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Component 1 would establish a Federal Housing Trust (the Trust) to construct and manage dwellings
in partnership with states, territories and community housing providers.

The Trust would be established outside the general government sector and would be allowed to
make a profit. All funding from the Australian Government would be provided in the form of equity.

e Over 20 years, the Trust would construct 1,000,000 new environmentally sustainable residential
dwellings which adhere to Universal Design Principles to be operated by the Commonwealth,
partner states, territories and housing providers.

— The Trust would be required to construct dwellings at an average cost of $300,000 each
in 2022-23, indexed in line with growth in land and construction costs.

e 875,000 of the dwellings would be residential tenancies:

— 750,000 dwellings constructed by the Trust would be allocated for rent by low-income
households.

— The remaining 125,000 rentals would be universal access rentals.
— Tenants in Trust homes pay the lower of 25 per cent of their income or market rent.

— Rental income from Trust homes would first go to the operator to cover operating costs.
Anything in excess of operating costs is split 2:1 between the Commonwealth and States
and Territories.

e 125,000 dwellings would be part of a Shared Equity Ownership Scheme (SEQS).

— 50-75 per cent of the equity in each of these dwellings would be sold to the occupant.

— With a 10 per cent deposit, participants in the Scheme can access a loan from the
Commonwealth at the government bond rate.

— States and Territories would waive the stamp duty, if applicable.

— Each home owner in the Scheme would pay a share of the operating costs proportionate
to their equity stake.
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— Sales of the equity stake by owners would be limited to the Trust as sole purchaser. The
purchase price would be set at a fair rate based on the national average dwelling price
rise during the life of the share equity arrangement, capped at 7.5 per cent per annum
price increase on a cumulative basis.

— Tenants in the Trust’s rental tenancies would have the option of purchasing their
dwelling through the SEOS.

e The Commonwealth would provide two-thirds of the required funding per dwelling. State and
Territory governments would provide the remaining third. Contributions from State and
Territory governments could include provisions of land, either as free title or leasehold.

Component 2 would establish a capital grants fund to provide State and Territory governments with
$1.5 billion each year for three years, and then $2.5 billion divided evenly over the next 7 years, for
public housing improvements and construction.

Both components would start from 1 July 2022.

Costing overview

The proposal would be expected to decrease the fiscal balance by $7,535 million, the underlying cash
balance by $5,032 million and the headline cash balance by $30,832 million over the 2021-22 Budget
forward estimates period. These impacts are largely driven by increases in administered expenses,
along with corresponding increases to departmental expenses.

The proposal would have an ongoing impact beyond the 2021-22 Budget forward estimates period. A
breakdown of the financial implications over the period to 2031-32 is provided at Attachment A. This
proposal would also have significant ongoing impacts beyond 2031-32 which are not included in this
costing.

The financial implications of the proposal are uncertain and highly sensitive to assumptions around
the speed of construction, capacity within the construction industry, the cost of land and dwelling
construction, the number of households that would access residential tenancies and SEOS, annual
operating costs and changes in the 10-year government bond rate.

It is uncertain whether the Trust will be able to achieve an average cost per dwelling of $300,000,
taking into account the requirement that dwellings be environmentally sustainable and adhere to
Universal Design Principles. There is potential the Trust would not be able to meet the specified
average cost per dwelling for such a large scheme. To the extent that cost overruns increase the
average cost per dwelling, the cost of this proposal would increase or the scheme would fall short of
other objectives such as the number of dwellings constructed or intended construction standards.

The impact of this proposal on property markets is highly uncertain and the Parliamentary Budget
Office (PBO) has not made any assessment of flow-on impacts on property prices, rents or on the
supply and demand of residential properties in this costing. Additionally, the PBO has not undertaken
any analysis on how and if state and territory governments would contribute to the scheme. Past
experience has shown the Commonwealth often has to make adjustments to their policy to ensure
state and territory governments agree to participate. Furthermore, the location and types of housing
provided under this proposal will be limited by the requirement to keep the average cost per dwelling
at $300,000.

It is uncertain whether the provision of funding to the Trust would be able to be classified as equity, as
the Trust would not be expected to generate a capital return within its first 10 years of operation.
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Consistent with Parliamentary Budget Office (PBO) Guidance 02/2015, public debt interest expense
impacts have been included in this costing because the equity injections and concessional loans
provided under this proposal involve financial asset transactions.

The fiscal, underlying cash and headline cash balance impacts differ in the treatment of interest and
dividend payments, and the flow of loan principal and equity amounts. In particular, only the fiscal
balance reflects the concessional loan discount expense, associated unwinding income, and loan
write-downs, and only the headline cash balance includes transactions related to loan principal
amounts. The impact on net debt will be broadly consistent with movements in the headline cash
balance. A note on the accounting treatment of concessional loans is included at Attachment B.

