the Public Housing MCA to the Managing the Housing and Urban
Development Portfolio MCA as these costs are directly related to administering CHPs.

Accordingly, | seek your approval for the following fiscally neutral adjustment, with no
impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25 2025/26 2026/27 2027/28 2028/29
Development &
Minister of Housing Outyears
Multi-Category Expenses and
Capital Expenditure:
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Managing the Housing and
Urban Development Portfolio
MCA

Departmental Output Expense:

Management of Housing
Provision and Services
(funded by revenue Crown)

Public Housing MCA

Non-Departmental Output
Expense:

Purchase of Public Housing
Provision

0.656

(0.656)

0.656

(0.656)

0.656

(0.656)

0.656

(0.656)

0.656

(0.656)

Supported Accommodation for High Needs Rangatahi

As part a review of the Aotearoa New Zealand Homelessness Action Plan (HAP), a

Budget 2022 initiative was approved to fund four (4) additional actions to address
critical areas of need. This included expanding the supply of rangatahi focused

transitional housing places.

Funding for this action was appropriated under the Public Housing MCA. However,
given the nature of service provided, and to align to where actual costs are allocated, it

was deemed appropriate to transfer the funding to the Transitional Housing MCA.

A fiscally neutral adjustment of $30.780 million (from 2023/24 to 2027/28) was
approved as part of the 2024 Budget Package technical initiative [CAB-24-MIN-

0148.40 refers]. However, a residual amount of $3.320 million remains in the Public

Housing MCA.

Accordingly, | seek your approval for the following fiscal neutral adjustment, with no
impact on the operating balance and/or net debt:
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$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29 &
Outyears

Multi-Category Expenses and
Capital Expenditure:

Public Housing MCA

Non-Departmental Output Expense:

Services for People in Need of or
at risk of Needing Public Housing

Transitional Housing MCA:

Non-Departmental Output Expense:

Transitional Housing Services

(1.660)

1.660

(1.660)

1.660

Wakatipu Shovel Ready Project

In 2024/25 it is estimated that costs of $8.100 million will be incurred in transferring this

infrastructure asset to Queenstown Lakes District Council.

It is proposed to fund this cost by a fiscally neutral adjustment from the Land for

Housing Operations MYA to the Transfer of infrastructure assets to Councils and other
Stakeholders MYA, where other similar expenses are appropriated for.

Accordingly, | seek your approval for the following fiscally neutral adjustment, with no
impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25 2025/26 2026/27 2027/28 2028/29 &
Development Outyears
Minister of Housing
Non-departmental Other
Expenses:
Land for Housing Operations (8.100) - - - -
(MYA)
Transfer of infrastructure assets 8.100 - - - -
to Councils and other
Stakeholders (MYA)
Forecasting Adjustments
An explanation of each proposed forecasting adjustment is listed below with the
amounts specified in Table 2 attached to this letter.
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Crown Revenue Sales Forecasts

The Ministry has updated its revenue forecast for sales of land and of underwritten

properties.

KiwiBuild Housing Sales

At 2022 MBU joint Ministers approved the establishment of the Land for Housing MYA

and the Buying off the Plans MYA, to replace the KiwiBuild Housing MYA which

expired on 30 June 2022. As stated above, on 26 June 2024 Cabinet agreed to end
the KiwiBuild programme and Build Ready Development pathway and to move to a

single underwriting programme to mitigate the current downturn in residential
construction [ECO-24-MIN-0121 refers].

Therefore it is timely to retire the KiwiBuild Housing Sales revenue line and to create
two (2) new revenue lines for income received from the sale of land under the Land for

Housing Programme and for the sale of dwellings under the Buying off the Plans

Programme.

Accordingly, | seek your approval for the following forecast adjustments against

revenue (for the change in revenue lines above, plus changes in forecast), with a
corresponding impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban

Development 2024/25 2025/26 2026/27 2027/28 2028/2:
Minister of Housing Outyears
Non-tax Revenue

KiwiBuild Housing Sales (24.028) (79.349) (79.926) | (116.339) | (116.339)
Land for Housing Revenue 45.028 78.349 79.926 116.339 116.339
Buying off the Plans Revenue 45.000 - - - -
Sale of Developments 20.340 - - - -
Underwritten

Total Operating 86.340 (1.000) - - -

Other Technical Changes

An explanation of each proposed technical change is listed below with the amounts
specified in Table 2 attached to this letter.

Cost of sales

As requested above, the Ministry is seeking to update its revenue forecast for sales of
land and underwritten properties. Therefore, it requires a rephasing of associated

expenditure related to these sales.
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Accordingly, | seek your approval for the following forecast adjustments against sales
costs with a corresponding impact on the operating balance and/or net debt.

The following forecast adjustments are required to align the appropriations with the
forecasted revenue, with a corresponding impact on the operating balance and/or net

debt:

$m — increase/(decrease)

Vote Housing and Urban
Development

Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Multi-Category Expenses and
Capital Expenditure:

Housing Programme Fair Value
Impairment Loss and Inventory
Disposal MCA

Non-departmental Other
Expenses:

Sale of Developments
Underwritten — Costs

Sale of Land and Dwellings —
Costs

20.340

66.000

(1.000)

Total Operating

86.340

(1.000)

Land for Housing Operations

At 30 June 2024, because of a downward revaluation, the Ministry wrote down the
value of its inventory by $4.119 million; the write down was allocated against the Land

for Housing Operations MYA.

However, funding is still required so that the Ministry can continue work in the
programme. This would then ensure that sufficient funding remains in the appropriation
for unanticipated non-cash technical expenses that are non-discretionary, given current

accounting standards.

Accordingly, | seek your approval for the following technical adjustment of $4.119
million to the Land for Housing Operations MYA, with a corresponding impact on the

operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25 2025/26 2026/27 2027/28 2028/29
Development &
Minister of Housing Outyears
Non-departmental Other

Expense:

Land for Housing Operations 4119 - - - -

(MYA)

Transfer of underspends from expired Multi-Year Appropriations (MYA)

to current MYAs
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At Budget 2024 two new MYAs were established from 1 July 2024 to replace the
previous MYAs which expired on 30 June 2024:

. Infrastructure Investment to Progress Urban Development MYA

. Progressive Home Ownership Fund MYA

At this time, it was approved in-principle that any underspends from the previous MYAs
would transfer to the newly created MYAs. The Ministry’s audited financial statements
for 30 June 2024 have now been finalised and the underspends for these expired
appropriations are as follows:
. Infrastructure Investment to Progress Urban Development MYA - $18.743
million
. Progressive Home Ownership Fund MYA - $30.867 million.

Accordingly, | seek your agreement to confirm the final amounts to be transferred from
2023/24 to 2024/25, with a corresponding impact on the operating balance and/or net
debt:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Non-departmental Output
Expense:

Infrastructure Investment to 18.743
Progress Urban Development
(MYA)

Non-departmental Capital
Expenditure:

Progressive Home Ownership 30.867 - - -
Fund (MYA)

Total Operating 18.743 - - -

Total Capital 30.867 - - -

Discharging the Residential Property Managers Bill

On 22 April 2024, the Cabinet Business Committee (CBC) agreed to discharge the
above Bill from the House once it is reported back by the Social Services and
Community Committee [CBC-24-MIN-0028 refers].

The CBC also authorised the Ministers of Housing and Finance to make decisions at
the 2024 OBU with respect to returning any unspent funding in Vote Housing and
Urban Development appropriated to establish the Real Estate Authority’s role as the
Authority of the Residential Property Management regime.

In August 2023, the Ministry was allocated $7.510 million for the Real Estate Authority
to establish its role as the Authority of the Residential Property Management regime,
and for the authority’s initial operating costs of regulating the residential property
management regime.
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In 2023/24, $0.187 million was spent on the above costs. Therefore the remaining
unspent funds of $7.323 million needs to be returned to the Crown.

Accordingly, | seek your approval for the following technical adjustment of $7.323
million to the Authority for the Residential Property Management Regime
MYA, with a corresponding impact on the operating balance and/or net debt:
$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Non-departmental Output
Expense:

Authority for the Residential
Property Management Regime
(MYA)

(1.649)

(1.299)

(4.375)

Reforecast of MYAs

The Buying-off-the Plans, Affordable Housing Fund, Infrastructure Investment to

Progress Urban Development, Kainga Ora Land Programme, Housing Infrastructure
Fund Loans, Kainga Ora - Homes and Communities Crown Lending Facility,
Progressive Home Ownership Fund and Housing Acceleration Fund MYAs have had
forecast updates which have changed their indicative spending profiles.

Accordingly, | seek your approval for the following spending profile changes, with no
impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Non-departmental Output
Expenses:

Buying off the Plans Programme
(MYA)

Operating the Buying off the
Plans Programme
(MYA)

Affordable Housing Fund
(MYA)

Infrastructure Investment to
Progress Urban Development
(MYA)

Non-departmental Other
Expense:

3.165

1.053

25.627

(21.298)

31.254

0.842

7.705

14.100

(34.419)

(1.895)

(33.332)

7.198
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Kainga Ora Land Programme
(MYA)

Non-departmental Capital
Expenditure:

Housing Infrastructure Fund
Loans (MYA)

Progressive Home Ownership
Fund (MYA)

Kainga Ora - Homes and
Communities Crown Lending
Facility (MYA)

Multi-Year Multi-Category
Appropriations

Housing Acceleration Fund

Non-departmental Capital
Expenditure:

Investment in Crown-owned
Entities to Advance
Development-Ready Land

Non-departmental Other
Expense:

Investment in Infrastructure
to Advance Development-
Ready Land

(5.534)

(82.591)

(41.264)

(1,057.000)

(18.327)

(168.191)

5.534

15.895

24.622

252.000

18.327

168.191

65.366

16.642

805.000

1.330

Total Operating

(190.805)

219.921

(29.116)

Total Capital

(1,173.555)

318.549

853.676

1.330

Request for Performance Reporting Exemptions for 2024/25 Onwards for
Vote Housing and Urban Development

| am seeking your approval for the exemption from end-of-year performance reporting
for those appropriations and categories of MCAs listed in Annex A1. Annex A1
provides reasons for why these exemptions are sought. Any exemptions and the

reason for the exemption are disclosed in the Estimates. For those appropriations

subject to Budget decisions, your approval would be subject to the reason for granting

the exemption still being applicable once these decisions are taken.

Other Cabinet decisions

Several items listed in Table 2 attached to this submission do not require joint Minister

approval. All Cabinet/joint Ministers’ decisions relating to Vote Housing and Urban
Development made since Budget 2024 have been included in this update and are

listed in detail in Table 2 attached to this letter:

° Establishing a General Underwrite To Maintain Housing Construction —
Implementation Update [HUD2024-005126 refers]
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o Approval for a One-off Funding Transfer for Emergency Housing Social
Outcomes Contracting Trial [HUD2024-005349 refers]

Changes to appropriation structures

As stated at the 2024 MBU [HUD briefing HUD2024-003651 refers] the Ministry needs
to restructure its appropriations as there are too many separate appropriations and
several different appropriation types. s 9(2)(f)(iv)

Recommendations

| agree and recommend that you:

1. agree to establish a new multi-year multi-category appropriation for
Residential Development Underwrite, effective from 1 October 2024 to 30
June 2029, as detailed above;

2. agree the changes to those baselines for the appropriations in Vote
Housing and Urban Development that require joint Minsters’ approval, as
set out in Table 2; and

3. agree that the proposed changes to appropriations and departmental capital
injections and withdrawals for 2024/25, covered by recommendation two

above, be included in the 2024/25 Supplementary Estimates and that, in the
interim, the increases be met from Imprest Supply.

| recommend that you:

4. grant an exemption from end-of-year performance reporting for those
appropriations and categories of MCAs listed in Annex A1;
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| recommend that you:

5. note that Table 2 includes for completeness other changes to baselines for
the appropriations in Vote Housing and Urban Development that have been
approved by Cabinet or joint Ministers since the previous baseline update or
do not require such approval.

Hon Chis Bishop
Minister of Housing
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Annex A1:

Proposed exemptions from end-of-year performance reporting

Criterion 3:

a) The appropriation or category of appropriation or category of non-departmental
expenses or non-departmental capital expenditure is one from which resources
will be provided to a person or entity other than a department, a functional chief
executive, an Office of Parliament, or a Crown entity; and

b) an exemption is sought on the basis that end-of-year performance information for
the appropriation or category is not likely to be informative

Vote

Appropriation/
category title

An exemption is
sought under
S.15D(b)(ii) of the PFA
as additional
performance
information is unlikely
to be informative
because...

2024/25
($000)

Housing and
Urban
Development

Residential
Development
Underwrite (MY
MCA)

Category: Operating
the Residential
Development
Underwrite

An exemption is sought
under S.15D(b)(ii) of the
PFA as additional
performance information
is unlikely to be
informative as this
category is solely for
costs in relation to the
facilitation, acquisition
and subsequent on-sale
of homes or
developments in the
Residential
Development
Underwrite.

9,000
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homes under the residential development underwrite [Establishing a General
Underwrite To Maintain Housing Construction — Implementation Update HUD2024-
005126 refers].

The Ministry now requires joint Ministers’ approval to establish this appropriation as
follows:

Establishment of Residential Development Fund multi-year muiti-category
appropriation.

1. note that the Minister of Finance has agreed to the creation of a new muiti-year
multi-category appropriation for establishing a general underwrite to maintain

housing construction.
Noted

MoF approval only:

2. approve the single overarching purpose of this appropriation as per below table.

Approved/Not Approved

3. approve the establishment of the following new MY MCA, to run from 1 October
2024 to 30 June 2029 as follows:

Approved/Not Approved
MY MCA Overarching purpose |Vote Name Minister of/for |Appropriation
Title statement Portfolio Administrator
Residential The single overarching | Housing and Minster of Ministry of
Development | purpose of this Urban Housing Housing and
Underwrite | appropriation is to Development Urban
record purchase costs Development
and associated
expenses incurred in
acquiring, holding and
on-selling homes under
the residential
development
underwrite.
Category Category Title Category Scope
Type
Non- Residential Development Underwrite This category is limited to
Departmental | Purchase expenses incurred in the provision
Output of purchasing homes under the
Expense Residential Development
Underwrite.
Non- Operating the Residential Development This category is limited to
Departmental | Underwrite expenses incurred in relation to the
facilitation, acquisition and
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Output subsequent on-sale of homes or
Expense developments in the Residential
Development Underwrite.

