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Private Investment in affordable housing

1. We have prepared this presentation for research and discussion purposes only. This report is not to be
used for any other purpose without prior written consent.

2. Create Advisory Pty Ltd accepts no responsibility, duty or in any way whatsoever for the use of this
report for any purpose other than that for which it has been prepared.

3. The analysis provided in this presentation is indicative in nature and reflects advisory services.
Subsequently, it is not subject to assurance or other standards issued by the Australian Auditing and
Assurance Standards Board and no opinions or conclusions intended to convey assurance have been
expressed.

4. Nothing in this report represents legal or tax advice, or advice on compliance with applicable regulation.
All readers will be responsible for seeking their own legal, tax and regulatory advice should they decide
to adopt and implement any of the recommendations set out in this report.

5. We have considered and relied upon publicly available communication and documentation, which we
believe to be reliable, complete and not misleading. Nothing in this report should be taken to imply that
we have verified any information supplied to us or carried out an audit of any information supplied to us
other than as expressly stated in the report.

6. Our work should not be taken to be advice on whether this or any other transaction should proceed. All
information and subsequent reports should not be considered a recommendation to proceed to
transaction. Any decision to proceed with an investment is made solely on your determination and any
deliverable should not be construed or relied upon as a recommendation to proceed or withdraw from
an investment or decision.

7. AllIP remains property of Create Advisory.
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Housing in Queensland is in crisis with a range of variables exacerbating the
issue

Historically high construction
costs

Post-COVID migration
patterns

Higherinterestrate
environment

Declining household sizes

1. budget.qgld.gov.au
2. abs.gov.au
3. corelogic.com.au

Rising inflation, higher cost of capital, and material and labour shortages have
contributed to significant growth in residential construction costs. House
construction prices in Queensland grew by 45% in the three years to June 2023.

Queensland recorded the largest population increase of any state or territory with an
additional 265,000 residents in March 2023 compared to March 2020. This strong
and sustained population growth in recent years has added to housing demand.

Rising interest rates to curb inflation have made home ownership more expensive,
and increased mortgage stress for existing homeowners, pushing more people back
into the rental market.

Households are getting smaller -in 2021, average household size was 2.5 persons,
down from 3.3 persons in 1971 - resulting in additional demand for housing over and
above population growth.?
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We have been on a journey with QFI to facilitate a discussion about

mechanisms for addressing this crisis

|
OFl asked us to consider I
mechanisms for addressing the 1
housing crisis and facilitate a |
|

|

. 1
conversation

| Weproposed and modelled a
Imechanism contemplating waiver
of infrastructure charges to
developers and a true up of
councils that resulted in a no net
cost outcome to government

I This group told us that the
| conceptwas sound, but it wasn't
enough to make a difference to
the feasibility of housing projects.
And in particular didn't help the |
affordable housing crisis

I Toanswer this, we looked to
I regulatory economics for a

I mechanism that could underwrite |
I feasibility and ensure economic |
| efficiency I

So we asked ourselves, what is I
enough to make a material I
difference to the affordable |

housing crisis? 1
|



Hypothetical Scenario
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The difference between affordability and feasibility is $194k for each
dwelling, explaining why the market is struggling to deliver stock

Key assumptions (all dollar values in FY23 terms)

Affordable units developed 300
Land purchase price $13.5m
Average build cost per dwelling $467k
‘Affordable’ sale price to operator per apartment $430k
Weekly rent per dwelling (FY26) $445
Government charges All applied




Affordable dwellings
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An affordable dwelling can be roughly defined as a dwelling that can be
rented for S411 per week, inferring a S427k capital value

40t percentile of

household income

Queensland 40t
percentile of household

income in $1,369 per week

30% of the 40t
percentile

Affordable housing can be
defined as housing that
costs ahousehold 30% of
theirincome

At the 40" percentile this
is S411 per week

Inferred annual rent

Annualising this assuming
52 weeks of payments
results in an annual rent of
$21,350

Inferred capital value

The average rental yield
on the gold coast on units
isb5%

Back solving the rental
value to the yield infers a
property value of S427k in
2023 dollars

$1,369 / week X3=0/° $411/ week XEZ S21k / year /5=/° $427k

8
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Using this number, we estimate that a developer would make a loss of S30m

on our indicative development

Indicative Development Affordable Feasibility Waterfall

+ Total development costs are $175m for the
300 units. 250

» |f sold at an affordable rate of $427k
(indexed to $2026 values) the developer 200
would make $145m

* This would result in a loss of $30m on the
development 150

* This clearly demonstrates the lack of
feasibility in an affordable housing 100
development

