CHESHIRE EAST COUNCIL
CHESHIRE WEST AND CHESTER COUNCIL

REPORT TO: JOINT EXTRA CARE HOUSING
MANAGEMENT BOARD

Date of Meeting: 21 December 2009
Report of: Head of Services for Adults, Cheshire East Council
Subject/Title: Outline Business Case for Extra Care Housing PFI

1 Report Summary

This report provides context about Extra Care Housing, outlines the process
for pursing PFI Funding and seeks approval to proceed with the re-
submission of the Outline Business Case (subject to approval from the
respective Council’s Cabinet/Executive as regards affordability).

2 Decision Requested

To approve the resubmission of the Outline Business Case for Extra Care
Housing Round 5 (subject to approval from the respective Council’s
Cabinet/Executive as regards affordability).

3 Reasons for Recommendations

To allow the Councils’ interest in Extra Care Housing Round 5 to proceed to
the next stage.

4 Wards affected

Sandbach East and Rode
Poynton

Blacon

Sutton and Manor

5 Local Ward members

Sutton and Manor Blacon

Clir Kimberley Anderson Clir Reggie West
Clir Bob Crompton ClIr Marie Nelson
Cllr Paul Donovan Clir Alex Jones
Sandbach East and Rode Poynton

Clir Elsie Alcock Clir Roger West
Clir Rhoda Bailey Clir Chris Beard
Cllr Andrew Barratt Cllr Howard Murray




6 Policy Implementation
Climate Change
Health

To assist in addressing the significant demographic shift towards the over 65
population in both Councils’ areas.

7 Financial implications

There is a separate section in the report dealing with the financial elements of
the Outline Business Case. The Councils have reserved the question of
affordability and will receive separate reports at their respective
Cabinet/Executive.

8 Legal implications

The submission of the Outline Business Case does not commit either Council
to proceed with the Extra Care Housing PFI. Whilst the decision about the
Outline Business Case does fall within the remit of the Board, the question of
affordability has been reserved by the Councils and will be the subject of
consideration by the respective Cabinet/Executive before the Outline
Business Case can be submitted. Arrangements are being made to secure
decisions on affordability.

9 Risk Management

Whilst the submission of the Outline Business Case may not involve a legally
binding commitment, clearly it is a significant step. There may be reputational
risk in withdrawing at a later stage and therefore the submission of the Outline
Business Case is a serious consideration.

10 Background and Options

10.1 Introduction

The Round 5 Extra Care Housing programme builds on the success of the
now operational Round 3 Extra Care Housing project in Cheshire. The Round
5 work was commenced by the former Cheshire County Council, and has now
been embraced by the successor Councils to take it forward. The submission
has the full support of both Councils, whose commitment reflects their support
for the wider extra care housing strategy rooted in a 2004 agreement that a
‘whole system” approach was required to address the specific issues of
growth in the older person’s population in Cheshire.

In 2004 the Housing, Health and Social Care communities in Cheshire agreed
to work together to develop 2,000 extra care apartments by 2011. A “mixed
funding” strategy was agreed utilising resources from private developers,
registered social landlords, Department of Health Capital Grant and the
Private Finance Initiative (PFI).



Progress has been made on all these fronts, and more detailed capacity
planning work, led by Peter Fletcher Associates following a commission from
Cheshire County Council, produced a new target of 2,400 apartments by
2011, and 4,000 apartments overall by 2014. This Round 5 bid seeks to add
further momentum to reach these new and challenging targets.

Specifically this proposal for Extra Care Housing will:

= Deliver affordable homes which meet the aspirations of older people, both
in terms of design and tenure opportunities;

= Enable extra care to be a choice option across all the natural
communities of both Councils;

= Provide a viable alternative to long term residential care for older people;

= Ensure there is an environment where preventative health care and active
ageing can promote independence and well being;

= Provide a focal point for the local community to benefit from the wide
range of communal facilities; and

= Enhance the regeneration of local communities and ensure sustainable
communities.

The commissioners of Housing, Health and Social Care in the geographical
areas of both Councils view the Round 5 proposal as contributing to achieving
“healthier communities” outcomes shared by LSP partners. It also
compliments the radical and sustained shift in the way services should be
delivered, as outlined in the recent White Paper “Our health, Our care, Our
say; a new direction for community service”, ‘Putting People First’ (2007) and
‘Transforming Adult Social Care’ (2008 and 2009). This includes an emphasis
on community based support, prevention and health promotion maximising
independence and delivering real choice and control for people with long term
conditions. Most of all, the provision of extra care is seen as enabling older
people to stay in control of their lives, living “behind their own front door” in
their local community. The outcomes of this programme are to ensure that
older people have access to a choice and range of accommodation which
allows them to maintain their independence for as long as possible. The
Round 5 proposal seeks to ensure this goal becomes a reality.

