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AGENDA

1. Brief introduction to affordability challenges in Australia/ Victoria/
Melbourne

2. Definition of affordable and social housing

3. Multiple mechanisms for affordable housing delivery
4. Developer-led affordable housing

5. Research Approach

5. Using the Affordable Housing Calculator



HOUSING AFFORDABILITY CONTEXT: SPATIAL

Vulnerability Assessment for Mortgage, Petroleum and Inflation Risks and Expenditure SGS Economics and Planning Rental Affordability Index
(VAMPIRE) (Dodson & Sipe 2008) (SGS Economics and Planning, 2018)






Median dwelling costs

CHANGING AFFORDABILITY | foizinic™

income (up 4.7 times
from 2001)




HOUSING AFFORDABILITY CONTEXT:
TENURE

(Palm & Raynor, 201 8)



REASONS FOR LACK OF
AFFORDABILITY

Demand has out-stripped supply

Deregulation of the financial sector
in 1980s and low inflation and low
interest rates in early 1990s

Long-run economic growth during the
1990s based on the mining boom

Tax incentives like negative gearing
and Capital Gains Tax create
incentives to invest in property
Increases in quality of housing
Planning regulation

Decreased household sizes
Oligopoly of developers

Loss of social housing

Political imperatives

Shift from ‘use value’ to ‘exchange
value’

No multifamily asset class




SOME DEFINITIONS

Affordable housing: Housing that
is appropriate for the needs of a
range of very low to moderate
income households, and priced so
these households are able to meet
their other essential basic living
costs.

Housing Affordability: A
aggregated measurement, usually
expressed as the ratio of housing
costs to gross household income

Public Housing: Housing owned
and managed by the State and
provided to eligible
disadvantaged Victorians

Community Housing: Housing
owned or managed by community
housing agencies for low income
peolole, including those eligible for
public housing. Community housing
agencies are regulated by the
Government.

Social Housing = public +
community housing
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MULTIPLE MECHANISMS FOR | _pzie .
AFFORDABLE HOUSING DELIVERY




INCLUSIONARY ZONING OR VOLUNTARY AFFORDABLE
HOUSING

Inclusionary zoning is a land
use planning intervention by
government that either
mandates or creates
incentives so that a proportion
of a residential development
includes a number of
affordable housing dwellings.



VOLUNTARY

AFFORDABLE HOUSING
NEGOTIATIONS

Three changes made to the Planning
and Environment Act 1987

1. Affordable housing became an
objective within urban planning

2. The State Government defined
affordable housing and provided
income limits for households in Very
Low, Low and Moderate Income
brackets

3. The Act now allows for affordable
housing to be negotiated through
‘Section 173’ agreements




Purchases a piece of Developer approaches

CHP and asks them to
buy/ receive and manage
affordable housing

land and plans to
develop housing, goes
to local council with a
plan

Local Council
(Negotiate

Developer
(Develop and
sell housing)

e

and approve
development)

T

Responds to LGA-level

targets, enters into
negotiations to secure
affordable housing in
return for certain incentives

THE NEGOTIATION
DEVELOPMENT PROCESS

Other AFFORDABLE
Stakeholders HOUSING

May offer additional
incentives to encourage
affordable housing

The new landscape in
Victoria
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Section 173 Agreement - Lack of understanding of
negotiations

Develop housing/ other land

uses _— affordable housing
Generate a profit - Choose to enter negotiations or not e . A )
Developer . - Negotiate dwellings, land or money Risk of stigma for other units
Manage risk L Nessiie quitber, dee, teeaen, Risk of greater housing complexity
Manage public image and affordability level etc or reduced profit
contribute social outcomes - Negotiate incentives - Lack of relationship with a housing
association

Local Meet affordability goals - Section 173 Agreement -  Lack of in-house CGPGC“’Y
Council Respond to State legislation = \Ger el wEiver - Lack of political will
(Negotiate and Manage community ; EXped”fad planning process Small incentives
approve expectations o Hele sellalbuibae - Difficult to enforce/ monitor

development) - [Density Bonus]
evelopme Balance with other obligations - [Land gifting/ leasing]

- Provide housing and services - Purchasing/ receiving dwellings - Lack of debt or equity to purchase
for target tenants through negotiations units at market or at discounted
- Receiving funds through negotiations rates

Viable business model . . .
- Ongoing operating costs of units

(Body corporate, tenancy
long-term funding management, finance, maintenance)

Strategic decisions about - Lack of internal capacity
location, number and type of (skills or resources)

Expand portfolio and attract

housing

KEY STAKEHOLDERS



OTHER
STAKEHOLDERS

Federal * Commonwealth Rental Assistance
Government * Access to land

e

National
Housing
Hlilelilo-Welile IEGEN * Cheaper access fo finance
Investment
Corporation

State * Capital Grants like Social Housing

Government

Growth Fund
* Access to land

Philanthropy

f_Hf_A Y4

and Social * Debt and Equity at concessionary rates
Impact * Capital Grants
Investors

Other Stakeholders




The Affordable Housing Calculator is an educational tool designed to model the
likely impact of various incentives and affordable housing contributions on residential
project feasibility.