50

Under the indicative scenario the developer constructing
the units would make a loss of $30m if the dwellings were
sold at an affordable rate

145

Costs Revenues



Policy outcomes
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To address this issue via government intervention there are key principles
that need to be achieved

* Housing needs to be affordable and remain affordable over the long term

* Private entities investing in these assets must generate a return that is economically
efficient

« Any government contribution must be clearly linked to a policy outcome and realise
value for money

* Ensure that government balance sheets are not burdened in the long term and budgets
aren't dragged down by on-going operating costs

11
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Any contribution of government needs to be demonstrably ‘value for
money’, to achieve this we looked to regulated infrastructure

» Bodies such as the ACCC,
QCA, IPART and ESC
regulate the prices that
the operators of monopoly
assets can charge

Capital costs

* They ensure that the
return these operators
make represents an
economically efficient
return using a mechanism
called a building block
model

Building block

Return on capital
Effectively “profit” - controlled by the rate of return

Return of capital

Operating expenditure

12

Incentives

JuswWaJinbal anuaAal [e10 |

Less relevant in the context of a
developer transacting within two years.
This is effectively a proxy for the
recovery of costs or break even

Typically recovered in a regulatory
context as a pass through. Simply
ensures that operating costs are covered

Additional incentives can be applied to
achieve desired outcomes from asset
owner / operator
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The target market for our model is key workers with median wages or lower
in high cost markets

« Supply of ‘affordable” housing will be Nurses
S . . $70k per year, $1,350 per week
difficult to achieve without government
support
* But government support needs to be Teachers
targeted to ensure both value for money u%ua S78k per year, 31500 per week

and policy outcomes

Paramedics
m S74k per year, $1,423 per week
() ()

Firefighters
S73k peryear, $1,400 per week

13



The commercial

framework
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We have developed a model that sees government pay only the difference
between affordability and feasibility

Sale price s fixed toan agreed
‘rate of return’not only ensuring
project feasibility but also
ensuringthe government pays
no more than the economically
efficientamount

Housing operator
(CHP or low cost of
capital investor)

concessionperiod.

Housing operator purchasesthe
property at the ‘affordable rate’
and rents themout at a pre-
defined yield and escalation.
This ensures operator returns
are sufficient. Operator realises
full value of dwellings at end of

——dwellings to

Developer
State government
Developer sells , g,
. tops up’developer
project on
. by amount that
completion to . o
- . providesa——
housing operator .
commercial

at an ‘affordable’

. rate of return
price

on project

Queensland
Government

- -_—

Housing

operator leases State government could

potentially take equity stake in
development given developer
contribution, with a view to
supporting tenants to purchase
property in future (rent to buy)

tenants atan
affordable price

Tenants
15

Using the building block approach,
the government contributionis
capped at the difference between
therevenue from sales and the
revenue requiredto achieve an
“economically efficient”outcome.

State government
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This model would realise a range of benefits for stakeholders making the
development more attractive to private investment

Government @

Rather than deploying $175m
in balance sheet for
development of 300
affordable dwellings, able to
deploy $58m to achieve the
same supply outcome

Only required to provide a
single capital contribution
with no ongoing subsidy

Keeps building industry
going and allows for trade
skills to be developed

Developer &>

Receives full offtake of
dwellings to operator

Assuming estimated
construction cost holds, has
fixed IRR for the
development

Doesn’t require marketing
costs or pre-sales
commitments to begin
construction

16

Operator

Not required to undertake
construction

No construction financing
required

Able to purchase dwellings
at rate depressed relative to
market value

Achieves 5% yield on
indexed capital through
asset life

Realises windfall at end of
concession period

Moves assets down the risk
curve behaving more like a
requlated “core”
infrastructure asset

Tenant T

L]

Receives accommodation at
set affordable level for
defined period

Indexed at pre-determined
rate (not linked to underlying
property values)

Security of housing for key
workers in key locations
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Additionally, it allocates risk to the actors most able to manage them

Tenant fg‘%%

Government @

Principally exposed to
construction cost risk as
pre-determined contribution
may not underwrite
feasibility if market were to
move materially

Developer m@

Exposed to construction risk

Required to manage delivery
of construction process to
agreed price

Noting the likely need to put
in place KPI schedule to
appropriately manage
construction risk (although
this is minimised due to lack
of requirement for pre-sales
to underwrite construction)

17

Operator

Exposed to volume risk as
effectively required to
‘offtake’ affordable dwellings

Also exposed to operation
and maintenance risk as the
asset operator

Limited risk

Although should be noted
that this model does not
currently solve for end of
asset life, so consideration
required for build to rent to
buy approach