Timetable for Project Development and Approval

The work to develop the Round 5 proposal has been ongoing for more than 3
years. An indicative timetable of further stages appears below:-

OBC submission  End of December 2009

Project Review Group (HCA) March 2010 (OBC approval)
Report back to Councils on outcome (inc affordability) April 2010
OJEU notice April 2010



Open Competitive Dialogue with selected Bidders May 2010
Invitation to submit outline solutions June 2010 — September 2010
Invitation to submit detailed solutions September 2010 — June 2011
Final Tenders July 2011

Select Preferred Bidder August 2011

Final Business case/approvals/fine tuning and Commercial Close
March 2012

. Start On Site April 2012

. Financial Close June 2012

It should be noted that between OBC submission and a meeting of the Project
Review Group there is likely to be an indication of the level of the PFI credits
that will be available. The Councils will need to arrange meetings of their
respective Cabinet/Executive to carry out a formal review. The Councils have
reserved the question of affordability (rather than it being a decision for the
Board) and this will be a key point.

10.2 The Outline Business Case

The Outline Business Case was submitted in April 2009 and has been further
refined since then to bring it in line with comments received from the Housing
and Communities Agency.

The Outline Business Case is a very lengthy document (at least 300 pages)
and it is impractical to bring the whole document to the Board.

The Outline Business Case presents the aspirations of both Councils to
deliver a high quality affordable and desirable housing and care solution for
older and frail residents in their areas.

It reflects the need to reconfigure housing and social care services in the 21st
century to enable and maintain independence for longer, to promote active
ageing, prevent hospital admission, facilitate early discharge and provide an
alternative to long term care.

The Structure and Content of the Outline Business Case appears as
Appendix 1

The Executive Summary from the Outline Business Case appears as
Appendix 2

10.3 The Cost of Round 5

This will be considered in more detail by the Councils’ respective
Cabinet/Executive. However, the following summarises the position.

The Revised level of PFI Credits

1. The original submission anticipated a joint annual contribution from the
Councils of £135,000 (net of Supporting People income of £150,000).



In approving the submission, Members set a cap of £150,000 as the
maximum annual contribution they wished to commit to the scheme.

2. The scheme has now been reworked financially, taking into account
the revised site being used and also, latest financial information e.g.
inflation levels, financing rates etc and results in a required joint PFI
contribution of £150,000 (i.e. at the cap set).

3. It seems likely that HCA will require the Councils to pick up the impact
of any local changes and equally that HCA should finance the changes
that have been outside of the Councils’ control. On this basis the
revised numbers indicate that the level of credits now required to
deliver the project is £66.1m, some £6.2m higher. The changes in the
level of credits being sought can be summarised as follows

. the cost of the 6 month delay with resulting increase in the capital
cost of the project means a credit increase of £2.95m

« Revised lifecycle costs to reflect market current market conditions
resulting in an increase in total of £155k over the whole life of the
project resulting in a minor credit increase of £0.1m

« Changes in the national / global funding markets mean that is now
expected that funders will apply a margin of 2.5% (as opposed to
2.0%) on the senior debt funding within the project resulting in an
increase in credits required of £3.15m

The Councils’ revised affordability position

4. The initial report to Council on the OBC also referred to the risk around
achievement of Supporting People income

5. HCA has always made clear that the Councils carry the risk should the
tenants not be eligible for Supporting People income (and this was
referenced in the Cabinet and Executive reports approving the initial
submission). Both Councils have reviewed whether this income stream
should be included in the OBC and, given the uncertainties surrounding
Supporting People grant and commissioning priorities, Officers
recommend that the OBC should be revised to exclude Supporting
People as an ongoing income stream. This increases the Councils’
annual contribution to £300,000, a contribution of £168,000 for East
and £132,000 for West. Work will continue to determine whether
tenants will be eligible for Supporting People income but this can not
be counted on for the submission. In Cheshire East an in principle
agreement to inclusion of Supporting People income has been given by
the Commissioning Body, but there has not yet been any such
agreement in Cheshire West and Chester.