Transferring Funding from Build Ready Development to the Residential
Development Underwrite Purchase appropriation

Furthermore, as noted in the above briefing [HUD2023-005126 refers], funding is
available in the Affordable Housing Fund Non-departmental Output Expense
Appropriation to fund all costs associated with administering a residential development
underwrite to maintain housing construction.

Therefore | am seeking approval to transfer $123 million available from the Affordable
Housing Fund appropriation: $105 million for the underwriting of homes and $18
million for the costs of operating the underwrite regarding the facilitation, acquisition
and subsequent on-sale of any homes (including write-downs).

Accordingly, | seek your approval for the following fiscally neutral adjustment, with no
impact on the operating balance and/or net debt:

$m - increase/(decrease)

Vote Housing and Urban 2024/25 2025/26 2026/27 2027/28 2028/29
Development &
Minister of Housing Outyears
Non-departmental Output

Expense:

Affordable Housing Fund (MYA) - -| (123.000) - -

2024/25 to 2028/29

Multi-Category Expenses and
Capital Expenditure:

Residential Development
Underwrite (MCA MYA)

Non-Departmental Output
Expenses:

Residential Development 105.000
Underwrite purchases

Operating the Residential 18.000
Development Underwrite

Note that the indicative spending profile for the above appropriation is as follows:

[IN CONFIDENCE] 3



8m — increase/(decrease)

Indicative annual spending 2024/25 2025/26 2026127 2027/28 2028/29
profile

Residential Development
Underwrite (MCA MYA)

Non-Departmental Output

Expenses:
Residential Development ; 52 500 52.500 y
Underwrite purchases
Operating the Residential = 9.000 9.000 -
Development Underwrite

Total Operating - 61.500 61.500 -

Recycling of Funds Back into the Build Ready Development (BRD) appropriation

On 21 June 2022, Cabinet agreed that proceeds from third parties from on-selling the
purchase of the underwritten developments can be used to increase the Affordable
Housing Fund non-departmental output expense MYA up to $65 million [CPC-22-MIN-
0017 refers].

| seek your agreement to ‘top up’ the Affordable Housing Fund for those homes that
have been subsequently on-sold to be made available for reprioritisation into the new
appropriation at the 2025 March Baseline Update. To date three (3) developments
have been purchased as underwrites and on-sold for proceeds of $19.826 million'. The
revenue received from the sale of the underwrites is being utilised to fund an increase
in the BRD appropriation. The revenue received is fully offsets the increase.

Accordingly, | seek your approval for the following technical adjustment of $19.826
million, with a corresponding impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25 to 2028/29
Development
Minister of Housing

Non-departmental Output
Expense:
Affordable Housing Fund (MYA) 19.826

Note that the indicative spending profile for the above appropriation is as follows:

1 Salisbury Street, Levin $3.251 million (2023/24), Galbraith Street, Ngaruawahia $7.870 million (2024/25)
and Maraekakaho Road, Hastings $8.705 million (2024/25).
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$m — increase/(decrease)

Indicative annual spending 2024/25

profile

2025/26

2026/27

2027/28

2028/29

19.826

Confirmation of In-principle Expense or Capital Transfers

Confirmation of In-principle Expense or Capital Transfers requested at the 2024

March Baseline Update (MBU)

As part of the 2024 MBU joint Ministers agreed to In-principle Expense and Capital
Transfers (IPECTs) within the Vote totalling $353.783 million [[HUD202-003651 refers].

The Ministry’s audited financial statements for 30 June 2024 have been finalised and

underspends are confirmed for the appropriations administered under the Vote.

Accordingly, | seek your agreement to confirm the final amounts to be transferred from
2023/24 to 2024/25, 2025/26 and 2026/27, with no impact on the operating balance

and/or net debt:

Confirmed Transfer ($M)

Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Seaests Con-
Expense Transfer firmed
Transfers at ($M™)
2024 MBU
WAI2750 Managing the Housing and
Enquiry Urban Development
Portfolio MCA
Departmental Output
Expense:
Polic‘y Advice and Ministerial 1.700 1.500 - . 1.500
Servicing
Ministry of Managing the Housing and
Housing and Urban Development
Urban Portfolio MCA
Development —
Responding to | pepartmental Output
Savingie Expense:
initiatives and | pyjicy Advice and Ministerial
Emergency Servicing 2.250 2.250 - - 2.250
Housing
Emergency Public Housing MCA
Housing Reset
(Non- Non-departmental Output
departmental Expense:
Funding) Services for People in Need of
or at Risk of Needing Public 0.158 - -| 0158 0.158
Housing
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Confirmed Transfer ($M)

Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Request- Con-
Expense Tm‘;ife, firmed
Transfers at ($M)
2024 MBU
Transitional Housing MCA
Non-departmental Output
Expenses:
Provision of Transitional
Housing Places 4.665 - - 4.665 4.665
Transitional Housing Services 7.309 ) } 7.309 7.309
Local Non-departmental Output
Innovations Expense:
and
Partnership Local Innovations and 5.000 2.000 2.750 0.250 5.000
Fund Partnerships
Affordable Upfront Payments MCA
Housing Fund
Non-departmental Capital
Expenditure:
Affordable Housing Fund - 78.000 73.215 - - 73.215
Prepayment of Grants
Early-stage Upfront Payments MCA
Operating
Supplement Non-departmental Capital
Expenditure: -
Community Housing Providers 30.000 27.372 -
- Early-Stage Operating 27.372
Supplement
Maori Housing | Amortisation of Upfront
Supply and Payments MCA
Maori Housing
Infrastructure Non-departmental Other
Expenses:
Amortisation of Upfront 2.350 2.350 - - 2.350
Payments - He Kok ki te
Kainga
Amortisation of Upfront 0.150 0.128 - - 0.128
Payments - Maori
Infrastructure Fund
Upfront Payments MCA
Non-departmental Capital
Expenditure:
He Kok ki te Kainga - 40.000 21.428 - - 21.428
Increasing Maori Housing
Supply - prepayment of upfront
funds
Maori Infrastructure Projects - 13.000 13.000 - - 13.000
Prepayment of Upfront Funds
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Confirmed Transfer ($M)
Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Request- Con-
ed
Expense Transfer firmed
Transfers at ($M)
2024 MBU
Land acquisition | Non-departmental Capital
of stage 3—-the | Expenditure:
Neighbourhood
at Ormiston Land purchase within the 7.928 7.928 7.928
Housing Agency Account
Forecasting Housing Programme Fair
Adjustments to | Value Impairment Loss and
the Housing Inventory Disposal MCA
Programme
Non-departmental Other
Expenses:
Fair Value Impaiment Loss — 14.000 14.000 - - 14.000
Affordable Housing Fund
Fair Value Impairment Loss — 9.063 9.063 - - 9.063
Housing Infrastructure Fund
Non-departmental Capital
Expenditure:
Land for Housing — Deferred 138.210 - 30.000 ( 108.210 138.210
Settlements
Total Operating 46.645 31.291 2.750 12.382 46.423
Total Capital 307.138 | 142.943 30.000 | 108.210 281.153
Confirmation of IPECTs requested as part of the 2023/24 June Technical
Adjustment process (JIPECT)
As part of the 2023/24 JIPECT joint Ministers agreed to further IPECTs within the Vote
totalling $33.977 million [HUD2023-004457 refers], to be confirmed at this baseline
update.
The Ministry’s audited financial statements for 30 June 2024 have been finalised and
underspends are confirmed for the appropriations under the Vote.
Accordingly, | seek your agreement to confirm the final amounts to be transferred, with
no impact on the operating balance and/or net debt:
? Confirmed Transfer ($M)
Approved In- Appropriation Approved | 2024/25 2025/26 2026/27 Total
Principle Re"::s" Con-
Expense Transfer firmed
Transfers at ($M)
June 2024
Ministry of Managing the Housing
Housing and and Urban
Urban Development Portfolio
Development — MCA
Responding to
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Confirmed Transfer ($M)

Approved In- Appropriation Approved | 2024/25 | 2025/26 | 2026/27 Total
Principle Request- Con-
ed
Expense Transfer firmed
Transfers at ($M)
June 2024
savings Departmental Output
initiatives Expense:
Policy Advice and 0.500 0.500 - 0.500
Ministerial Servicing
Maori Housing Upfront Payments
Supply and MCA
Maori Housing
Infrastructure Non-departmental
Capital Expenditure:
He Kuka ki te Kainga - 7.000 - - -
Increasing Maori
Housing Supply -
prepayment of upfront
funds
Maori Infrastructure 11.000 6.107 - 6.107
Projects - Prepayment
of Upfront Funds
Amortisation of
Upfront Payments
MCA
Non-departmental
Other Expense:
Amortisation of Upfront 4.650 4.364 - 4.364
Payments - He Kika ki
te Kainga
Land acquisition | Non-departmental
of stage three — | Capital Expenditure:
the
Neighbourhood Land purchase within 1.100 1.100 - 1.100
at Ormiston the Housing Agency
Account
Te Puea Upfront Payments
Memorial Marae | MCA:
Non-departmental
Capital Expenditure:
Transitional Housing 8.021 8.021 = 8.021
Providers - Prepayment
of Upfront Funds
First Home Non-departmental
Grants Output Expense:
Administration
Kainga Ora - Homes 1.706 1.706 - 1.706
and Communities
Total Operating 6.856 6.570 - 6.570
Total Capital 27121 15.228 - 15.228
[IN CONFIDENCE] 8




Other Fiscally Neutral Adjustments

An explanation of each proposed adjustment is listed below, and the amounts are

specified in Table 2.

Revenue from Secondments

From time to time the Ministry’s seconds its staff to other government agencies. The
increase in baseline of $120,000 in 2024/25 in the appropriation below, is funded by an
increase in departmental revenue and will be used to cover the additional costs
associated with bringing on additional resource to cover the absence of the seconded

staff.

Accordingly, | seek your approval for the following fiscally neutral adjustment, with no
impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Multi-Category Expenses and
Capital Expenditure:

Managing the Housing and
Urban Development Portfolio
MCA

Departmental Output Expense:

Policy Advice and Ministerial
Servicing

(funded by departmental
revenue)

0.120

Property Provider Management System (PPM)

The Ministry has reviewed its departmental baseline and has identified a shortfall in
funding of $0.656 million from 2024/25 onwards in relation to the amortisation and
capital charge for its Property, Provider Management System (PPM) which has recently
been implemented. This system enables the exchange of information between MSD,
and Community Housing Providers (CHPs) about properties, contracts and housing
related support services. Itis proposed to fund these costs by a fiscally neutral
adjustment from the Public Housing MCA to the Managing the Housing and Urban
Development Portfolio MCA as these costs are directly related to administering CHPs.
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Accordingly, | seek your approval for the following fiscally neutral adjustment, with no
impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Qutyears

Multi-Category Expenses and
Capital Expenditure:

Managing the Housing and
Urban Development Portfolio
MCA

Management of Housing
Provision and Services
(funded by revenue Crown)

Public Housing MCA

Non-Departmental Output
Expense:

Purchase of Public Housing
Provision

Departmental Output Expense:

0.656

(0.656)

0.656

(0.656)

0.656

(0.656)

0.656

(0.656)

0.656

(0.656)

Supported Accommodation for High Needs Rangatahi

As part a review of the Aotearoa New Zealand Homelessness Action Plan (HAP), a
Budget 2022 initiative was approved to fund four (4) additional actions to address
critical areas of need. This included expanding the supply of rangatahi focused

transitional housing places.

Funding for this action was appropriated under the Public Housing MCA. However,
given the nature of service provided, and to align to where actual costs are allocated, it
was deemed appropriate to transfer the funding to the Transitional Housing MCA.

A fiscally neutral adjustment of $30.780 million (from 2023/24 to 2027/28) was

approved as part of the 2024 Budget Package technical initiative [CAB-24-MIN-

0148.40 refers]. However, a residual amount of $3.320 million remains in the Public

Housing MCA.

Accordingly, | seek your approval for the following fiscal neutral adjustment, with no
impact on the operating balance and/or net debt:

[IN CONFIDENCE]
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$m - increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29 &
Qutyears

Multi-Category Expenses and
Capital Expenditure:

Public Housing MCA
Non-Departmental Output Expense:

Services for People in Need of or
at risk of Needing Public Housing

Transitional Housing MCA:

Non-Departmental QOutput Expense:

Transitional Housing Services

(1.660)

1.660

(1.660)

1.660

Wakatipu Shovel Ready Project

In 2024/25 it is estimated that costs of $8.100 million will be incurred in transferring this
infrastructure asset to Queenstown Lakes District Council.

Itis proposed to fund this cost by a fiscally neutral adjustment from the Land for

Housing Operations MYA to the Transfer of infrastructure assets to Councils and other

Stakeholders MYA, where other similar expenses are appropriated for.

Accordingly, | seek your approval for the following fiscally neutral adjustment, with no

impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25 2025/26 2026/27 2027/28 2028/29 &
Development Outyears
Minister of Housing
Non-departmental Other
Expenses:
Land for Housing Operations (8.100) - - - -
(MYA)
Transfer of infrastructure assets 8.100 - - - -
to Councils and other
Stakeholders (MYA)
Forecasting Adjustments
An explanation of each proposed forecasting adjustment is listed below with the
amounts specified in Table 2 attached to this letter.
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Crown Revenue Sales Forecasts

The Ministry has updated its revenue forecast for sales of land and of underwritten
properties.