Financial implications
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Our model suggests a government contribution in the order of $194k per
dwelling would achieve project feasibility and deliver 300 affordable houses

Figure: Indicative development regulatory contribution feasibility - Developer
. Capital costs . Land costs Government charges . Revenue Government contribution . Developer Margin
* We have applied the building block
approach to the worked example outlined

above 225

58 26
* We have arbitrarily defined the rate of 175 -
return’at 10% to underwrite feasibility

145

* To take the hypothetical development from 150
loss making to generating a sufficient
return to incentivise private delivery, we
estimate that a government contribution
of S58m is required. 75

* Thiswould result in a developer margin of
$26m and an IRR on the development of
10%

» This equates to a S194k government

contribution per dwelling Costs Revenues Govt Contribution Developer

Margin
Note: Cashflows used are pre-financing and assume that the transaction receives tax benefits of typical affordable housing CHP transaction. A range of simplifying

assumptions have been applied for provide indicative figures for discussion.

19
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A 15% IRR for the development would require $243k per dwelling, but
would likely receive more market interest

Figure: Indicative development regulatory contribution feasibility - Developer

. Capital costs . Land costs Government charges . Revenue Government contribution . Developer Margin
* Increasing the IRR requirement for the

development to 15% resultsin a 73 43

requirement of $243k per dwelling 225
* Thisreflectsatotal government 175 -

contribution of $73m

145

* The developer margin at this revenue 150
requirement would be $43m

75

Costs Revenues Govt Contribution Developer
Margin
Note: Cashflows used are pre-financing and assume that the transaction receives tax benefits of typical affordable housing CHP transaction. A range of simplifying

assumptions have been applied for provide indicative figures for discussion.

20
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The operator generates revenues over the 30-year concession period through
rental incomes and realising the full market value of the development

Figure: Indicative development regulatory contribution feasibility - Operator
. Capital costs . Lifecycle Government charges . Rent Disposal . Net income
* Under this scenario the operator

also makes a commercial returnon 1,200

investment 996 761

« Achieving an 8% IRR on the $234m
in costs associated with the
acquisition and operation of the 800
development

* Thisreturnis driven twofold by the
rental yields of the property
($305m) and the crystallisation of 400
the residual value of the property
at the end of the concession period 234

($691m) ]

Costs Revenues Net income

Note: Cashflows used are pre-financing and assume that the transaction receives tax benefits of typical affordable housing CHP transaction. A range of simplifying

assumptions have been applied for provide indicative figures for discussion.

21
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This framework can be used to manage both changes in the underlying
capital costs of the development and to accommodate policy interventions

Indicative development regulatory contribution feasibility — Developer Scenarios

Legend

Government
. b e On Government Balance Sheet
. Construction +20%

Base case

Base case @15%
. Key scenarios Pessimsitic Cost Escalation
Other scenarios Government fees waived
Base Case

Affordable housing floor plate
Government land in kind
Optimistic Cost Escalation
Land in kind and fees waived
Median Income

80% market rent
Construction -20%

15% with 50/50 Split

15% with 35/65 Split

10% with 50/50 Split

100 additional units

10% with 35/65 Split

100 additional units and fees waived
All units at market

$m

$50m $100m $150m $200m

$82k, $9m
$15k, $2m
Sk, Sm

(I S148k, S44m

8584k, $1756m
8370k, $111m

[, 5243k, S73m

[ S194k, $58m

$238k, $71m
$211k, $63m
$190k, $57m -—= —- _________________________________
$182k, $55m Key points
S175k, §53m « Utilising the building block cost of capital approach is flexible across a

range of scenarios

S$131k, $39m * Mixing market stockin with affordable stock can function to drive down
$N9k, $36m the government contribution required, where market stock makes an
SN7k, $35m appropriate margin
$231k, $35m * Waiver of government fees and land in kind can reduce the government

$222k, $23m cash contribution required
$133k, $20m * Increasing density along with mixed stock allows for improved returns and
S144k, $14m

|
|
|
|
|
|
|
|
|
|
|
|
|
|
: drives down the required government contribution
|

* Construction cost risk remains a key issue

Note: Cashflows used are pre-financing and assume that the transaction receives tax benefits of typical affordable housing CHP transaction. A range of simplifying
assumptions have been applied for provide indicative figures for discussion.
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Discussions with government and industry suggest a range of complexities
that would need to be addressed

Developers/ Funds

Government

Financiers

Community housing providers

Development phase is appealing as there is a focused risk allocation and fixed return