Table 1: Financial implications ($m)®

2021-22 | 2022-23 | 2023-24 | 2024-25 2;";:1;:
Fiscal balance - 22,1211 -2,647.2 -2,766.2 -7,534.5
Underlying cash balance - -1,622.0 -1,643.0 -1,767.0 -5,032.0
Headline cash balance - -6,805.0 -11,984.0 -12,043.0 -30,832.0

(a) A positive number represents an increase in the relevant budget balance; a negative number represents a
decrease.
- Indicates nil.

Key assumptions

The PBO has made the following assumptions in costing this proposal.

e The Trust would be able to be established outside the general government sector as a public
non-financial corporation.

e Construction of residential dwellings would occur evenly over the 20-year period.

— Fewer dwellings would be constructed in the first year than following years with the
difference being made up over the life of the proposal.

e While the Trust remains unprofitable, dividends would not be required to be paid out and all
revenues would be contributed towards the building and operating costs.

— When the Trust begins to generate a profit, it would be expected to pay corporate taxation
and return a dividend to the Commonwealth and the States and Territories.

— This is consistent with the requirements for the Commonwealth investment in the Trust to
be treated as equity funding.

e There is sufficient capacity within the building industry to construct the specified number of
dwellings over the 20-year timeframe.

— Known and unforeseen factors, such as the 2032 Olympic games, may affect this
assumption.

e The cost of construction and land acquisition would increase at a rate consistent with historical
growth in construction costs, as provided by the Australian Bureau of Statistics (ABS).

e Residential tenancies and participants in the SEOS would begin in 2022-23, the first year of the
proposal.
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— All residential tenancies and SEOS places would be filled each year over the span of the
policy.

— The transfer of equity from the Commonwealth to SEOS participants would occur in the
same year.

Household income for low-income households would be similar to the bottom quintile of average
household income.

— Rent for low-income tenancies would be set to 25 per cent of household income.
— Household income would grow in line with projections for average weekly earnings.

Rent for universal access residential tenancies would be set to the median national market rent for
houses.

— Market rent would increase at a rate consistent with historical growth in the national rent
index, as provided by the ABS.

Around 20 per cent of tenants in the Trust’s rental tenancies would convert to the SEOS and
purchase their dwelling.

— This would occur uniformly over the 20-year period and conversions would be distributed
evenly between low-income household tenancies and universal access rentals.

The SEOS would sell an equity stake of around 63 per cent for each dwelling.

The sale of an equity stake by a scheme member would be re-sold by the Trust in the same
financial year.

The costs associated with waiving stamp duty taxes have not been factored into this response as
costs are assumed to impact state and territory governments as opposed to the Commonwealth.

— There could be possible impacts of this to the Commonwealth which have not been
assessed by the PBO.

Annual operating costs of the SEOS would be around 1 per cent of the estimated dwelling price.
The Commonwealth loan interest rate would be in line with the government 10-year bond rate.
Market interest rates would move in line with the RBA's current housing loan lending rates.
The maturity of the SEOS loans would be 30 years.

Debt not expected to be repaid would be 1.5 per cent of debt issued.

State and territory governments would contribute to the scheme as specified in the proposal.

All income from rents paid and sales of housing equity would go towards operating costs, and no
income would be redistributed to the Commonwealth or States and Territories.

— Any imbalances between Commonwealth and State or Territory expenditure would be
reconciled at the conclusion of the construction program.

The departmental staffing profile to deliver this proposal would reflect a service delivery profile
similar to Services Australia and other large programs, adjusted for the level of effort required.

Methodology

Financial implications of this costing were derived by estimating the net amount of funding required
to be provided by the Commonwealth to the Trust, taking into account the cost of constructing the
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specified number of dwellings, rental incomes, revenue from the sale of housing equity under the
SEOQS, and the proportion of costs that would be met by the States and Territories.

Housing construction costs were based on the specified maximum average cost of $300,000 per
dwelling in 2022-23, and grown in line with historical growth in housing construction costs.

Rental income from residential tenancies was calculated by estimating average yearly rental income
multiplied by the number of households. Rental income for tenancies reserved for low-income
households was around 25 per cent of household income based on household income for the bottom
quintile of households. For the universal access tenancies rental income was based on national
market rent for houses.

The financial impact of the equity sold to occupants as part of the SEOS was calculated as a
percentage of the estimated dwelling price in each year of the scheme. The remaining equity share
would be retained by the Commonwealth. The deposit to be paid by participants was calculated as 10
per cent of the dwelling price for the relevant year.

The loan amount was calculated by subtracting the deposit paid from the equity stake and was
treated as a concessional loan.

Operating costs for the SEOS were based on a percentage of the total value of dwellings in the
scheme. The costs were split between the occupant and the Commonwealth based on the average
equity stake of each party.

The Departmental expenses were estimated based on the workforce required to deliver other
significant service delivery programs.

Financial implications were rounded consistent with the PBO’s rounding rules as outlined on the PBO
Costings and budget information webpage.*
Data sources

Australian Bureau of Statistics, 2021. Consumer Price Index, Australia. [Online] Accessed 10/08/2021
from https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/consumer-price-index-

australia/latest-release

Australian Bureau of Statistics, 2021. Producer Price Index, Australia. [Online] Accessed 10/08/2021
from https://www.abs.gov.au/statistics/economy/price-indexes-and-inflation/producer-price-indexes-

australia/latest-release#tdata-download

The Department of Finance provided the standard departmental costing template as at the 2021-22
Budget.