KiwiBuild Housing Sales

At 2022 MBU joint Ministers approved the establishment of the Land for Housing MYA
and the Buying off the Plans MYA, to replace the KiwiBuild Housing MYA which
expired on 30 June 2022. As stated above, on 26 June 2024 Cabinet agreed to end
the KiwiBuild programme and Build Ready Development pathway and to move to a
single underwriting programme to mitigate the current downturn in residential
construction [ECO-24-MIN-0121 refers].

Therefore it is timely to retire the KiwiBuild Housing Sales revenue line and to create
two (2) new revenue lines for income received from the sale of land under the Land for
Housing Programme and for the sale of dwellings under the Buying off the Plans
Programme.

Accordingly, | seek your approval for the following forecast adjustments against
revenue (for the change in revenue lines above, plus changes in forecast), with a
corresponding impact on the operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban 2024/25| 2025/26 | 2026/27 | 2027/28| 2028/29
Development &
Minister of Housing Outyears
Non-tax Revenue

KiwiBuild Housing Sales (24.028) |  (79.349) | (79.926) | (116.339)| (116.339)
Land for Housing Revenue 45.028 78.349 79.926 116.339 116.339
Buying off the Plans Revenue 45.000 - - - -
Sale of Developments 20.340 - - - =
Underwritten

Total Operating 86.340 (1.000) - - -

Other Technical Changes

An explanation of each proposed technical change is listed below with the amounts
specified in Table 2 attached to this letter.

Cost of sales

As requested above, the Ministry is seeking to update its revenue forecast for sales of
land and underwritten properties. Therefore, it requires a rephasing of associated

expenditure related to these sales.

[IN CONFIDENCE]
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Accordingly, | seek your approval for the following forecast adjustments against sales
costs with a corresponding impact on the operating balance and/or net debt.

The following forecast adjustments are required to align the appropriations with the
forecasted revenue, with a corresponding impact on the operating balance and/or net

debt:

$m — increase/(decrease)

Vote Housing and Urban
Development

Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Multi-Category Expenses and
Capital Expenditure:

Housing Programme Fair Value
Impairment Loss and Inventory
Disposal MCA

Non-departmental Other
Expenses:

Sale of Developments
Underwritten — Costs

Sale of Land and Dwellings —
Costs

20.340

66.000

(1.000)

Total Operating

86.340

(1.000)

Land for Housing Operations

At 30 June 2024, because of a downward revaluation, the Ministry wrote down the
value of its inventory by $4.119 million; the write down was allocated against the Land

for Housing Operations MYA.

However, funding is still required so that the Ministry can continue work in the
programme. This would then ensure that sufficient funding remains in the appropriation
for unanticipated non-cash technical expenses that are non-discretionary, given current

accounting standards.

Accordingly, | seek your approval for the following technical adjustment of $4.119
million to the Land for Housing Operations MYA, with a corresponding impact on the

operating balance and/or net debt:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Non-departmental Other
Expense:

Land for Housing Operations
(MYA)

4.119

[IN CONFIDENCE]
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Transfer of underspends from expired Multi-Year Appropriations (MYA)
to current MYAs

At Budget 2024 two new MYAs were established from 1 July 2024 to replace the
previous MYAs which expired on 30 June 2024:

° Infrastructure Investment to Progress Urban Development MYA

° Progressive Home Ownership Fund MYA

At this time, it was approved in-principle that any underspends from the previous MYAs
would transfer to the newly created MYAs. The Ministry’s audited financial statements
for 30 June 2024 have now been finalised and the underspends for these expired
appropriations are as follows:
° Infrastructure Investment to Progress Urban Development MYA - $18.743
million
o Progressive Home Ownership Fund MYA - $30.867 million.

Accordingly, | seek your agreement to confirm the final amounts to be transferred from
2023/24 to 2024/25, with a corresponding impact on the operating balance and/or net
debt:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&

Outyears

Non-departmental Output
Expense:

Infrastructure Investment to
Progress Urban Development
(MYA)

Non-departmental Capital
Expenditure:

Progressive Home Ownership
Fund (MYA)

18.743

30.867

Total Operating

18.743

Total Capital

30.867

Discharging the Residential Property Managers Bill

On 22 April 2024, the Cabinet Business Committee (CBC) agreed to discharge the
above Bill from the House once it is reported back by the Social Services and
Community Committee [CBC-24-MIN-0028 refers].

The CBC also authorised the Ministers of Housing and Finance to make decisions at
the 2024 OBU with respect to returning any unspent funding in Vote Housing and
Urban Development appropriated to establish the Real Estate Authority's role as the

Authority of the Residential Property Management regime.

(IN CONFIDENCE]
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In August 2023, the Ministry was allocated $7.510 million for the Real Estate Authority
to establish its role as the Authority of the Residential Property Management regime,

and for the authority’s initial operating costs of regulating the residential property

management regime.

In 2023/24, $0.187 million was spent on the above costs. Therefore the remaining
unspent funds of $7.323 million needs to be returned to the Crown.

Accordingly, | seek your approval for the following technical adjustment of $7.323
million to the Authority for the Residential Property Management Regime
MYA, with a corresponding impact on the operating balance and/or net debt:
$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Non-departmental Output
Expense:

Authority for the Residential
Property Management Regime
(MYA)

(1.649)

(1.299)

(4.375)

Reforecast of MYAs

The Buying-off-the Plans, Affordable Housing Fund, Infrastructure Investment to

Progress Urban Development, Kainga Ora Land Programme, Housing Infrastructure
Fund Loans, Kainga Ora - Homes and Communities Crown Lending Facility,
Progressive Home Ownership Fund and Housing Acceleration Fund MYAs have had
forecast updates which have changed their indicative spending profiles.

Accordingly, | seek your approval for the following spending profile changes, with no
impact on the operating balance and/or net debit:

$m — increase/(decrease)

Vote Housing and Urban
Development
Minister of Housing

2024/25

2025/26

2026/27

2027/28

2028/29
&
Outyears

Non-departmental Output
Expenses:

Buying off the Plans Programme
(MYA)

Operating the Buying off the
Plans Programme
(MYA)

Affordable Housing Fund
(MYA)

3.165

1.053

25.627

31.254

0.842

7.705

(34.419)

(1.895)

(33.332)

[IN CONFIDENCE]
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Infrastructure Investment to
Progress Urban Development
(MYA)

Non-departmental Other
Expense:

Kainga Ora Land Programme
(MYA)

Non-departmental Capital
Expenditure:

Housing Infrastructure Fund
Loans (MYA)

Progressive Home Ownership
Fund (MYA)

Kainga Ora - Homes and
Communities Crown Lending
Facility (MYA)

Multi-Year Multi-Category
Appropriations

Housing Acceleration Fund

Non-departmental Capital
Expenditure:

Investment in Crown-owned
Entities to Advance
Development-Ready Land

Non-departmental Other
Expense:

Investment in Infrastructure
to Advance Development-
Ready Land

(21.298)

(5.534)

(82.591)

(41.264)

(1,057.000)

(18.327)

(168.191)

14.100

5.534

15.895

24.622

252.000

18.327

168.191

7.198

65.366

16.642

805.000

1.330

Total Operating

(190.805)

219.921

(29.116)

Total Capital

(1,173.555)

318.549

853.676

1.330

Request for Performance Reporting Exemptions for 2024/25 Onwards for
Vote Housing and Urban Development

I am seeking your approval for the exemption from end-of-year performance reporting

for those appropriations and categories of MCAs listed in Annex A1. Annex A1
provides reasons for why these exemptions are sought. Any exemptions and the
reason for the exemption are disclosed in the Estimates. For those appropriations

subject to Budget decisions, your approval would be subject to the reason for granting

the exemption still being applicable once these decisions are taken.
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Other Cabinet decisions

Several items listed in Table 2 attached to this submission do not require joint Minister
approval. All Cabinet/joint Ministers’ decisions relating to Vote Housing and Urban
Development made since Budget 2024 have been included in this update and are
listed in detail in Table 2 attached to this letter:
. Establishing a General Underwrite To Maintain Housing Construction —
Implementation Update [HUD2024-005126 refers]

o Approval for a One-off Funding Transfer for Emergency Housing Social
Outcomes Contracting Trial [HUD2024-005349 refers]

Changes to appropriation structures

As stated at the 2024 MBU [HUD briefing HUD2024-003651 refers] the Ministry needs
to restructure its appropriations as there are too many separate appropriations and
several different appropriation types. The Ministry has begun work in this area to
simplify/streamline its appropriations. Changes will need agreement from The
Treasury and joint Ministers’ approval, and is planned for consideration for the
Estimates of Appropriations 2025/26. Any formal changes will be sought in a future
joint Ministers’ Briefing later this calendar year.

Recommendations

| agree and recommend that you:

1. agree to establish a new multi-year multi-category appropriation for
Residential Development Underwrite, effective from 1 October 2024 to 30
June 2029, as detailed above;

2. agree the changes to those baselines for the appropriations in Vote
Housing and Urban Development that require joint Minsters’ approval, as
set out in Table 2; and

3. agree that the proposed changes to appropriations and departmental capital
injections and withdrawals for 2024/25, covered by recommendation two

above, be included in the 2024/25 Supplementary Estimates and that, in the
interim, the increases be met from Imprest Supply.

| recommend that you:

4.  grant an exemption from end-of-year performance reporting for those
appropriations and categories of MCAs listed in Annex A1;

[IN CONFIDENCE] 17






Annex A1:

Proposed exemptions from end-of-year performance reporting

Criterion 3:

a)  The appropriation or category of appropriation or category of non-departmental
expenses or non-departmental capital expenditure is one from which resources
will be provided to a person or entity other than a department, a functional chief
executive, an Office of Parliament, or a Crown entity; and

b)  an exemption is sought on the basis that end-of-year performance information for
the appropriation or category is not likely to be informative

Vote

Appropriation/
category title

An exemption is
sought under
S.15D(b)(ii) of the PFA
as additional
performance
information is unlikely
to be informative
because...

2024/25
($000)

Housing and
Urban
Development

Residential
Development
Underwrite (MY
MCA)

Category: Operating
the Residential
Development
Underwrite

An exemption is sought
under S.15D(b)(ii) of the
PFA as additional
performance information
is unlikely to be
informative as this
category is solely for
costs in relation to the
facilitation, acquisition
and subsequent on-sale
of homes or
developments in the
Residential
Development
Underwrite.

9,000

[IN CONFIDENCE]
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Remaining programmes need to be targeted and consolidated

4.

Agree to the following changes to programmes and work in Agree/Disagree

2025 to improve alignment with the role for government, and
improve flexibility and effectiveness:

a.

b. Reprioritise Maori Housing funding of $102 million per
annum to a general flexible fund for affordable rentals
and, where required, subsidising some market supply
in areas such as Rotorua and Hastings.

o

Note further advice on the design of the flexible fund in Noted
recommendation 4b will consider how best to continue

investment in Maori led development taking account that

whenua Maori land is often located in areas with poor

development economics (e.g., Tairawhiti)

Noted

Agree/Disagree

Note the changes to programmes in recommendations 2, 3 Noted
and 4 would provide savings and reprioritisation through
Budget 2025 of:
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a. Ongoing operating funding: of around $88 million in
2025/26 increasing to $100-$130 million per annum in
2027/28 and outyears.

b. Ongoing capital funding: of $44 million per annum from
2025/26.

C. One off capital funding: of between $58-222 million
across the forecast period.

d. Recyclable Capital: of up to $180 million across the
forecast period.

Note SS(2)Hv I
—

a.  so@00M

b. could fund continued growth in the community housing
sector through new social and affordable housing, and
any new social housing as part of Kainga Ora’s
renewals programme (depending on the acceptance of
the Credible Plan and appetite for sales to finance
renewals)

Noted

10.

Agree that between $40-70 million of one-off capital savings
from the Large Scale Projects be reprioritised to provide
upfront Operating Supplement (OS) to Community Housing
Providers (CHPs) to deliver some of the Budget 2024 places
(with a focus on those priority locations outside main centres)
and this be confirmed ahead of Budget 2025 to enable places
to contracted.

Noted

11.

Indicate priorities for new investment through savings and
reprioritisation through Budget 2025 (listed in HUD
recommended order of priority):

a. New social housing places for CHPs of a minimum of
500 places per annum for two years (1000 in total).

b. A flexible fund for affordable rentals and, where
required, subsidising some market supply in places
like Rotorua and Hastings.

Agree/Disagree
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C. New social housing places through Kainga Ora
renewals (depending on appetite for sales as part of
the Credible Plan).

d. so@mm)

12.  Note that alongside the Kainga Ora Credible Plan, the reset =~ Noted
of investment is a key input to the Performance Plan for
Housing and Urban Development and Budget 2025.

Brad Ward Hon Chris Bishop
Deputy Chief Executive Minister of Housing
17/10/2024 ... /... /...
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Purpose

1.

To provide advice on recommended changes to programmes to improve flexibility,
value for money and effectiveness to meet needs in place, and priorities for savings
and new investment through Budget 2025

Executive summary

2.

On 27 September, HUD provided advice on the role for government investment in
housing and urban development considering the potential gains from Going for
Housing Growth (GfHG), the limits to the market, and where government investment
could have the greatest impact [HUD2024-005382 refers].

Not all current programmes are well aligned with the recommended roles for
government and funding is not sustainable. We recommend changes to streamline
funds, improve flexibility, increase value for money and effectiveness, and recommend
priorities for savings and new investment in Budget 2025.

Programmes to stop, scale back or remove government support

4.

Consistent with narrowing the focus of Kainga Ora and removing duplication, the
Kainga Ora Land Programme should be stopped. You will receive further advice from
HUD and Kainga Ora by the end of October on the disposal or continuation of current
sites and fiscal implications. You have agreed to receive further advice in February
2025 about the SIO@)MEIM in particular a detailed market valuation and robust
market soundings.

Investment in Large Scale Projects should be scaled back given the higher cost of
infrastructure renewals and land remediation, and declining land sales revenue. You
will receive advice by end of November on future neighbourhoods and opportunities to
realise cost savings across the programme (earlier advice in July [HUD2024-004939]
noted potential savings of $58-222 million capital from not progressing future
neighbourhoods).