6. Further work is also in hand to review the lessons learnt from Round 3
to inform the forecast running costs for the schemes once built (these



costs are completely outside of the PFI bid). In particular further
analysis is needed on

« The allocation of units reflecting higher level care needs
. The contractual arrangements with the care provider

« The arrangement for the restaurant provision

« Ongoing PFI management costs

11 Access to Information

The background paper relating to this report can be inspected by contacting
the report writer:

Nuala Keegan
Strategic Commissioning Manager, Services for Adults
Telephone 01270 371372



Appendix 1

Structure and Content of the Outline Business Case

KEY MESSAGES

» Support and justification of the case for investment.

* Clear methodology to determine the most appropriate method for delivering
the project and ensure that the preferred option best meets the Authority’s
objectives and requirements.

* Definition of the key parameters and milestones for the project, including
affordability.

* Establishing a process to ensure Members are fully informed and enabled to
make project — related decisions to ensure that the project can proceed to
timetable.

No OBC Section Section Requirements

Executive Summary This section provides a summary of the key
conclusions and recommendations derived
from the main report. Critically this includes:

¢ A statement of the support and
commitment of the Authority (and
other key stakeholders);

e An assessment of the economic
benefits, and the contributions the
Councils will each make to secure
these;

e An overview of the approach to
developing and delivering the project;

and
e The quantum of PFI credit being
sought.
1 Introduction This section provides a brief overview of the

basis for this Outline Business Case, and the
approach undertaken by the Authority in
preparing it.

2 Business Need This section details the following:

e “Strategic Fit analysis” Summary of
Housing option appraisal with the
conclusion supported by key facts and
figures

e Comment on current provision




No

OBC Section

Section Requirements

Evidence of current and continuing
demand

Project Scope

This section sets out confirmation of the
scope of the contract in terms of
dwelling/land and services included within
the project

Option Appraisal

This section sets out the following:

Identification of possible means of
delivering the project objectives, and
an assessment of shortlisted options
against transparent criteria to
complete a qualitative appraisal,
Indicative costings of shortlist, which
combined with the qualitative
appraisal, combine to determine the
preferred option

Financial Data &
Assessment and
affordability

This section reports the results obtained from
the financial modelling undertaken and will
aim to provide the following:

Confirmation of likely project costs and
assumptions

Inputs and conclusions of cost
comparator model

VFM analysis via the development of
a Public Sector Comparator

Detailed assessment of affordability
terms

Confirmation of Authority commitment
to ensure project affordability
Sensitivity analysis on affordability
outcomes

Any additional resource contribution
confirmed

Output Specification

This section provides a draft Output
Specification, which is sufficiently detailed,
developed and consulted upon to form a
basis for the all of the financial data
underpinning this Outline Business Case.

Sites & Planning

This section sets out the strong deliverability
of the schemes in the following information:

Confirmation of all the 4 sites showing




No

OBC Section

Section Requirements

dwelling numbers and mix of tenure
across the sites.

e Detail of the planning strategy that is
currently adopted and planning status
of each of the proposed sites.

Market Testing

This section details the Market testing
events, Questionnaires and summarizes the
conclusions from the positive responses
received from the private sector.

Key Terms and
Conditions and
Payment Mechanism

This section sets out a high level payment
mechanism. It also provides a summary of
the project agreement terms that will be
sought and confirmation that deviation from
this standard position will need to
demonstrate Value for Money.

10

Risk

This section details the projects risk in matrix
form. It also provides an initial opinion on the
accounting treatment for the project.

11

Managing the
procurement process

This section sets out the following detail to
show how the Authority will manage the
procurement process:

¢ Project plan/timetable

o Key milestones and approval process

e Confirmation of internal resourcing
and management arrangements,
together with the use of external
advisors

e Stakeholder involvement

12

Post Procurement
Contract

This section details the following information
which will evidence how the Authority will
manage the schemes in the construction and
operational phase:

e Arrangements for monitoring the
payment and performance regime of
the operational contract

e Project management structure

¢ Key personnel to manage the Contract

13

Commitment of Project
Sponsors and
Stakeholders

This section confirms the continuing
commitment of each Authority and
stakeholders and includes the following:




No

OBC Section

Section Requirements

e Signed letters confirming project
support
e Stakeholder support

14

Statutory processes

This section sets out the statutory processes
that the Authority must adhere to and the
approach that has been taken to handling
planning approvals. Further information is
supplied regarding planning status and
Consultation dates.

15

Diversity

This section confirms the Authorities’
commitment to ensuring they meet the
diverse needs of their residents in all areas.

