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PROPOSITION

THE STATES are asked to decide whether they are of opinion —

to refer to their Act dated 1st May 2012 in whittey approved the Draft
Strategic Plan, whichinter alia, set out a priority to “house our community”
and undertook an action to bring forward schenesupport first-time
buyers, and —

to approve, in accordance with the provisionsAdicle 2(1) of the

Building Loans (Jersey) Law 1950, the transfer ®hdillion from the

Dwelling Houses Loans Fund to the Consolidated Féord the

purposes of providing cash balances for the omeradf a Starter
Home Deposit Loan Scheme for an initial trial pdria accordance
with the principles and processes outlined in paalys 1.6 to 4.2 of
the Report of the Minister for Treasury and Resesirdated 4th
December 2012

MINISTER FOR TREASURY AND RESOURCES
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REPORT
1 Background

1.1 Adequately housing our community is one of phierities of the Strategic
Plan, including schemes to support affordable amst-time buyer home
ownership.

1.2 The Minister for Treasury and Resources andMhmster for Housing have
therefore developed the Starter Homes Deposit [S&@eme as a means of
advancing this objective.

13 Jersey is true of many communities where ressdeave long held onto the
belief that owning your home is a symbol of succasd security. But the
increase in prices in the local housing market dkierpast decade, followed
by difficult economic conditions, has created digant barriers to home
ownership.

1.4 The lending market has transformed since 2@8, a tightening of lending
criteria. The standard rate of borrowing now is egafly considered to be
4 times income, although other multiples are aciids dependent upon
individual circumstance. Loans are generally aro86&b of LTV (loans-to-
value) of the property. Again, variation is possiblin individual
circumstances. Deposits therefore are in the regifo20% of LTV. This
means that very substantial proportions of thentk population cannot
afford to be home-owners because of the size @yrapnts and the ability to
raise sizeable deposits in the first place.

15 At today’s LTV, for example, a 20% deposit otiheee-bedroom house priced
at £494,000 is just under £100,000; or around £E6{Or a two-bedroom flat
priced at £331,000 exclusive of legal fees and stamp duty. These are
considerable sums to save, even for the most emutibspenders, especially
if households have other significant outgoings,ewample, living costs, rent,
childcare costs, etc.

1.6 The challenges of purchasing a home in Jerseywall appreciated and
highlighted by the Jersey Housing Affordability & notably: 79% of
householders cannot afford a three-bedroom houséa¥% of householders
are unable to afford a two-bedroom flat.

1.7 For these reasons, it is proposed that a tdgakot scheme be established to
support Islanders to attain home ownership suitebtbeir needs and means,
where they otherwise cannot afford the full depdsitt can afford to make
repayments if a low interest deposit loan is awdéla

! Affordable housing is defined in the Island Pl&12 as‘housing that is affordable to
specified eligible households who are not servethbyworking of the housing market in
Jersey”.The affordability indicator used in this reportlie Jersey Housing Affordability
Index. The JHAI is based on a comparison of resideproperty prices and net household
income. The index attempts to quantify the imphat factors such as mortgage interest rates
and deposits have on housing affordability.

2 Jersey House Price Index Q3 2012 — mean pricéadividual property types

% Housing Affordability Index 2002 — 2011, Stateslefsey Statistics Unit, March 2012

Page - 3
P.131/2012



2. Starter Home Deposit L oan Scheme

2.1 Under the proposal, the States would lend ug twaximum of 15% of the
purchase price of the unit, repayable at 0% interesr an agreed period, with
the subsidy on market rates recoverable if the gntgpis sold at a profit
before the term of the mortgage.

2.2 The prospective home-owner must have a minirdaposit of 5% to reward
frugal households. The balance of any lending isbéo provided by an
approved mortgage provider.

2.3 It is acknowledged that, in itself, the lendiofga deposit does not improve
house price affordability, it is merely an altematfinancing source for those
who might not otherwise be able to obtain finaneeause of the lack of a
deposit, and only improves affordabiliper seif the interest rates charged by
the public sector are lower than private ratescbehe proposed parameters
of the scheme.

24 As to which Islanders should be assisted bystieme, by its nature it will
assist those Islanders who can afford to make rapais if low-cost deposit
financing is available and who have themselvesdaeaet of the deposit.