The one-off HIF and IAF are inconsistent with the beneficiary pays approach, and
funding should be recovered where contractual milestones are not met (you will
receive advice by end October on $180 million of recyclable capital potentially
recoverable through the HIF).

Government should stop contributing towards the mortgage insurance levy for the First
Home Loan. Moving the scheme to full cost recovery would save up to $18 million per
annum operating. The levy would increase from $2,750 to $6,600 for an average First
Home Loan of $550,000 and should have no impact on uptake.

HUD will exit motels used for Transitional Housing by 2027/28 and Contracted
Emergency Housing in Rotorua by December 2025. The number of Transitional
Housing places will reduce by around 1,000 (compared to around 6,500 now). This
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reduction is required to manage declining baseline funding (i.e., it will not generate
additional savings). Exiting Contracted Emergency Housing will generate $24 million
per annum savings from 2026/27.

Remaining programmes need to be targeted and consolidated
9.

10. The Kainga Ora independent review recommended simplifying and consolidating
programmes to provide more flexibility to tailor investment to have the greatest impact
in meeting needs in place. As an initial step, we recommend funding for Maori
Housing be reprioritised to a single general flexible fund for affordable rentals and,
where required, subsidising market supply in places like Rotorua and Hastings where
there is a shortage of housing and high need. We recommend continued investment
in affordable rentals as these are a lower cost alternative to social housing that provide
stable housing to those who may be lower priority for social housing.

11.  This flexible fund would replace separate funds for Maori and Pacific Housing and
affordable rentals that we have had in the past. We will provide further advice ahead
of Budget submissions in December on the operation of the flexible fund, and how
best to continue investment in Maori led development taking account that whenua
Maori land is often located in areas with poor development economics (e.g.,
Tairawhiti).

2. se@0Om
-
-
-
R
-
-

18, se@0M)
-

These programmes include Transitional Housing, Housing First, Sustaining Tenancies
and Single Site Supported Housing. We do not recommend scaling back these
programmes at this time given risks to the Government Target on Emergency
Housing. We do anticipate savings of up to $30 million are available from rationalising
services from 2027/28 and can commit to these savings now. We will provide advice
ahead of Budget 25 submissions about the extent that these savings are available for
reprioritisation or needed to offset cost pressures across the public housing
appropriation noted in the draft Performance Plan deal with cost pressures from
market rents and expiry of time limited funding.
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* Te Tuapapa Kura Kainga

Ministry of Housing and Urban Development

Housing and Support s9(2)fiv) Savings of $30 million

reset (e.g., Transitional | | operating per annum. May be
Housing and Housing ]

required to offset future cost

First) pressures.
Priorities for Budget 2025
15.  While guidance on the Budget 2025 process is still being developed, our advice takes

16.

17.

18.

into account the tight fiscal environment, and the expectation set by the Minister of
Finance that any new spending be funded through reprioritisation.

The changes to programmes recommended above identity operating funding of
around $88 million from 2025/26, increasing to between $100-130 million in 2027/28
and outyears through savings and reprioritisation. In addition, a further $44 million per
annum from 2025/26 of capital funding that could be reprioritised.

Savings could fund continued growth in the community housing
sector through new social and affordable housing, and any new social housing as part
of Kainga Ora’s renewals programme (dependent on the level of sales used to

finance). S
]
]

Further one-off capital savings could be secured from Large Scale Projects and the
HIF (recyclable). Our advice on improving access to finance [HUD2024-005328
refers] recommended that capital savings could be reprioritised to enable Operting
Supplement (OS) to be paid up front to enable CHPs to access finance and deliver
more of the Budget 2024 social housing places as build to own (with a focus on those
priority locations outside main centres). We recommend capital of $40-70 million be
reprioritised from LSP savings and that this be confirmed ahead of Budget 2025 to
enable places to be contracted.

Background

19.

20.

On 27 September 2024, HUD provided advice on the role for government investment
in housing and urban development considering the potential gains from GfHG, the
limits to the market and where government investment could have the greatest impact
[HUD2024-005382 refers]. The principles for government investment agreed by
Cabinet in July and roles for government investment recommended by HUD are
summarised in Annex One.

In the 27 September 2024 advice, we recommended that the role for government
investment should be prioritised through investment:
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a. To improve housing system performance in place through supporting urban
development and market supply, and where necessary subsidising some new
supply to meet demand in specific places, to reduce overall housing costs and
improve housing choice.

b. To meet needs and aspirations in place for low-income households through:
additional targeted support to households to become homeowners; financial
assistance for private housing costs; access to social housing and affordable
rentals; and support for people to access and maintain stable housing.

21.  We also noted that key shifts in approach to investment were:

a. Subsidies for new supply should be targeted to where need is high and
development profitability and supply is low; and

b. To meet needs in place a broader range of lower cost tenures are needed as
an alternative to the default of social housing.

22.  We have assessed each of HUD’s programmes against the recommended roles to
inform recommendations to streamline, improve flexibility, value for money and
effectiveness, and priorities for new investment and savings through Budget 2025.

23. Recommended changes to funds and programmes in this briefing also support other
key system shifts including:

a. Enabling the agreed strategic direction for the Community Housing Sector to
grow and meet the needs of their communities.

b. Shifting to an active purchaser approach recommended by the Kainga Ora
Independent Review to invest more flexibility in place based on a more granular
assessment of need.

C. Refocusing Kainga Ora as a provider of social housing. A credible plan being
developed by the Kainga Ora board includes future investment scenarios.

d. Meeting the Government Target to reduce emergency housing use by 75
percent by 2030.

24.  To this point our assessment has focused on HUD programmes. Subsequent advice
can consider alignment of programmes within Te Puni Kokiri and MSD.

Aligning programmes to role for government investment

25.  Not all current programmes are well aligned with the recommended roles for
government investment. Reasons include:

a. There can be multiple funds performing similar roles.

b. Funds can have multiple objectives with a lack of transparency about what is
being purchased, why and at what cost.

10
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26.

In some instances, we may be paying for things that we don’t need (e.g.,
subsidising social housing builds in markets where leasing may be a more
appropriate and cost effective alternative and vice vera).

Different levels of support for people in similar situations can be unfair and may
provide poor incentives for people to move from social housing when their
situation improves.

Funds can be inflexible and difficult to use together to support investment in
place, and are not consistent with a more tailored active purchaser approach.

People are placed based on housing need, not the need for social services,
leading to under/over servicing.

We have assessed each of our programmes against the recommended role for
government investment and the wider shifts indicated in paragraph 23 above. Our
assessment and recommendation for each programme, considering alignment, value
for money and delivery effectiveness, is summarised in Annex B. The key
recommendations are outlined in Tables Two and Three. In summary:

a.

Table Two recommends programmes that should be stopped, scaled back,
wound down or have government subsidies removed. These programmes, or
current levels of government investment, are not consistent with the role for
government and/or reflect poorer value for money.

Table Three recommends programmes that should continue and changes to
improve alignment with the role of government, provide flexibility and increase
effectiveness. Recommendations include changes that can be made now and
where further work is proposed in 2025 to inform Budget 2026.

11
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Simplifying and consolidating funding to support active purchasing

27.

28.

29.

30.

31.

32.

33.

34.

The changes recommended in Tables Two and Three above are intended to refocus
and simplify investment in housing and urban development.

The Kainga Ora independent review recommended simplifying and consolidating
programmes, providing more flexibility to tailor investment to have the greatest impact
in meeting needs in place. In places like Rotorua and Hastings, this would involve
addressing underlying shortfalls in housing through subsidising market housing
alongside providing affordable rentals and social housing. In locations like Auckland,
the focus could be providing additional affordable rentals and social housing to meet
need and increasing pace, scale and density of supply.

As an initial step towards consolidation, we recommend reprioritising funding for Maori
Housing into a single general flexible fund for affordable rentals in any location where
there is high need, and subsidising market housing where need is high due to a
shortfall in housing and where market responsiveness is low. The flexible fund would
replace separate funds we have had in the past that seek to achieve similar outcomes,
like the Affordable Housing Fund, Maori Housing and funding for Pacific Housing.

We can consider opportunities to further integrate, and where suitable consolidate,
funds in 2026 with changes implemented through Budget 2026. We will also look to
align Ministerial delegations across housing supply programmes which are currently
inconsistent.

Irrespective of which funds are consolidated, our intention is that all investment will be
informed by an active purchaser approach and a granular assessment of needs in a
place. For example, the needs in a place should inform future rebalancing of the
Transitional Housing Portfolio and where reset housing and support programmes are
prioritised in future. This would be consistent with a social investment approach.

We will provide further advice ahead of Budget 25 submissions in December on the
design of the flexible fund. Advice will consider options to maintain investment in
Maori Housing. Although a focus on need will ensure the needs of Maori are
prioritised alongside the general population, advice will consider how to maintain
investment in Maori-led development taking account that whenua Maori land is often
located in areas with poor development economics (e.g., Tairawhiti)

Maori Housing funding currently has a complex set of appropriations. We will work
closely with Treasury to manage any fiscal implications from reprioritising this funding
including amortisation and any changes to the split of capital and operating funding.

15
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While guidance on the Budget 2025 process is still being developed, our advice takes

into account the tight fiscal environment and the Minister of Finance’s expectation that
new spending be funded through reprioritisation. Table Four below summarises the
potential savings and options for reprioritisation arising from recommended changes to

programmes.

Table Four: potential savings and reprioritisation for Budget 2025

SAVINGS NEXT STEPS HOW MUCH

Large Scale HUD to provide advice in November | Between $58-222 million

Projects 2024 on options for further savings one off capital if future
within existing and future neighbourhoods not
neighbourhoods. progressed.

Housing HUD provide advice on HIF loans by | Up to $180m recyclable

Infrastructure the end of October. capital.

Fund

First Home Loan -
cost recovery

HUD to provide advice on timing and
sequencing by December.

Up to $18m per annum
operating.

Contracted
Emergency
Housing

HUD has plan in place to exit motels
by December 2025.

$24m per annum operating
from 26/27.

Housing and
Support reset
(e.g., Transitional
Housing and
Housing First)

Advice in 2025 to reset programmes.

Advice in December on the extent
that savings are needed to meet cost
pressures or available for
reprioritisation.

$30m from 2027/28.

Maori Housing

HUD to provide advice in December
on moving to flexible fund for new
supply and affordable rentals.

$102m per annum, made up
of$58m operating and $44m
capital.

36. Potential savings from Table Four are a mix of operating and capital, and ongoing, one
off and recyclable funding with implications for how this funding can be used to fund

other priorities:

[IN-CONFIDENCE]
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a. Ongoing operating funding: of around $88 million in 2025/26 increasing to
$100-$130 million per annum in 2027/28 and outyears from savings and
reprioritisation. Some savings from the Housing and Support reset may be
required to offset cost pressures.

b. Ongoing capital funding: of $44 million per annum from 2025/26.

C. One off capital funding: of between $58-222 million across the forecast period.

d. Recyclable Capital: of up to $180 million across the forecast period relating to
interest free loans that are expected to be repaid to the Crown within 10 years.

37 se@0M
R However,

savings and reprioritisation could fund continued growth in the community housing
sector through new social and affordable housing, and new social housing as part of
Kainga Ora’s renewals programme. Table Five below summarises potential priorities
for new investment.

Table Five: Reprioritisation and new investment priorities— in order of HUD
recommended priority

Improving CHP
access to
finance by

NEW DESCRIPTION HOW MUCH

SPENDING

New social Funding additional social housing beyond | A two-year commitment of
housing for June 2027 would support funding certainty | 500 places per annum
CHPs for the sector and increase benefits from (1000 places in total) from

potential credit enhancements to improve
access to finance.

In order to be delivered by June 2027,
social housing places funded through
Budget 2024 will need to be contracted by
the end of 2025. Should new places be
deferred to Budget 2026, there is a risk the
pipeline will stall.

July 2027 would require
$50 million in outyears.

Providing OS upfront would enable more of
the Budget 2024 social housing places to
be delivered by CHPs as Build to Own
(with a focus on those priority locations

Requires capital funding to
provide OS as upfront
payment, with amortisation

[IN-CONFIDENCE]
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Risks

39.  Note that reprioritising funding for Maori housing will be contentious and will be raised
by claimants through hearings for the second stage of the Wai 2750 Housing Policy
and Services Kaupapa Inquiry that commence in late 2025.

Consultation

40. We have consulted with the Treasury and MSD, and incorporated their comments.

Next steps

41.  We seek your agreement to the proposed changes to programmes and the work
programme for 2025 to align with the role of government, improve flexibility and
effectiveness and consolidate programmes.

42.  Subject to your feedback on priorities for new investment through Budget 2025, and
clarity on the process for Budget 2025, we will develop required submissions for
savings, reprioritisation and new investment.

43.  Further work for Budget 2025 would include considering the impact of different mixes
of investment in market housing, social housing and affordable rentals in priority
places.

Annexes
Annex One: Principles and roles for government investment

Annex Two: Line by line assessment of funds and programmes

19
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Annex One: Principles and Roles for Government Investment

PRINCIPLES FOR INVESTMENT (AGREED BY CABINET)

»  Ensuring investments optimise value for money, sustainably delivering on the
Government’s fiscal, economic and social objectives.

» Increasing supply where this complements our Going for Housing Growth policy to
improve ownership and rental affordability over the medium to long term.

*  Applying a social investment approach to improve affordability, access to housing, and
support for those who need it, to reduce the Housing Register and get people out of
motels in to stable housing.

RECOMMENDED ROLES FOR GOVERNMENT INVESTMENT

To improve housing system performance in place

Enable urban
development
and increase

supply

Ensure infrastructure and planning settings realise benefits of GFHG.

Facilitate and co-ordinate urban development projects (including
realising housing benefits of major transport investment).

Make vacant and underutilised Crown land available to market.

Buy/sell land to aggregate land and make available to market.

De-risk development during market downturns.

Where development profitability is low (e.g. Rotorua or Hastings) -

provide subsidies to address the gap between market value and cost.