Operation phase presents difficulties due to sub-investment grade returns and reliance on
dwellings residual value

Programs such as the HIF (in Queensland), HAFF (Federally), and entities such as NHFIC or
Housing Australia recognize the opportunity to incentivize private delivery and these models
reflect variants of the framework considered above

Thereis still imited acceptance of treating social and affordable housing assets as
infrastructure like investments

Broadly indicated that the upfront payment on practical completion has some benefit relative
toan on-going long termrent subsidy

There are some structure financing options that could support the returns to the operator, in
particular through making distributions through debt re-financing

Suggested that the allocation of development risk to developers was seen as preferable to a
model where CHPs fund construction on balance sheet

There is significant complexity with funding the operator stage through CHPs as they have very
limited access to equity funding and require a significant share of expensive sub-debt to fund
projects
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An indicative ‘affordable price’ can be estimated using
the 30:40 indicator and market rental yields

There is no standardised definition for ‘affordable housing’ across Australia. A household is typically described
as being in‘housing stress' if it is paying more than 30 per cent of its income in housing costs (ahuri.edu.au). Two
commonly used definitions for affordable housing include:

1. The 30:40 indicator: Where rents are set at a rate where a household in the 40th percentile of income
distribution pays less than 30 per cent of income in housing costs (ahuri.edu.au).

2. Discount on market rent: Where rents are set at 75% or lower than the prevailing market rent (bhcl.com.au)

Our model uses the 30:40 indicator as the base case assumption, with scenarios run on the discount on market
rent definition.

How do we derive the ‘affordable price’, paid by the housing operator?
Annual af fordable rent

Af fordable Price = Rental yield

Where:
 Annual affordable rent = Rent a household in 40 percentile of income could afford without housing stress

* Rentalyield = Average market rental yield for a unit on the Gold Coast

27
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Assumption

Scenario

Dwellings
Local Government Area

Timeframes

Dates

Land Acquisition Cost
Land Value

Transfer Duty

Land Tax
Construction Cost
Dwelling Size
Infrastructure Charges

Market values

300
Gold Coast, Queensland

Construction-2 years
Operations-30years

Site Acquisition-1/7/2024
Development Sale - 1/7/2026
$13.56m

$8.1m

$760k

S145k p.a.

$4,998/ sqm (S512k per dwelling)
93.5sgm

$20k / lot

S656k per dwelling

Based on Robinaland sale data between 2020 and 2023 ($1,506/m?2)and required land size
based on recent similar SEQ residentialdevelopments(9,000m?)

Figure is for purpose of land tax calculation. Assumed on basis that Valuer General's
assessment would is generally at a 40% discount to market price.

Based onthe Land Acquisition Cost and assumed corporate/ trustee buyer. Estimated
using therates outlined on Queensland Revenue Office transfer duty rates

Based on the Land Value and assumed corporate/ trustee owner. Estimated using
Queensland Revenue Officeland tax estimator

Propertyupdate.com.aucurrent industry averages with 25% contingencyindexed at cost

escalation

Based onrecent Robinatwo-bedroomapartment sales (RP Data, Sep 2022 - Sep 2023
sales)

Based on Council of City of Gold Coast Charges Resolution(No. 10f 2022), $20,000 used as
simplifyingassumption

Median 2-bedroomapartment size in Robinawith additional5% to reflect new build

28



Private Investment in affordable housing

Assumption

Operator

Figure ($2023)

Rent Revenue

Transfer Duties

Operating Expenses
Rental Yield Benchmark
Purchase Price/Dwelling
Dwelling price escalation
Rent Escalation

Cost Escalation

Discount Rates

$445p.w. (FY26)
$23k / dwelling

1% of constructioncosts
5%

$430k

4% p.a.

2.5%p.a.
7%,5%,3.5%and 2.5% p.a.

Developer:10.00% p.a.
Operator:8.00% p.a.
Government:5.00% p.a.

Based on 30:40 indicatorofaffordablehousing

Based on the Land Acquisition Cost and assumed corporate/ trustee buyer. Estimated
using therates outlined on Queensland Revenue Office transfer duty rates

Industry benchmarkandindexedat cost inflation

Average rentalyield for Gold Coast per sqmresearch.com.au

Derived by dividingAnnual Rent Revenue Benchmark by Rental Yield Benchmark
Approximatedlong-termAustralian residential price growth rate

Aligned to RBA inflationtarget

Assumes elevated inflationin shortrun returningto longrun target

Developer: Below private market rate of return due to lower risk and larger volume of
development

Operator: Aligned to infrastructure core plus cost of capital

Governments: Reflects 10-year governmentbondyield
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