10




APPENDIX 2

EXECUTIVE SUMMARY

The Extra Care Housing PFI forms a crucial element of the plans of both
Cheshire West & Chester Borough Council (hereafter “Cheshire West”) and
Cheshire East Borough Council (hereafter “Cheshire East”) ( collectively
called the Authority) for the modernisation of provision to respond to
significant demographic pressures in the older people’s population.

Over many months, first the former Cheshire County Council and latterly the
two Authorities working jointly have developed this Outline Business Case,
consulting with local partners, the wider PFI market and the Department of
Communities and Local Government and Homes and Communities Agency to
ensure that it is robust, attractive to the PFI market place and its aims and
objectives are deliverable.

The proposals within this Outline Business Case have now been fully
refined, and are summarised as follows:

e The new Extra Care units are to be developed over 4 Authority
owned sites under a Non — HRA 30 year PFI contract;

e A Design, Build, Finance and Operate contract to build 337 new
extra care units of which a minimum of 200 will be for social rent.
The additional units will be developed for a mixture of shared
ownership or outright sale. This will extend the provision of cross
tenure choice and ultimately develop sustainable communities
which satisfy proven demand;

e Address real and demonstrable demand for extra care services
within the Authorities’ geographical areas creating a sustainable
hierarchy of social care not currently in place;

e Effect local regeneration in each of the four identified locations; and

e Provide facilities at each location that encourage community
participation by members of the wider community beyond those
housed within the scheme.

This Outline Business Case is based on current market conditions. In view of
the current difficulties in the housing market, the proposed 137 shared
ownership and outright sale units sit entirely outside of the PFI contract
finances and structures. The financial assumptions contained within this
Outline Business Case are based on a zero cross—subsidy.

11



Key strengths of the Outline Business Case are:

Robust financial calculations, resulting in a PFI Credit requirement
of £66.1m

A strong business case and a commitment from the Authority to
properly manage and resource the procurement process and make
a combined contribution of up to £150,000 per annum,;

4 deliverable sites — All of which are already in the ownership of the
Authorities with anticipated Outline Planning Consent on all four
sites by the end of January 2010;

Provision of 1 bed plus and 2 bedroom homes to meet a wide range
of resident aspirations and provide the high level of “future proofing”
that market consultation has demonstrated that the private sector is
seeking to provide; and

Extra care homes designed to the highest standards with the
inclusion of sale/shared ownership to provide mixed tenure
communities to improve sustainability.

Project Outcomes

Communities surrounding the selected sites will experience a
transformational change in local neighbourhoods as people will
have the choice to live in high standard, affordable and adaptable
homes which can adapt to take account of individuals’ needs
creating a “Home for Life”;

The residents of the extra care developments and the wider
community will have access to a range of activities which will
enable them to lead healthier more active lifestyles. This will lead to
the development of sustainable, healthy communities;

Through supportive environments that promote active lives through
health and well being, older people will be able to maintain, and
regain, their independence; and

Evidence of strong bidder interest for this scheme through market
consultation exercises and the recent and highly successful Project
Open Day

Authority Contribution and Track Record

Cheshire County Council’s track record for delivery of PFI on both
the Round 3 Extra Care Contract and other major PFI Contracts
including Waste and Schools PFI Projects. These resources remain
in place through the new Authorities;

12



100% donation of Authority owned land, valued (approx 4m) to be
confirmed.

Sites are cleared.

Strong and committed annual contribution upheld from Expression
of Interest of £150,000 per annum split between the Authorities;

Strong project management arrangements, including technical,
legal and financial resources drawn from individuals involved in the
previous Extra Care Housing PFIl undertaken by the Authorities’
predecessor, Cheshire County Council, together with other
resources with experience in PFIl and other major procurements
including planning , architectural and housing services ;

Day to day project delivery would be via an Authority officer team
comprising officers from both Authorities to ensure best use of
existing resource and experience, together with the appointment of
a dedicated project manager to oversee project delivery and to
serve as a focus for project issues;

Joint commitment from the Councils to deliver and finance the extra
care support and domiciliary services separately from the PFI
Contract;

Evidence of very strong Bidder interest in this scheme due to the
successful Round 3 Schemes and the recent Round 5 project
launch and market consultation exercise; and

Strong Member support from each Council including in governance
terms the establishment of a Joint Extra Care Housing Member
Board with decision—making powers to ensure timely procurement
responses and a robust decision — making process.

13