To meet needs

in place

Increasing «  Support buyers to access mortgage finance (including intermediate
home tenures such as Progressive Home Ownership).

ownership

Assistance +  Provide income support to meet market housing costs (e.g., AS).

with housing
costs

Provide access to social housing and affordable rentals.

Provide
access to
housing and
support

Provide access to interim housing, and social housing and affordable
rentals.

Support people into, and to maintain stable housing (including
prevention and early intervention).

[IN-CONFIDENCE]
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BUDGET-SENSITIVE

3. Value and Performance: Key impact areas

HOUSING SYSTEM PERFORMANCE

Current state

The housing and urban systems in New Zealand face significant challenges. Over the last three decades,
not enough houses have been built in the places they are needed or at prices people can afford. Urban
development and planning has not been responsive enough to demand.

The mismatch between housing supply and demand for homes has fuelled high housing costs and
contributed to high rates of financial stress and homelessness. Evidence of this includes:

* In 2023, 66% of households lived-in owner-occupied dwellings, compared with a peak of 74% in
households in the 1990s;

* As of June 2022, 43% of renting households spent at least 30% of their income on housing, compared
with 21% for owner occupiers; and

* In 2018 atleast 102,000 people were estimated to be living in severe housing deprivation.

Desired state

To address the long-term systemic challenges and current economic conditions, priority areas of focus are:

1. Remove system barriers to unlock housing supply in land, infrastructure, development and construction
markets;

2. Prioritise investment and improve funds and programmes to support the right mix of market, affordable
and social homes in the places they are needed; and

3. Improve planning and investment in places, recognising that not all places are the same, and leam from
and build on the still maturing placed-based partnerships in priority places across New Zealand.

GfHG and building system reforms respond to the first priority while the Kainga Ora Credible Plan,

responding to the system recommendations from the independent review of Kainga Ora and our Resetting
Investment address the second and third priorities.

Constraints and opportunities

Some locations can be more resilient to population change and growth. Over the last decade, rental
affordability has improved by 16% in Auckland, but declined by 23% in Rotorua, highlighting that places
need different strategies and responses, and government’s role may vary.

The independent review of Kainga Ora recommended government policy and investment builds on current
place-based partnerships. These partnerships have local leadership and can support agreement around
how areas will accommodate growth and prioritise and co-ordinate investment, planning and delivery of
infrastructure and housing.

Improvement and learning

Our Resetting Investment work recommends changes to stop, wind down, and improve the effectiveness of
programmes. This enables savings and reprioritisation for new investment and manage declining funding. In
2025, HUD will provide advice on further improvements to investment including:

* Resetting housing support and services (including Transitional Housing and Housing First) Sio@2)@iam

INVESTMENT IN HOUSING AND URBAN DEVELOPMENT

Current state

While investment in the system has increased in recent years funding is not sustainable, and funds and
programmes need to be rationalised. HUD has identified several areas where investment may not be as
effective or be having the greatest impact

* There can be multiple funds performing similar roles;

* Funds can have multiple objectives with a lack of transparency about what is being purchased, why and at
what cost;

« Different levels of support for people in similar situations can be unfair and provide poor incentives for
people to move from SH when their situation improves;

* Funds can be inflexible and difficult to use together to support investment in place;

* People can be placed in programmes based on housing need, not the need for social services leading to
under/over servicing.

Desired state

Our Resetting Investment work has identified changes to streamline funds, improve flexibility, value for money
and effectiveness. Government investment should be prioritised through investment to:

* Improve housing system performance in place through supporting urban development and market supply,
and where necessary subsidising new supply to meet demand, to reduce overall housing costs and
improve housing choice; and

+ Meet needs and aspirations in place through additional targeted support to households to become
homeowners; financial assistance for private housing costs; access to Social Housing and affordable
rentals; and support for people to access and maintain stable housing.

HUD and Treasury are supporting Kainga Ora to deliver a Credible Plan towards financial sustainability,
enabling Kainga Ora to operate within its approved debt allocation and start to reduce its operating losses.

Constraints and opportunities

The independent review of Kainga Ora recommended simplifying and consolidating programmes to provide
more flexibility to tailor investment to have the greatest impact on meeting needs in place.

In places like Rotorua and Hastings, this could involve addressing underlying shortfalls in supply through
subsidising market housing alongside providing affordable rentals and Social Housing. In locations like
Auckland, the focus could be providing additional affordable rentals and Social Housing to meet need but little
if any subsidy for market housing.

As an initial step towards consolidation, the Reset of Investment proposes reprioritising funding for Maori
Housing into a single general flexible fund for affordable rentals in any location where there is high need, and
to subsidise market housing where need is high and market responsiveness is low (i.e., Rotorua).

Improvement and learning

Through our Resetting Investment work, HUD has identified savings and reprioritisation of $88m operating in
2025/26 rising to $130m in 27/28. Further ongoing capital, one-off capital and recyclable capital savings have
been identified. These savings are sufficient across the forecast period to cover cost pressures, new Social
Housing in 2027/28 and 2028/29, and a flexible fund for affordable rentals and new housing supply that
support move to an active purchaser.

However, future growth in market rents for contracted Social Housing and Transitional Housing beyond the

current forecast period cannot be absorbed. SN
]
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Purpose

1.

To seek your approval to submit the Performance Plan for the Housing Portfolio to the
Treasury on 7 November.

Background

2.

Cabinet agreed on 29 July 2024 to commission Performance Plans [CAB-24-MIN-
0273 refers] and they form a key part of Cabinet’s Fiscal Sustainability Programme.
Performance Plans are owned by the Responsible Minister as appointed by the
Minister of Finance, who must ensure the production of a Performance Plan for each
of their agencies.

The Ministry of Housing and Urban Development (HUD) is required to include
information on all funding flowing to and through the Ministry, including
non-departmental spend (i.e., Kainga Ora and Tamaki Regeneration Company).

Performance Plans are intended to be succinct documents that demonstrate Ministers’
plans for the Ministry to deliver within set baselines and will be updated in 2025 once
Budget 2025 considerations are complete.

HUD has previously submitted two drafts of the Performance Plan to central agencies,
which were shared with your office. The first submission, on 12 September, highlighted
cost pressures and plans to manage current and future drivers, which was used by the
Treasury to formulate the government’s strategy for Budget 2025. The second
submission, on 17 October, was the first full draft submission to ensure agencies were
on track to complete their Performance Plans.

The key difference between this submission and previous versions include:

a. more detail and firming-up of cost pressures, including finances consistent with
October Baseline Update (OBU);

b. identifying an additional cost pressure related to Housing Services Income
Related Rent Subsidy (IRRS) (i.e. Housing First); and

C. incorporation of mitigating savings and reprioritisations from the Resetting
Investment work, which fully offset cost pressures for Social and Transitional
Housing and Housing Services (i.e. Housing First) and 500 new Social Housing
places in both 2027/28 and 20289/29.

The final Performance Plan needs to be submitted to the Treasury on 7 November and
requires sign-off from the Responsible Minister. Central agencies will review these
submissions over November and December, before they are provided to the Cabinet
Expenditure and Regulatory Review Committee in early 2025.

[IN-CONFIDENCE]



Cost pressures, risks, and unfunded commitments

8.

HUD’s Performance Plan has a focus on managing cost pressures within existing
baselines. Key inputs into preparing the Performance Plan were Resetting Investment
[HUD 2024-005383 refers] and Kainga Ora’s Credible Plan towards financial
sustainability, which you will receive on 20 November 2024. These inputs are critical
because they provide mitigating actions to manage cost pressures within existing
baselines over the forecast period (2025/26 to 2028/29).

The Performance Plan highlights the following fiscal risks/cost pressures:

a. Existing commitments:

I. Social and Transitional Housing price pressures from payments to CHPs
that are contractually linked to growth in market rents ($55.6m for Social
Housing and $26.8m for Transitional Housing — across the years of
2027/28 and 2028/29 and escalating beyond the forecast period);

i. Housing Services IRRS (i.e. Housing First), where initial funding provided
did not anticipate people remaining in IRRS housing when services were
no longer needed. To maintain current volumes of people in these
services, additional IRRS places need to be brought on, at the rate of
around 200 places a year. These places are unfunded, with an additional
cost of approximately $100 million across the forecast period; and

iii. Kainga Ora’s delivery of renewals and confirmation of Budget 2024
savings, which will be further detailed in its Credible Plan, and risks
around realising the sale of land and dwellings, for example the Kainga
Ora land programme.

b. Unfunded commitments

I Social Housing volume pressures for 500 net additional houses in both
2027/28 and 2028/29;

boseR0M

iii. ring-fenced departmental funding to lead the Crown's response to the
Waitangi Tribunal (Wai 2570 inquiry) totalling up to $1.6 million across
2027/28 and 2028/29.
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Managing within baselines

10.

11.

12.

13.

14.

15.

16.

The fiscal impact of non-departmental OPEX cost pressures identified in the
Performance Plan across the five years to 2028/29 totals $229.492 million'. Through
the Resetting Investment work, HUD has identified potential savings and
reprioritisations of $88-130 million OPEX per annum, totalling to $448 million over the
forecast period.

HUD expects to fully cover cost pressures for existing commitments for Social and
Transitional Housing and Housing Services IRRS over the forecast period, plus the
cost of 500 new Social Housing places in both 2027/28 and 2028/29. This leaves
$222.413 million of the identified total savings of $448 million between 2025/26 and
2028/29 that could be made available for a flexible fund (as identified in the Resetting
Investment advice) for affordable rentals and new supply. See Table One below.

The Kainga Ora Credible Plan is intending to cover fiscal risks relating to:
a. Budget 2024 savings; and

b. renewal programme scenarios to support the financial sustainability of Kainga
Ora.

The Kainga Ora Credible Plan may identify further areas for investigation and possible
savings in addition to those in Budget 2024. These savings would further help offset
the cost pressures outlined in the Performance Plan and/or enable new investment.

HUD’s departmental appropriation, excluding one-off ringfenced funding, decreased
17.2% from $73.7 million in 2023/24 to $61 million in 2024/25, driven by a 15.7%
decline in departmental FTEs (down 60 FTEs from 383 to circa 323). HUD plans to
operate within this funding envelope to deliver Government priorities for housing.
Further departmental savings would limit HUD’s ability to meet its existing obligations.

By March 2025, we will review settings for Housing Services provided with IRRS
places, such as Housing First and Rapid Rehousing, to manage the number of
additional IRRS places required to support these programmes and reduce the cost
pressure.

It is important to note that continued price pressures from market rents combined with
fixed nominal baselines mean cost pressures beyond the forecast period (i.e. from
2029/30) for Social and Transitional Housing cannot be absorbed by the savings and
reprioritisations identified in the Resetting Investment work. Options to manage these
cost pressures beyond the end of the forecast period include:

a. _

" Note that $3.906 million of Housing Services IRRS cost pressures are in 2024/25, which we will manage through
March Baseline Update (MBU).
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Table One below summarises the quantified non-departmental fiscal risks and cost
pressures, along with the offsetting mitigations identified by the Resetting Investment
work.

Table One: Quantified Non-Departmental Cost Pressures & Mitigations: OBEGAL
impact ($m) 2

Non-Dept Cost Pressures / SFRs 24/25 25/26 26/27 27128 28/29 Total
Market rents: CHPs - - - 23.068 32.546 55.614
Housing Services IRRS 3.906 11.629 19.562 28.226  36.740 100.062
New Social Housing places: CHPs - - - 11.750  35.250 47.000
Total: Social Housing 3.906 11.629 19.562 63.044 104.536 202.676
Rental Subsidy: Transitional Housing - - - 9.334 17.482 26.816
Total: Transitional Housing - - - 9.334  17.482 26.816
Total Cost Pressures 3.906 11.629 19.562 72.378 122.018 229.492
s D s 24125  25/26 2627  27/28 2829  Total
nvestment

Maori Housing - 58.000 58.000 58.000 58.000 232.000
Public Housing Services / TH - - - 30.000 30.000 60.000
Contracted Emergency Housing - 12.000 24.000 24.000 24.000 84.000
First Home Loan - 18.000 18.000 18.000 18.000 72.000
Total Mitigating Options - 88.000 100.000 130.000 130.000 448.000

OBEGAL Impact / Flexible
Funding available

19.

3906 (76.371) (80.438) (57.622) (7.982) (222.413)

In our Resetting Investment advice, we recommended that funding for Maori Housing
be reprioritised to a single general flexible fund for affordable rentals and where
required (and in limited circumstance) to subsidise some market housing supply. In
Table One, above, Maori Housing funding of $232 million has been applied to offset
cost pressures and new Social Housing places with the OBEGAL impact indicating
funding remaining for a flexible fund. This leaves a flexible fund of $222.413 million
over the four years to 2028/29.

2 Note: this table excludes the $1.6 million of departmental cost pressures related to Wai 2570 across 2027/28 and
2028/29.

3 The total OBEGAL impact / flexible funding available, totalling $222.413 million, excludes the $3.906 million cost
pressure in 2024/25, which HUD will manage through MBU.
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Consultation

20.

21.

22.

23.

We have consulted with the Treasury and Kainga Ora. The Treasury indicated we
should use using forecast expenditures, rather than appropriations, to more accurately
reflect the Housing Portfolio’s impact on OBEGAL. The Treasury provided no other
substantive feedback on the Performance Plan.

Note that the Treasury have advised the Minister of Finance that our Performance
Plan was ‘not on track’ based on the second draft provided to them on 17 October
because it did not include detailed savings and reprioritisation options to offset cost
pressures identified over the forecast period. We understand most other agencies
were also not on track.

HUD had advised the Treasury, prior to their advice to the Minister of Finance, that
options for savings and reprioritisation were set out in our advice on Resetting
Investment, which you have now received.

With initial feedback from you on the Resetting Investment advice, we have now been
able to provide a final Performance Plan that provides savings and reprioritisations
options that fully covers significant fiscal risks/cost pressures relating to price
pressures for Social Housing, Transitional Housing and Housing Services across the
forecast period, and new Social Housing places in 2027/28 and 2028/29.