2.5 The scheme will be targeted to assist housshwith a maximum (gross)
income with reference to a maximum property purehasce:

Property | Maximum Maximum 5% Household | 15% Deposit
type Purchase Price Household Income | Deposit Loan
(representing the | (representing the | (based on a (based on a
upper limit of the | minimum income | loan at the loan at the
lower quartile needed to purchase maximum maximum
range of properties) a property at the | property value)| property value)
upper limit of the
lower quartile (figures in
range of properties brackets equate
to monthly
repayments
over a 20 year
term)
one- £171,000 £32,000 £8,550 £25,650
bedroom
flat (E107)
two- £262,000 £49,000 £13,100 £39,300
bedroom
flat (E164)
three- £410,000 £75,000 £20,500 £61,500
bedroom
house (E256
Page -4

P.131/2012



2.6

2.7

2.8

29

2.10

2.11

The purpose of the above is to limit lendindhémseholds with income at or
below the level required to purchase a properthaupper limit of the lower
guartile of property sales, i.e. those who coufdrdfto repay a mortgage and
0% interest deposit on a property in the lower ftijlearbut who could not
generally do so otherwise without this scheme.

(Maximum purchase prices and maximum houselwwddmes for other
property types would be set using the same metbggpland the above
parameters will updated to reflect the latest Hdesee Index prior to going
live with the scheme).

Additional eligibility criteria will be imposedotably —

. Loans cannot be obtained for major new build dgwelents (so as
not to discourage developers from offering new base discounts).

. Purchasers must be first-time buyers within theswstablished by
the Population Office (which allow persons who haweviously
bought a flat and sold to a first-time buyer to aémeligible as “first-
time” buyers) and residentially qualified for haugipurposes.

. Loans will not be provided for properties whoseesixceeds the
immediate needs of the household, with referencsirtigle people,
can only purchase up to a two-bedroom unit; andplesuwith or
without children and single parents with childrean gurchase units
with more than 2 bedrooms.

. Liquid Assets, after the payment of 5% deposit tees, should not
exceed £9,200 for a single person household o2805pr a couple
(these limits being consistent with Income Suppal#s).

These parameters are outlined with referenteetpilot nature of the scheme,
and could be revised subject to the performancéhefscheme. They are
considered prudent when first approaching a schefntbis nature and are
targeted at those least able to afford to purclpasperty. The Minister for

Treasury and Resources will retain some discretibim reference to granting
of loans, and will exercise this discretion havoupsulted with the Minister

for Housing, and with a view to securing the ohljexd of the scheme as
outlined in paragraph 1.6 above.

Using these parameters and within the £3amilliunding envelope, it is
estimated that up to 100 Islanders could be suppodepending on the types
of property for which an application is made.

It is proposed that the scheme will run asraofith pilot starting in 2013,
which may be extended subject to its success, itnparket conditions, and
identification of a long-term funding source.
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3.1

3.2

3.3

3.4

3.5

3.6

3.7

Financing and Gover nance

The Starter Homes Deposit Loan Scheme will stabfished by way of a
transfer of £3 million from the Dwelling Houses lro#éo the Consolidated
Fund. The Dwelling Houses Loan Fund had a net asde¢ of £11.7 million
as at 31st December 2011, with liquid investmeh£&bd million.

The Dwelling Houses Loan Fund was establishedvay of the Building

Loans (Jersey) Law 1950, to authorize the lendihgnoney for enabling

persons to acquire dwelling-houses. The Dwellingu$¢s Loan Fund has
been largely inactive in recent years — given fratate financing has been
available and that public lending for the full valef a loan is no longer
affordable at today’s property prices.

However, given the Strategic Priority to suppdfordable home ownership,
and reflecting the issues in today’s lending marikets proposed that the
monies accrued in the Fund should be transferratieécConsolidated Fund
and used to support home ownership, in line with dbjectives of the
Dwelling Houses Loan Fund, but under the ambit ofesv Starter Homes
Deposit Scheme that is more targeted and moredaitde.

Any loans granted under the proposed schemédvibieumade in accordance
with Article 23(3) of the Public Finances (Jerseyaw 2005 and
Regulation 13 of the Public Finances (Transitiofovisions) (No. 2)
(Jersey) Regulations 2005. This allows the Minister Treasury and
Resources, in any financial year, to lend up tanfiBon, providing each
individual transaction does not exceed £500,00d, the loans outstanding
under this delegation do not exceed £10 milliony Amount lent is repayable
within 20 years. Such loans must be made from basdnces (Consolidated
Fund).

Loans would be made following an assessmenthef applicant against
eligibility criteria, including having the 5% depbsontribution themselves,
and alongside confirmation that they were ablehitaio a mortgage for the
balance of the property price from a mortgage gtewas the primary lender.
The primary lender would assess the affordabilityth® loan repayments,
after other outgoings, including the deposit lo&s. the purpose of this
scheme is to provide loans for part of the deptsite will clearly be another
charge on the property, i.e. from the primary lende

The Accounting Officer for the Scheme will thee tTreasurer of the States,
and eligibility for loans in relation to individualpplications with reference to
the scheme criteria will be signed off under thespates of the Strategic
Housing Unit. Detailed process and internal costralill be applied,
mirroring and utilising the processes and contapplied over other States
Loans.