Conceptual Theory & Model - Calculator Development

Adapted to incorporate Affordable

. ) ) i Creation of the calculator
housing requirements and incentives

Turner approach as the base model

Piloting with industry and other stakeholders

Focus Group 1 - Developers and AH providers Focus Group 2 - Councils, government and developers

Validation

Model testing using worked case

. Application of various scenarios Stress-testing of calculator
studies

Online Calculator

Follow up of calculator use and

- Tracking of user. : icati
Education program eIz eI LEErs practical application




THE TURNER APPROACH TO FEASIBILITY

‘A 'feasibility study'is defined as the process of undertaking an assessment to identify the opportunities and risks of a property
development project and to estimate the projected costs, revenues and profit potential of the project’
(Australian Property Institute, 2018, sec. 11.5)

V=L+B+F+P
P =V — (L+B+F)

V= Value of the project on completion
L = Land costs and expenses associated with acquiring land
B = Costs and expenses associated with construction
F = Financing costs

P= Developer’s Profit



Gross Realisation 24 Apartments @ $500,000 $12,000,000

Less Agents commission $360,000

Legal on sales $120,000 $480,000
Net Realisation $11,520,000
Less
Project Costs

Construction costs $6,000,000

Consultants $300,000

Contingency $180,000

$6,480,000

Interest on Construction @ 9 % $437,400

Total Construction costs $6,917,400

Land purchase $2,000,000

Transfer costs $100,000

Council rates and Land Tax $150,000

Interest on Land @9% $405,000

Total Land costs $2,665,000
Total Project costs $9,572,400
Indicated Profit $1,947,600
Allowance for Profit and Risk (on costs) 20%

STATIC FEASIBILITY | rormer approcen



FEASIBILITY
WITH
AFFORDABLE
HOUSING

Developer Affordable Housing
Contribution of 20%

Incentives:
Carpark reduction

Council rates and Land Tax
waivers

Reduced planning time
Land incentives
Affordable housing subsidy

Gross Realisation 21 Apartments @ $500,000 $10,500,000

Affordable Housing Contribution @ 20% = 6

apartments
Less Agents commission $315,000

Legal on sales $105,000 $420,000
Net Realisation $10,080,000
Less
Project Costs

Construction costs - increase $6,750,000

Consultants $3375000

Contingency $202,500

$7,020,000

Interest on Construction @ 9 % $368,550

Total Construction costs $6,917,400

Land purchase $2,000,000

Transfer costs $100,000

Interest on Land @9%

Total Land costs $2,665,000
Total Project costs
Indicated Profit $1,756,450
Allowance for Profit and Risk (on costs) 20%




THE CALCULATOR ONLINE | goocticro merropelten




NEXT STEPS

- Analyse usage and application of
the model in practice
Survey of users in Melbourne

Training programs for planners and
developers

Tracking of negotiations — failed and
successful

- Identify opportunities for
improvement

- Create a rental model

Consideration of time value of money



REFERENCES

Warren-Myers, G., Raynor, K., Palm, M. (2019) Affordable Housing Negotiations
Calculator Manual, University of Melbourne.

Committee for Economic Development of Australia. (2017). Housing Australia.
Melbourne: CEDA. Retrieved from http://www.ceda.com.au/research-and-
policy /research /2017 /housing-australia

Dodson, J., & Sipe, N. G. (2008). Unsettling suburbia: the new landscape of oil and
mortgage vulnerability in Australian cities. Nathan, Qld.: Urban Research Program,
Griffith University.

Palm, M., & Raynor, K. (2018). Project 30,000: Producing social and affordable
housing on government land. Melbourne: University of Melbourne.

Raynor, K., Otter, C., & Dosen, I. (2017). Housing affordability in Victoria.
Parliamentary Library and Information Service (Vic).

https://doi.org/10.4225/50/5a36f5d41ba49

SGS Economics and Planning. (201 8). Rental Affordability Index - November
2018 results. Retrieved March 12, 2019, from
https: / /www.sgsep.com.au/maps/thirdspace /australia-rental-affordability-index /



http://www.ceda.com.au/research-and-policy/research/2017/housing-australia
https://doi.org/10.4225/50/5a36f5d41ba49
https://www.sgsep.com.au/maps/thirdspace/australia-rental-affordability-index/

THANK YOU uesions

Contact Authors:
Dr Georgia Warren-Myers, University of Melbourne
g.warrenmyers(@unimelb.edu.au
Dr Katrina Raynor, University of Melbourne
Katrina.raynor(@unimelb.edu.au
Dr Matthew Palm, University of Toronto

mq’rthew.gc:Img@u’roron’ro.ca



mailto:g.warrenmyers@unimelb.edu.au
mailto:Katrina.raynor@unimelb.edu.au
mailto:matthew.palm@utoronto.ca