Next steps

24.

Provide feedback to HUD by 4 November if any changes are required to the
Performance Plan.

Annexes

Annex A: Performance Plan Housing Portfolio — Final Submission.pptx
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Purpose

1.

To provide the information you requested on the Housing First and Rapid Rehousing
programmes, outlining the nature of the cost pressures identified and HUD’s proposed
approach to addressing these.

To also provide further information on SV

(Transitional Housing and Public Housing Services) to be carried out in 2025, and potential
changes that could make up the $30m of annual savings from 2027/28 that were included in
the Housing Portfolio Performance Plan to offset future cost pressures.

Background

3.

HUD recently provided you its Housing Portfolio’s Performance Plan [HUD2024-005593
refers] outlining an approximate $100m cost pressure across the forecasted period FY24/25 to
FY28/29 in the Income Related Rent Subsidy (IRRS) relating predominately to the Housing
First programme, with Rapid Rehousing also a contributing factor.

HUD advised it can fully cover cost pressures for the Housing Services IRRS over the forecast
period through the savings and reprioritisations outlined in the final Performance Plan,
however it will explore options to manage cost pressures by reviewing programmes’ settings to
manage the number of IRRS places required to support the programmes.

Purpose and Performance of Housing First and Rapid Rehousing

Housing First and Rapid Rehousing prioritise access to stable housing

5.

Housing First was introduced into New Zealand in 2014 by Hamilton-based collective The
People’s Project." Government funding (beginning in 2017) has supported the expansion of
Housing First and HUD now contracts 17 providers to deliver 2,750 places across 11
locations: the Far North, Whangarei, Auckland, Hamilton, Rotorua, Tauranga, Hawke’s Bay,
Wellington, Nelson, Blenheim, and Christchurch.

Housing First is grounded on five key principles:

a Immediate access to housing with no readiness conditions (housing first)
b Participant choice and self-determination

c. Individualised and person-driven support

d Harm reduction and recovery-orientation approach

e Social and community integration

Rapid Rehousing, also based on Housing First principles, was established as a trial in 2020
and is delivered by 12 providers who deliver 671 places across eight locations: Whangarei,
Auckland, Hamilton, Tauranga, Rotorua, Nelson, Blenheim and Christchurch.

Rapid Rehousing aims to help individuals and whanau who have recently become homeless
to quickly access housing to reduce the effects associated with long periods of homelessness
such as poorer health.

" Housing First - The People's Project (thepeoplesproject.org.nz)
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s eligible and how the programmes are accessed

Housing First is for people who are experiencing chronic homeless, sleeping rough, or in other
places not designed for habitation (e.g. in cars) for at least 12 months, have high or complex
support needs and require intensive ongoing support services to place them in housing and
help them stay housed. Support is provided for as long as required.

Rapid Rehousing is for people who do not meet the Housing First criteria because of the
duration of homelessness they have experienced, or because their support needs are not as
high or complex. Support is provided for up to 12 months.

Programmes can be accessed by households self-referring, referrals from other agencies or
providers reaching out to households who are experiencing homelessness. Providers conduct
an assessment using the criteria outlined above, to determine entry to the programmes.

ng First and Rapid Rehousing performance

Housing First and Rapid Rehousing aim to house households as quickly as possible and
provide support services to meet their needs. At any one time, both programmes will have a
number of households in service who are housed or waiting to be housed. When a household
is housed and no longer requires support, they graduate from the programme.

HUD contracts with providers for a set number of places and as households graduate the
programme, a hew household can enter. Households who are housed when they graduate,
continue to reside in the property they are in and each time a new household enters the
programme, providers need to source new housing.

HUD data captures a number of indicators that help us understand a household’s status
through the programmes. These include the number of households currently in service, the
number housed, and the number who have graduated. The below table provides a current
snapshot of what this looks like for both programmes as well as the type of housing
households are placed in.

Households supported by Housing First and Rapid Rehousing

Households currently in the Households Type of housing
programme Graduated placements

First

Housing 3,360 households are currently in the 713 73% in CHP IRRS

programme and of these: .
12% in KO IRRS

- 2376 are housed . )
9% in Private rentals

- 984 are waiting to be housed .
6% in other/unknown

Rapid 1,803 households are currently in the 414 61% in CHP IRRS
Rehousing programme and of these:

15% in KO IRRS

- 975 are housed . .
20% in Private rentals

- 828 are waiting to be housed .
3% in other/unknown

*Reporting continues to be updated with the latest provider reports, and figures may be revised in future reporting.
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15.

16.

17.

18.

19.

There is high demand for both programmes and this is reflected through the number of
households currently in each. Data shows the majority of those housed through both
programmes are in CHP IRRS properties. A higher number of Rapid Rehousing households
are in private rentals, and this is most likely due to the less complex needs of the cohort the
programme supports.

As both programmes mature, graduation levels are increasing. Since June 2022, graduations
for Housing First have increased from 272 to 713 and Rapid Rehousing graduations have
increased from 99 to 414.

In 2021 HUD commissioned an independent developmental evaluation of Housing First and a
review of the Rapid Rehousing, with a final report released in June 2023. This evaluation was
designed to identify opportunities to improve the service rather than to examine the
effectiveness of the programme itself, however conclusions drawn from the evaluation were
that Housing First and Rapid Rehousing are achieving positive outcomes.

There is strong international evidence that Housing First is effective in supporting people with
a history of chronic homelessness and high complex support needs to exit homelessness and
maintain stable housing.? Housing First tenants are supported to access health, mental
health, and other support services, and over time are less likely to be admitted to hospitals
and emergency departments or be involved with the criminal justice system.

University of Otago researchers working with the People’s Project and utilising administrative
data in the Stats NZ Integrated Data Infrastructure analysed outcome of 357 households and
found after five years of first being housed with Housing First, the number of hospitalisations
reduced by 44 per cent, health inpatient unit bed nights reduced by 63 per cent and mental
health residential unit bed nights reduced by 73 per cent. The researchers recorded reductions
in the number of interactions with Police and Courts including a 43 per cent reduction in
criminal charges and growth in incomes and in the number of months people paid tax.?

Nature of identified cost pressures and how these will be managed

Most Housing First and Rapid Rehousing participants are housed through
CHPs leasing properties from the rental market

20.

21.

The original intention of the Housing First programme was for 20% of participants to be placed
in private rentals and receive the Accommodation Supplement and 80% in social housing and
receive IRRS. Of those placed in social housing, it was assumed that 80% would be placed in
a Kainga Ora property and 20% in a CHP property, but this has not eventuated.

HUD data shows that the majority of Housing First and Rapid Rehousing participants are
housed in existing properties CHPs have leased from the rental market to be used as social
housing places. This is because they enable the programme to operate as intended in

2 Housing First began in New York and has been widely adopted across America and internationally, including Europe
the United Kingdom, Australia, and Canada as well as in New Zealand. Roggenbuck, C. (2022) Housing First: An
evidence review of implementation, effectiveness and outcomes, report prepared by AHURI, Australian Housing and
Urban Research Institute Limited, Melbourne. https://www.ahuri.edu.au/sites/default/files/documents/2022-08/AHURI-
Prof-Services-Housing-First-An-evidence-review-of-implementation-effectiveness-and-outcomes.pdf and

3 Ombler J, Jiang T, Fraser B, Nelson J, McMinn C, Hawkes K, Atatoa-Carr P, Pehi T, Aspinall C, Bierre S, Schick K,
Howden-Chapman P & Pierse N (2024). Five-Year Post-Housing Outcomes for a Housing First Cohort in Aotearoa,
New Zealand. International Journal on Homelessness 2024; 4(1).
https://ojs.lib.uwo.ca/index.php/ijoh/article/view/16747
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22.

23.

24.

providing quick access to housing and providing participants greater choice as to where they
live, both of which are key Housing First principles.

CHPs’ predominant use of properties from the rental market is adding to the cost pressure in
the Housing First and Rapid Rehousing IRRS categories. HUD does not have sufficient IRRS
funding for these additional places as it was previously assumed most participants would be
placed in KO social housing (either existing or new supply).

Housing First and Rapid Rehousing providers are expected to support entries into stable
housing as quickly as possible. This would be difficult to achieve if providers had to rely
predominantly on Kainga Ora social housing properties as Kainga Ora has less flexibility than
CHPs to target particular population groups from the social housing register. The ability of
CHPs to leverage relationships with private sector landlords, and lease properties that can be
provided as social housing to Housing First and Rapid Rehousing tenants, has therefore
occurred at higher rates than anticipated.

Both Housing First and Rapid Rehousing currently have an exemption to the capping of the
use of private rentals as social housing and can continue using these properties to house
participants from both programmes.

There are some common causes for the cost pressures experienced across
both programmes

25.

26.

27.

28.

29.

Housing First and Rapid Rehousing have a similar funding model that consists of two
components: a service component and a housing (IRRS) component.

The average cost per annum per place for Housing First is $56,904 (service cost per place =
$21,200 + IRRS place subsidy = $35,704). Rapid Rehousing costs broadly align with those for
Housing First IRRS however service funding is $5,000 less per annum. The difference is due
to the distinction in target groups, including length of homelessness and level of support need.

Although contracting arrangements for Housing First and Rapid Rehousing are not outcome-
based models, payments for housing-related costs are only made once participants are
housed.

Initial funding for additional IRRS places to support programmes did not account for those who
graduate the service but continue to reside in the IRRS property they were placed in through
the service. As the Housing First and Rapid Rehousing programmes continue to mature, the
number of clients graduating from the services and continuing to live in an IRRS property is
increasing. This means more new households are entering the programme who require
housing which HUD does not have funding for, adding to the cost pressure.

Based off recent trends, forecasting shows the number of additional CHP IRRS places
continuing to increase by 200 places per year with an additional cost of approximately $100
million in IRRS across the period of FY24/25 — FY28/29 unless measures are taken to address
this.

How the cost pressure will be managed

30.

HUD data shows continuing high demand for both programmes, and research demonstrates
that the programmes are effective in the outcomes they set out to achieve. However, they are
fiscally unsustainable as the households are not being housed as originally intended in
existing or new supply social housing places through Kainga Ora.
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31.

32.

33.

As previously noted, HUD can fully cover cost pressures for the Housing Services IRRS over
the forecast period of 2024/25 to 2028/29, through the savings and reprioritisations outlined in
the final Performance Plan, however HUD will explore options to reduce the current forecasted
cost pressure. This could include:

Changes required to reduce the forecasted cost pressure could mean a reduced level of
service is available to those who are eligible for the service or programme participants need to
wait longer to be housed as there are less housing opportunities available.

By March 2025, we will provide you interim options to manage the IRRS cost pressure relating
to these programmes.

Wider reset of housing and support programmes

34.

35.

In addition to options for managing cost pressures, HUD has recommended Si0@y@HH
(Y and not scaling
back these programmes at this time given risks to the achievement of the Government Target
on Emergency Housing [HUD 2024-0053483 refers]. Programmes that will be considered as
part of this work include Housing First and Rapid Rehousing, as well as Transitional Housing,
Single-Site Supported Housing, Sustaining Tenancies, and Outreach.

HUD anticipates savings of up to $30 million from 2027/28 could be achieved through this
process. S92 I
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Next steps

36. By the end of March 2025, HUD will provide you with the interim options it is considering to
reduce the IRRS cost pressure relating to the Housing First and Rapid Rehousing
programmes. This will include our intended next steps to the broader reset of programmes that
provide access to housing and support.
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RECOMMENDED ACTIONS

It is recommended that you:

Background

1.

Note that there are nine HIF project packages, across five councils. These project
packages were selected in 2018 to bring forward housing by financing the delivery
of the infrastructure that would enable it. Projects were selected following a
request for proposals from high growth councils.

Noted

Note that the HIF is split into a HUD administered portion ($611.550 million) and
an NZTA administered portion ($388.450 million). All nine HIF projects receive a
loan administered by HUD - of these, five also receive NZTA funding via the HIF.
This briefing only concerns the HUD administered portion of the HIF.

Noted

Note that the Ministers of Housing and Finance are responsible for the HUD
administered portion of the HIF (predominately waters infrastructure, but for some
projects the local share of transport infrastructure), and the Ministers of Transport
and Finance are responsible for the NZTA administered portion of the HIF
(transport infrastructure only) [CAB-16-MIN-0683.01 refers].

Noted

Note that for the HUD administered portion, four HIF projects have missed a
contractually agreed milestone by two years or more, meaning the Crown is no
longer obliged to lend the remaining loan facility. This is called a “Milestone
Drawstop Event”.

Noted

Note that following a Milestone Drawstop Event the Crown is no longer obliged to
lend the remaining HUD administered loan facility for any of the project
components unless Ministers decide to waive the relevant Milestone Drawstop
Event.

Noted

Noted

Requirements of a decision to enforce

7.

Note that in making a decision to enforce a Milestone Drawstop Event, both
Ministers would also need to conclude that the Crown is not acting “oppressively”
under the Credit Contracts and Consumer Finance Act 2003.

Noted

Note that officials consider that in the circumstances, it is reasonable to conclude
that enforcing the consequences of a Milestone Drawstop Event for any of the
loans loan is not oppressive.
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Requirements of a decision to waive

9.  Note that in deciding to waive the Milestone Drawstop Event and have HUD Noted
renegotiate with Council to vary the loan, the Minister of Finance, on behalf of the
Crown, must also conclude that it is “necessary or expedient in the public interest”
to do so (section 65ZD of the Public Finance Act).

10. Note that that in the circumstances, officials consider it is reasonable to conclude  Noted
that a variation to each loan is necessary or expedient in the public interest.

Projects to decide on

Auckland Northwest — Red Hills and Whenuapai

11. Note that two milestones have been missed by over two years and overall Noted
completion of this project is delayed by three years.

12. Agree to enforce the consequences of the Milestone Drawstop Events and Agree /
remove Auckland Council’s access to the remaining loan facility for Auckland Disagree
Northwest (savings of $133.250 million CAPEX and nil OPEX impact).