Local mortgage providers have confirmed theilitg of the scheme, and
their preparedness to lend under the scheme arahgements will be
finalised should States approval be forthcoming.
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3.8

4.1

4.2

5.1

The Minister for Treasury and Resources muspedods of no longer than
6 months, report to the States details of any lpdmade under this
Regulation.

Financial and manpower implications

The scheme would cost £3 million, of which #2million would be lent to
qualifying households and £30,000 utilized to mette costs of
administration, being 1% of scheme costs.

The scheme would require an additional 0.5 FdiEthe life of the pilot
scheme, and ongoing collection and administratiberedon would be
undertaken alongside other loan collection acésitivith negligible financial
and manpower implications.

Conclusion

The States is asked to lend its support toptuiposal which, although modest
in its scope, will allow members of our communigspecially the younger

generation of first-time buyers, the opportunityd&e their first steps onto the
property ladder with the purchase of their stantane.
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House Prices -v- Earnings — Disparity

Affordability Assessment

APPENDI X

In 2011, the States of Jersey’s Statistics Unitdpoed a report entitled “Housing
Affordability in Jersey 2002 — 2011The principal aim of the report was to provide
an analysis of the ability of working householdsfiided as having at least one adult
in employment) in Jersey to purchase accommodafiondably.

Mean Qualifying
Household Mean income
income Median | mortgage
dwelling | interest
Y ear Gross Net price rate Gross Net
2010 (all dwellings) £63,600 £50,80Q £405,000 3.96 £76,000 £57,000
2011 (all dwellings) £64,900 £51,70Q £380,000 4.04 £71,800 £53,900
2011 (three-bedroom £64,900 £51,70Q £465,000 4.04 £87,915 £65,936

house only)
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It is evidentby comparing mean household incomes and qualifyslegmes that in
both years, median priced properties were unaffiefiain Tables 1 and 2 (below),
affordability indices are shown separately fordlahd houses, based on net household
income —

Table 1 — Affordability indices based on net housddhincome — flats

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

* States of Jersey Statistics Unit — Housing Affditiy in Jersey 2002 — 2011
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Table 2 — Affordability indices based on net housddhincome — houses
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However, the effects of household income on affbildg need to be also considered
in relation to the effect of interest rates andpanty prices during the same period.

Table 3 reflects the effect on affordability of éerbedroom houses of changes in
mortgage interest rates and property prices. Therduement in the affordability
index between 2008 and 2011 was marked by lowerdst rates (notable between
2008 and 2009 — the height of the global financréis) coupled with the relative
stability of local property prices.

Table 3— The JHAI, median dwelling price (three-bedroom hges) and mean
mortgage interest rates

£600,000 A - 100
- 90
£500,000 - L 50
£400,000 - 70
- 60
£300,000 - o 650 744 650 - 50
566 547 6.15 - 40
£200,000 A 4.10 396  4.04
' - 30
£100,000 - JHAI 20
Mortgage Interest Rate - 10
—a— Median Dwelling Price
EO ) ) ) I ) ) 1 1 1 0
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
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Property prices

When assessing the median priced prop@aged on one- and two-bedroom flats and
two-, three- and four-bedroom houses) in the Island based on a ratio analysis
(4 x gross household income) a household would rteedarn £85,500 in gross
household income and have a 10% deposit to afferdurchase a median priced
property. More than three-quarte(38%) of working households, representing
21,000 households, do not earn the requisite gross incofnéd5,500 needed to
purchase a median priced property. Using the JidAlpusehold would need to earn
£72,000 in gross income and have a 10% deposit to affartedian priced property.
More thantwo-thirds of working households, representing around 18lafiseholds,
do not earn the requisite £72,000 needed to puechasedian priced property.

Household earnings

When considering working householifat have gross earnings between the 25th and
75th percentile (the middle 50%) and based on B ramalysis, essentially no
household in the middle 50% can afford to purchasenedian priced property
(£380,000), even with a 10% deposit. Using the Jifddel, about 1in 7 (14%,
corresponding to 1,800) working households thatehgnoss income in the middle
50% can afford to purchase a median priced propEdya median priced property to
be affordable to every working household in theddie 50%", it would need to be
discounted by arounfi200,000 (depending on the model used: £195,00 using ratio
analysis and £240,000 using the JHAI)

® Assumptions: Data includes working households ;aallyhouseholds have at least one adult
in employment. Households are assumed to have adepisit towards the cost of purchasing
a property. Criteria of Affordability: Ratio analgs= Dwelling purchase price should not
exceed 4 x annual gross household income. JHAI etgage payments (principal and interest)
should consume no more than 30% of gross housd@idne.

Source — States of Jersey Statistics Unit.
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