If you disagree, HUD will work with Auckland Council to renegotiate the Facility
Agreement. This would not impact any fiscal indicators, but no savings would be
available.

Waikato Te Kauwhata

13. Note that one milestone has been missed by over two years, and overall Noted
completion is delayed by four years.

14. Agree to enforce the consequences of the Milestone Drawstop Events and Agree /
remove Waikato District Council’s access to the remaining loan facility for Waikato Disagree
Te Kauwhata (savings of $25.070 million CAPEX and nil OPEX impacts).

If you disagree, HUD will work with Waikato District Council to renegotiate the
Facility Agreement, which would not impact any fiscal indicators, but no savings
would be available.

Queenstown Ladies Mile

15. Note that at least one milestone has been missed by two years, and overall Noted
completion of the project is delayed eight years when compared to the original
agreement.

16. Note that the Te Pitahi Ladies Mile Plan Variation has been going through the Noted
Streamlined Planning Process (SPP) and was recently approved by the Minister
for the Environment. The variation becomes operative on 6 December 2024.
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17. Agree to enforce the consequences of the ilestone drawstop events and remove
Queenstown Lakes District Council’s access to the remaining loan facility for
Queenstown Ladies Mile (savings of $15.654 million capex and nil opex impact).

If you disagree, HUD will work with Queenstown Lakes District Council to
renegotiate the Facility Agreement. This would incur an interest concession
impact of approximately $1.267 million, which would be covered by an existing
appropriation. As such, this decision would not impact any fiscal indicators, but no
savings would be available.

Agree /
disagree

Queenstown Quail Rise

18. Note that at least one milestone has been missed by over two years, and the
overall completion of the project is no longer a priority for Council so the timing of
expected completion is unknown.

Noted

19. Agree to enforce the consequences of the Milestone Drawstop Events and
remove Queenstown Lakes District Council’s access to the remaining loan facility
for Queenstown Quail Rise (savings of $9.348 million CAPEX and nil OPEX
impact).

If you disagree, HUD will work with Queenstown Lakes District Council to
renegotiate the Facility Agreement. The fiscal implications of this are unknown as
the delivery timeline is not yet confirmed. However, any interest concession
impacts would be covered by the existing appropriation so would not impact any
fiscal indicators, and no savings will be available.

Agree/
Disagree

Next steps

20. Note that HUD will provide you with draft letters that reflect the decisions made in
recommendations 11-19, to send to the Mayor and Chief Executive of each
council.

Agree/
Disagree

21. Note that should you choose to remove the councils access to all four loans, the
$183.433 million of CAPEX (and $11.171 million of OPEX) will be available for
reprioritisation. Advice on these savings would be provided as part of bids for
Budget 2025.

Noted

22. Agree to instruct your officials share this briefing with the Minister of Local
Government and Minister of Transport for his awareness.

Agree/
Disagree

23. Note that HUD will work with the Treasury, Ministry of Transport, and NZTA as
needed on future advice about the loan facility to NZTA.
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Other matters

Current administration of the HIF

24. Note that when HUD was established in 2018, no formal delegations for the HIF Noted
loans were transferred over from the Ministry of Business, Innovation and
Employment.

25. Agree to approve the actions taken by the Chief Executive of HUD (or delegated  Agreed /
officials) to give effect to the loans provided to HIF Projects, while there was no Disagree
formal delegation in place. This will ratify earlier actions taken.

Future administration of the HIF

26. Note that the HIF is currently administered and monitored in house at HUD Noted
(unlike the Infrastructure Acceleration Fund which is administered by Kainga Ora).

27. Note that the Treasury will provide advice on opportunities for the National Noted
Infrastructure Funding and Financing Limited (NIFFCo) to administer additional
infrastructure funds in 2025, once NIFFCo’s other new functions have been stood

up.
Fiona McCarthy Hon Chris Bishop Hon Nicole Willis
Manager, Land Use and Minister of Housing Minister of Finance
Land Markets = ... /... e L ... [ ...
3/12/2024
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Purpose

1.

This briefing seeks decisions on how the Crown will respond to four Housing Infrastructure
Fund (HIF) loans which have missed a contractually agreed milestone.

Executive Summary

2.

There are nine HIF project packages, across five councils. These project packages were
selected in 2017 to bring forward housing delivery, by financing the delivery of the
infrastructure that would enable it.

Administration of the HIF is split between the Ministry of Housing and Urban Development
(HUD) and the New Zealand Transport Agency (NZTA). HUD administers a $611.55 million
facility which is lent, interest free, directly to councils, and the NZTA administers a $388.45
million facility, which it can borrow, interest free, from the Debt Management Office (DMO). All
nine HIF projects are eligible to receive HIF projects receive a loan administered by HUD - of
these, five also receive NZTA funding.

This briefing focusses on next steps for HUD administered portion. Of the nine projects that
receive a HUD administered loan, three projects are fully drawn down (Tauranga Te Maunga,
Tauranga Waiari and Hamilton Peacocke) so have no next steps other than repayment of the
loan as previously negotiated. Two projects are meeting contractual milestones (Tauranga
Papamoa East Interchange, and Kingston Quail Rise) so will continue as previously agreed
unless any delays occur, or issues arise.

The remaining four HIF projects have missed a contractually agreed milestone by two years or
more - a “Milestone Drawstop Event”. The consequence of a Milestone Drawstop Event is that
the Crown is no longer obligated to lend the remaining facility unless Ministers decide to waive
the consequences.

These projects are:
e Auckland Northwest — Red Hills and Whenuapai.
e Waikato Te Kauwhata.
e Queenstown Ladies Mile.
¢ Queenstown Quail Rise.

Decisions are needed on next steps for these projects prior to HUD making its Budget 2025
submissions - the Minister of Housing is due to receive advice on this on 12 December. You
could defer making decisions on this briefing until after regions have submitted their proposals
for Regional Deals (Feb 2025), however, this would mean any savings identified would not be
part of Budget 2025.

Decision making requirements are set out in full in paragraphs 31-44. To mitigate the risk of
judicial review, Ministers need to consider and decide on each project individually.

The options available to Ministers for each loan are to:

a) Enforce the consequences of the Milestone Draw-Stop Event and end the councils’
access to the remaining loan facility.
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10.

11.

12.

13.

To take this action, Ministers would need conclude that the Crown is not acting
“oppressively” under the Credit Contracts and Consumer Finance Act 2003.

or

b) Waive the consequences of the Milestone Draw-Stop Event and agree for HUD to
work with the council to vary the Facility Agreement which would enable the council to
draw the loan again.

To take this action, the Minister of Finance or her delegate would need to conclude that
the terms of the lending are “necessary or expedient in the public interest” (section
65ZD of the Public Finance Act.

HUD considers that you can take the view that reinstating these loans is necessary
and/or expedient in the public interest to ensure that the fund can be successfully
delivered and meet important public interest outcomes (i.e. increased housing supply).

In summary, if you wish to enforce the consequences of the Milestone Drawstop Event, you
must agree that the Crown is not acting oppressively, and if you wish to waive the
consequences, you must consider that the loan terms are “necessary or expedient in the
public interest”. HUD Legal considers that whichever action you decide to take, the risk of
legal challenge is low.

The HIF programme was initially approved to bring forward infrastructure to assist with
delivering housing supply. While there remains a supply shortage, projects should be
reconsidered against current circumstances, housing priorities and Government policy. This is
particularly relevant given the Government’s focus on ensuring value for money in its
investments. Officials’ analysis against these priorities are set out in paragraphs 45-63.

Officials also note that engagement has occurred with each Council, and each Council has
confirmed that if the remaining HIF funding is not available, this would not materially impact on
the delivery of the infrastructure proposed to be delivered.

HUD officials, on balance and having considered the reasons discussed throughout this
briefing, recommend:

¢ For Auckland Northwest — Red Hills and Whenuapai, that the Milestone Drawstop
Event is enforced because two milestones have been missed by two years, and
overall completion of the project is delayed by three years.

o For Waikato Te Kauwhata - that the Milestone Drawstop Event is enforced because
one milestone has been missed by two years, and overall completion of the project is
delayed by four years.

¢ For Queenstown Ladies Mile - that the Milestone Drawstop Event is enforced
because one milestone has been missed by two years, and overall completion of the
project is delayed by eight years; and
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e For Queenstown Quail Rise - that the Milestone Drawstop Event is enforced
because the project has been delayed (by at least two and half years) and is no longer
a priority for the council.

Background

14.

15.

The $1 billion HIF provides 10-year interest-free loans to five high growth councils and NZTA,
for nine packages of transport and/or water infrastructure projects that enable housing. The
HIF was intended to bring forward infrastructure to support councils in providing infrastructure
ready land under the National Policy Statement — Urban Development Capacity (NPS-UDC).

In July, you were provided with an overview of the Housing Infrastructure Fund (HUD2024-
004995). In this, HUD signalled that the Ministers of Housing and Finance would soon be
asked to decide whether to enforce or waive the consequences of a missed contractual
milestone for four HUD administered Facility Agreements. This briefing seeks those decisions.

How the HIF is arranged

16.

17.

18.

19.

20.

21.

The HIF consists of $611.55 million of interest free loans to
five councils and a $388.45 million interest-free loan facility
to NZTA.

HUD administers the portion of the HIF that is lent directly to
councils (nine projects across five councils). Five of the
projects also receive a grant from NZTA via the National
Land Transport Fund., NZTA has an interest-free facility
from the Debt Management Office (DMO) that allows it to
access funds to co-invest alongside local councils on the
transport components of five projects.

The Ministers of Housing and Finance are responsible for the HUD administered portion of the
HIF (i.e. predominately waters infrastructure, but for some projects the local share of transport
infrastructure), and the Ministers of Transport and Finance are responsible for the NZTA
administered portion of the HIF (transport infrastructure only) [CAB-16-MIN-0683.01 refers].

The HUD-administered portion provides 10-year interest free loans to councils and is mostly
used for water infrastructure, but in some agreements also finances the local share of some
transport infrastructure. The loan is repaid by the councils with both fixed repayments that are
set in the contract, and variable repayments that are set 10 years after each drawdown.

The NZTA-administered portion consists of a 10-year interest free loan facility from the Debt
Management Office (DMO) to the National Land Transport Fund (NLTF) to contribute to the
NZTA share of the transport aspects of five of the HIF projects. NZTA repays this loan with
future NLTF revenue.

In addition to the loan amount, the Crown must also recognise an interest concession impact
(the implied interest forgone on each loan). This is a technical non-cash expense but is
required to be appropriated with associated OBEGAL impact. This concession cost is
recognised at the time the loan agreement is executed and there are no further OBEGAL
impacts of the scheme unless an amendment to the timing of a councils repayments is
approved by Ministers.
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HIF projects

22.

23.

24.

This briefing focusses on next steps for HUD administered portion. Of the nine projects that
receive a HUD administered loan, three projects are fully drawn down (Tauranga Te Maunga,
Tauranga Waiari and Hamilton Peacocke) so have no next steps other than repayment of the
loan as previously negotiated. Two projects are meeting contractual milestones (Tauranga
Papamoa East Interchange, and Kingston Quail Rise) so will continue as previously agreed
unless any issues arise.

The remaining four HIF projects have missed a contractually agreed milestone by two years or
more - a “Milestone Drawstop Event”. The consequence of a Milestone Drawstop Event is that
the Crown is no longer obligated to lend the remaining facility unless Ministers decide to waive
the consequences.

These projects are:

Auckland Northwest — Red Hills Whenuapai ' Waikato Te Kauwhata

25.

26.

Queenstown Ladies Mile Queenstown Quail Rise

While the NLTF contributes funding to three of these four projects, this briefing concentrates
on the HUD portion of the HIF. HUD will work with NZTA, the Ministry of Transport, and the
Treasury to provide advice on the NZTA loan and the projects it funds.

Further detail on each of these projects is in Annexes A-D.

Contractual obligations under the HIF

27.

28.

Each HUD HIF Facility Agreement includes a list of project components, and commencement
and completion date milestones.

As an example, Table 1 below shows the Milestone Timeline in the Queenstown Ladies Mile
Facility Agreement:

" While NZTA has access to a $202.9m loan facility to enable residential development in the Northwest, the project
has been rescoped and some aspects deferred, meaning NZTA will only draw on $35.3m of the loan.
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Table 1 example of contractual milestones in a HIF Facility Agreement

MATERIAL COMPONENT COMMENCEMENT COMPLETION
Structure Plan Establishment Report October 2018 December 2019
Structure Plan Strategic Case January 2020 April 2020
Structure Plan Programme Business Case and Plan Variation | May 2020 May 2021
Preliminary Design and Consenting May 2021 May 2023
Detailed Design May 2023 November 2023
Construction of Roading January 2024 May 2025
Construction of 3W January 2024 May 2025

29. A ‘Milestone Drawstop Event’ is when one of the commencement or completion milestones is
missed by two years. The consequence of a Milestone Drawstop Event is that the Crown is no
longer obligated to provide any further drawings to that council for that project?.

30. Milestone Drawstop Events are the main enforcement right the Crown has in the HIF
agreements, and in early briefings about the HIF was described as a “use it or lose it” clause.

N —

w
w
H N II‘|||

2 Clause 12.1 of the HIF Facility Agreements state that “the Crown’s obligations to make any further Drawing are
terminated, and the Facility Limit is permanently reduced to the Outstanding Amount of any drawings that had been
made up to that time”.
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36. Officials also note that engagement has occurred with each Council, and each Council has
confirmed that if the remaining HIF funding is not available, this would not materially impact on
the delivery of the infrastructure proposed to be delivered.

w
N

w
®

39. All HIF projects, like most other infrastructure projects around the country, have been delayed
or suffered cost escalations due to COVID-19 disruption, severe weather events, consenting
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or plan change delays, supply chain challenges, and/or local resourcing issues. Some councils
have experienced these impacts more acutely than others.

The HIF programme was initially approved to bring forward the delivery of infrastructure to
assist with delivering housing supply.

The original loan agreements had a grace period of two years for missing milestones. Each
project has missed a milestone and overall completion has been delayed by over two years,
reducing its alignment with the HIF’s original purpose of bringing forward the delivery of
infrastructure ready land and housing.

Table 2 compares the originally agreed delivery periods to the currently estimated delivery
period.

Table 2 comparison of original and current agreements, against actual delivery timeframes

COUNCIL AND PROJECT | ORIGINALAGREEMENT | CURRENTAGREEMENT UPDATED ACTUALS LENGTH
OF DELAY
Start Finish Start Finish Start Finish
Auckland Northwest Oct-20 Jun-25 - - Jul-22 Jun-28 3years
Waikato Te Kauwhata Jan-20 Jun-26 - - Jan-20 Jun-30 4 years
Queenstown Ladies Mile Oct-18 Jun-24 Oct-18 May-25 Oct-18 Jun-32 8 years
Queenstown Quail Rise Sep-18 Jun-22 Sep-18 Jun-24 Sep-18 unknown | 2.5years+
43. Information on each of the projects is set out in Annex A.
44, Officials also note that each Council has confirmed that if the relevant HIF funding is not

available for its project/s, it would not materially impact on the delivery of the infrastructure
proposed to be delivered.

You may also consider how the HIF aligns to the government housing and
urban development priorities

45.

While there remains a housing supply shortage, these projects should be reconsidered against
current circumstance (i.e. the delays to the projects), housing priorities and Government
policy. This is particularly relevant given the Government’s focus on ensuring value for money
in its investments.

Officials recommend targeting the Crown’s investment in housing and urban development in mixed
tenure development in areas where supply is constrained

46.

In HUD 2024-005382 — Role of Government Investment, officials undertook analysis to
understand the potential impact of Going for Housing Growth in each of the Tier 1 and 2
councils. This was done by comparing the price cost ratio (PCR) (which compares house
prices with the costs of construction) against the level of consents compared to population
(which indicates the extent that supply is currently responding to demand).
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reduced financing costs flow through to lower development contributions, which means
developers do not cover the full costs of growth infrastructure.

Councils will have options for how to proceed, however, this will make development in these areas
more expensive and additional financing costs could be passed on to existing ratepayers

53. Councils have alternative ways to access the finance needed to fund these projects, including
borrowing through the:

¢ Local Government Funding Agency: A HIF loan facility counts towards the total
amount of debt a council can borrow under the Local Government Funding Agency’s
(LGFA) debt covenants. If a loan facility was removed, a council would be able to use
that increased headroom to access debt through LGFA, but doing so will increase
financing costs (via the added interest).

LGFA is also progressing two policies to increase its lending appetite to the local
government sector:

¢ lending to council-guaranteed water borrowers at much higher regulated
utility borrower levels (500% of revenue); and

e extending debt limits for high-growth councils from 280 per cent to 350 per
cent of revenue.

¢ Infrastructure Funding and Financing Act: Councils could also consider utilising the
Infrastructure Funding and Financing Act to fund and finance this infrastructure, but it
would take at least 12-24 months to establish a levy.

54. Both options will result in increased financing costs for the projects. As such, councils may
reconsider the scope and/or timing of infrastructure they are delivering.

55. If councils borrow from LGFA, councils would need to raise additional revenue to pay back the
additional interest. s 9(2)(j)

56. If development contributions are already locked for certain developments, councils may need
to increase general rates to cover the additional increase costs. If this happens, existing
ratepayers would service (and therefore subsidise) some or all of the additional interest cost
via general rates. Neither the exact proportion of growth vs renewal infrastructure in these
areas, nor the likely increase to growth charges vs general rates is known.

These infrastructure packages all enable growth in mutually agreed (by local and central government)
as Priority Development Areas

57. All four projects are in areas identified as Priority Development Area (PDA) in the relevant
Spatial Plan and/or Future Development Strategy (FDS).® PDAs are areas where there is joint

3 Future Development Strategies are required under the National Policy Statement on Urban Development 2020
(NPS-UD). As they are a key input to an FDS, spatial plans are usually developed prior to an FDS being developed.
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58.

59.

agreement to focus effort on aligning investment and planning decisions necessary for better
enabling growth.

All these councils’ Spatial Plans were either developed in partnership with, or have been given
support of, the relevant Urban Growth Partnership, which includes representatives from both
local and central government.

Removing access to the remaining loan facility may negatively impact on relationships with the
relevant councils and Urban Growth Partnership.

Removing access to the remaining loan facility may impact on the negotiation of Regional Deals.

60.

61.

62.

63.

Cabinet has agreed that the Minister of Local Government will invite all regions to submit a
Regional Deal proposal [CAB-24-MIN-0421 refers].

There is a risk that Auckland, Waikato District and Queenstown Lakes District Council feel that
a decision to remove access to their HIF loan is inconsistent with messaging they are
receiving about the possible benefits that could be afforded to them under a Regional Deal.

Officials consider this risk can be mitigated by a strong communications approach around
current reforms and reference to the Crowns focus on value for money.

You could defer making decisions on this briefing until after regions have submitted their
proposals (Feb 2025), however, HUD does not recommend this as it would any savings
identified could not be part of Budget 2025.

Impact of these decisions on the corresponding NZTA investment

Arrangements

64.

65.

66.

67.

The NZTA portion of the HIF funding is a 10-year interest free loan facility from the Debt
Management Office (DMO) to the National Land Transport Fund (NLTF). These funds are then
used to contribute towards the NZTA share for the selected projects. The loan is repaid by
future NLTF revenue.

The HIF loans enables NZTA to borrow up to a certain amount to enable residential
development in the relevant area, however, it does not mean all projects are in the current
NLTP.

The NLTP 2024/27 invests in some (but not all) of the approved HIF transport projects:

e Auckland Northwest ($202.9m HIF loan facility): at Auckland Council’s request,
NLTF co-funding for transport infrastructure to enable residential development in the
Northwest was reduced from $202.9m to $35m in October 2024. These savings are
expected to be banked during the March baseline update, but do not impact on Vote
Housing.

¢ Queenstown Ladies Mile ($6.5m HIF loan facility): of the transport projects listed in
the Detailed Business Case (DBC), only the roundabout is funded through the current
NLTP. The surrounding footpaths, underpass or bus shelters are not.

e Queenstown Quail Rise ($4.5m HIF loan facility): of the transport projects listed in
the Detailed Business Case (DBC), no projects are funded in current NLTP.

The Waikato Te Kauwhata HIF arrangement is only for water infrastructure.
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Impact should council’s access to the HUD HIF loan be removed

68.

69.

70.

71.

72.

Removing a council’s access to the remainder of its HUD HIF loan may impact on NZTA’s
portion. It would be up to councils to seek alternative funding or financing arrangements for the
projects no longer funded by the HUD HIF loan. Councils may not necessarily proceed on the
basis of additional interest costs, or may re-scope, and therefore may not want the NZTA
portion.

If a council is unable to fund the waters aspects of these projects, and/or development
contributions increase, this could put at risk the feasibility and timing of some planned housing
developments. The risk of this is low as HUD expects councils will be able to borrow through
the LGFA (although with additional cost in the form of interest).

If the council did not have the necessary co-funding arrangements for the transport aspects of
underlying project (e.g. through the LGFA or the IFF Act), NZTA would have to re-assess the
project to determine whether it met the relevant criteria under the Government Policy
Statement on Land Transport to be included in the NLTP.

A council might also ask for additional assistance from NZTA, such as an enhanced funding
assistance rate.

Note that when assessing NLTP investment, road access for housing development outside of
regionally/nationally significant housing developments is considered a low priority for NLTF
funding.

Impact should council’s access to the HUD HIF loan be reinstated

73.

There will be no direct impact on the NZTA funding or co-funding the councils receive if the
HUD portion of a councils HIF loan is reinstated.

Risks

s 9@
74.

75.

Relationships with councils

76.

77.

78.

79.

Removing access to the remaining loan facility may negatively impact on relationships with the
relevant council and Urban Growth Partnership.

Additionally, council may feel that a decision to remove access to their HIF loan is inconsistent
with messaging they are receiving about the possible benefits that could be afforded to them
under a Regional Deal.

Officials consider this risk can be mitigated by a strong communications approach around
current reforms and a focus on the Crowns value for money.

Officials will draft letters for you to review and send to the Mayor and Chief Executive of each
council.
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Fiscal impacts

80. When council’s draw down their HIF loans from HUD, the cash payments are treated as a
capital expenditure and are recyclable (because the Council will repay each drawing within 10
years of the drawdown date).

81. Accounting standards require the Crown to recognise a non-cash operating expense for the
implied interest on the loans the Crown has forgone, called an interest concession. The
interest concession amount is a one off OBEGAL impact that only occurs when the loan is
executed, or when a loan variation amending the fixed repayment schedule is executed.

82. The forecasts provided to the Treasury as part of the 2024 October Baseline Update included
the $183.322 million of capital payments and $9.063 million operating cost which has been
retained to cover the potential interest concession impact should the loans be reinstated.

Should you choose to waive the consequences and reinstate the loan

83. Waiving the consequences of the Milestone Drawstop Events and reinstating the HIF loans

will:

e continue the Crown’s obligation to pay $183.322 million of capital funding over the
forecast period (this amount would reduce if only some loans were reinstated), which
would mean HIF funds would not be available for savings or reprioritisation.

e resultin an increased interest concession impact of at least $1.267 million operating
funding, which would use up a portion of the $9.063 million referred to in paragraph 82
above.*

Existing interest Costs to reinstate
Council and Total loan Capital drawn to cstmcgessi::
Project facility date impact Remaining to be Est. added interest
P paid (CAPEX) concession (OPEX)
Auckland Northwest 136.300 3.050 32.739 133.250 .
Waikato Te Kauwhata 38.000 12.930 9.328 25.070 -
Queenstown Ladies Mile 17.500 1.846 3.538 15.654 1.267
Queenstown Quail Rise 11.600 2.252 3.637 9.348 -
Total 203.400 20.078 49.242 183.322 1.267

Should you choose to enforce the consequences and end councils’ access to the remaining loan

84. Removing access to all four of the remaining loan facilities will allow for savings and
reprioritisation options, including:

e $183.322 million of capital funding; and

4 This estimated interest concession impact is for Queenstown Ladies Mile only. Based on our analysis of alternative
repayment schedules, there is no additional interest concession impact estimated for Auckland Northwest or Waikato
Te Kauwhata, should these loans be reinstated. No calculation has been prepared for Quail Rise due to lack of data.
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85.

e $11.171 million of operating funding, comprising of:

e $9.063 million which had been set aside to account for the potential interest
concession impact of future variation requests, and

e $2.108 million which would come from unwinding the historical interest
concession, resulting in gains to the Operating Balance over the forecast
period as funding would be brought forward from the out years to the 2024/25
financial year.

Advice on reprioritisation and savings will be provided as part of Budget 2025 bids.

Other matters
Moving the HIF to National Infrastructure Funding and Financing Limited

86.

87.

The Government is establishing a National Infrastructure Agency, called National
Infrastructure Funding and Financing Limited (NIFFCo), on 1 December 2024. The
Government has signalled that one of NIFFCo’s functions will be to administer central
government infrastructure funds.

The Treasury will provide advice on opportunities for NIFFCo to administer additional
infrastructure funds in 2025, once NIFFCo’s other new functions have been stood up. HUD wiill
work with the Treasury as needed on this advice.

Clarifying delegations

88.

89.

90.

91.

92.

93.

When HUD was established in 2018, some of MBIE’s housing policy functions were
transferred to HUD, however, no formal delegations were transferred over.

Cabinet agreed in 2016 to establish the Housing Infrastructure Fund [CAB-16-MIN-0303, CAB-
16-MIN-0683.01 and EGI-16-MIN-0228 refer] and gave the Minister of Finance and Minister of
Housing authority to authorise drawdowns of the Fund for the construction of water
infrastructure [CAB-16-MIN-0683.01 refers].

The Treasury has advised that the administration of the HIF loans can be delegated from the
Secretary of Treasury to HUD officials, utilising the authority in a general delegation from a
prior Minister of Finance to the Secretary of Treasury to administer loans.

The Treasury and HUD propose that the Secretary of Treasury will delegate to the HUD Chief
Executive and the Deputy Chief Executive responsible for the HIF programme to sign any
amendment to an existing HIF loan and to sub delegate administrative powers to the General
Manager who is responsible for the HIF programme.

Notwithstanding this delegation, HUD officials will seek Ministers approval in future, should a
Milestone Drawstop Event occur on these or the other HIF loans (Tauranga Papamoa East
Interchange, and Queenstown Kingston).

Ministers are also asked to approve the actions taken by the Chief Executive of the Ministry of
Housing and Urban Development (or delegated officials) to give effect to the loans provided to
HIF Projects, while there was no formal delegation in place. This will ratify earlier actions
taken.
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Ongoing monitoring and evaluation

94.

95.

Due to resourcing pressures, HUD has taken a light touch approach to monitoring the HIF.
HUD’s monitoring activities generally consist of checking compliance when drawdowns occur,
reviewing annual reports (when received), and undertaking twice-yearly reforecasting of
expected drawdowns. In depth analysis of projects is undertaken when amendment requests
are received.

HUD is developing an internal HIF dashboard to enable active monitoring of the HIF and will
work with the Treasury to finalise this.

Consultation

96. The following entities were consulted on this paper:
e The Treasury (TSY)
o Department of Internal Affairs (DIA)
e New Zealand Transport Agency (NZTA)

Next steps

97. HUD will provide you both with draft letters to send to the relevant Mayors and Chief
Executives based on decisions made.

98. Instruct your officials share this briefing with the Minister of Local Government and Minister of
Transport for his awareness.

99. HUD will work with the Treasury, Ministry of Transport, and NZTA as needed on future advice
about the loan facility to NZTA.

100. Should the Crown choose to remove the councils access to these loans, the $183.4m capital
funding will be available for reprioritisation. Advice will be provided on reprioritisation as part of
Budget 2025.

Annexes

Annex A: Project overviews

Annex B: Analysis of the relevant factors
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Annex A: Project overviews
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