Department of Social Services, 2011. National Dialogue on Universal Housing Design - Strategic Plan
[Online] Accessed 23/09/2021 from https://www.dss.gov.au/our-responsibilities/disability-and-

carers/program-services/government-international/national-disability-strategy-initiatives/livable-

housing-design/national-dialogue-on-universal-housing-design-strategic-plan

Economic parameters used in the model were provided by the Department of Finance and
the Treasury as at the 2021-22 Budget.

! https://www.aph.gov.au/About_Parliament/Parliamentary Departments/Parliamentary Budget Office/Costings and budget information
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Reserve Bank of Australia, 2021. Indicator Lending Rates — F5. [Online] Accessed 09/08/2021 from
https://www.rba.gov.au/statistics/tables/

Domain, 2021. June 2021 Rental Report. [Online] Accessed 10/08/2021 from
https://www.domain.com.au/research/rental-report/june-2021/

KPMG, 2012. Housing Ministers’ Advisory Committee — Social Housing Initiative Review September
2012. [Online] Accessed 04/08/2021 from
http://www.nwhn.net.au/admin/file/content101/c6/social housing initiative review.pdf

Davidson P; Bradbury B; Wong M & B; Hill P, 2020. Inequality in Australia, 2020 Part 2: Who is affected
and why Australian Council of Social Service (ACOSS) and UNSW (Sydney). [Online] Accessed
05/08/2021 from http://povertyandinequality.acoss.org.au/wp-content/uploads/2020/12/Inequality-
in-Australia-2020-Part-2-Who-is-affected-and-why FINAL.pdf
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Attachment A — One Million Homes — financial implications

Table A1: One Million Homes — Fiscal balance ($m)®

Non-tax revenue

Z:g;’;’l';{smm unwinding concessional loan - 20.0 60.0 101.0 143.0 184.0 226.0 268.0 309.0 351.0 393.0 181.0 2,055.0
Loan interest accrued - 35.0 106.0 177.0 255.0 339.0 430.0 529.0 635.0 749.0 871.0 318.0 4,126.0
Total — non-tax revenue - 55.0 166.0 278.0 398.0 523.0 656.0 797.0 944.0 1,100.0 1,264.0 499.0 6,181.0
Expenses

Administered

Concessional loan discount expense - -490.0 -1,010.0 -1,040.0 -1,060.0 -1,080.0 -1,100.0 -1,130.0 -1,150.0 -1,170.0 -1,190.0 -2,540.0 -10,420.0
Other financing costs - -19.1 -39.2 -40.2 -41.2 -42.2 -43.3 -44.4 -45.5 -46.6 -47.8 -98.5 -409.5
Grants to states and territories - -1,500.0 -1,500.0 -1,500.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -4,500.0 -7,020.0
Total — administered - -2,009.1 -2,549.2 -2,580.2 -1,461.2 -1,482.2 -1,503.3 -1,534.4 -1,555.5 -1,576.6 -1,597.8 -7,138.5 -17,849.5
Departmental

Departmental Costs - -107.0 -54.0 -54.0 -54.0 -54.0 -55.0 -55.0 -55.0 -55.0 -55.0 -215.0 -598.0
Total — departmental - -107.0 -54.0 -54.0 -54.0 -54.0 -55.0 -55.0 -55.0 -55.0 -55.0 -215.0 -598.0
Total — expenses - -2,116.1 -2,603.2 -2,634.2 -1,515.2 -1,536.2 -1,558.3 -1,589.4 -1,610.5 -1,631.6 -1,652.8 -7,353.5 -18,447.5

PDI impacts -1,090.0| -1,370.0 -1,680.0 -2,370.0 -680.0 -10,660.0

e e aimd gend gmae g amd] e

(a) A positive number for the fiscal balance indicates an increase in revenue or a decrease in expenses or net capital investment in accrual terms. A negative number for the fiscal balance indicates a decrease in revenue or an

increase in expenses or net capital investment in accrual terms.

- Indicates nil.
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Table A2: One Million Homes — Underlying cash balance ($m)?

Non-tax receipts

Loan interest received - 35.0 106.0 177.0 255.0 339.0 430.0 529.0 635.0 749.0 871.0 318.0 4,126.0
Total — non-tax receipts - 35.0 106.0 177.0 255.0 339.0 430.0 529.0 635.0 749.0 871.0 318.0 4,126.0
Payments

Administered

Grants to states and territories - -1,500.0 -1,500.0 -1,500.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -4,500.0 -7,020.0
Total — administered - -1,500.0 -1,500.0 -1,500.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -4,500.0 -7,020.0
Departmental

Departmental costs - -107.0 -54.0 -54.0 -54.0 -54.0 -55.0 -55.0 -55.0 -55.0 -55.0 -215.0 -598.0
Total — departmental - -107.0 -54.0 -54.0 -54.0 -54.0 -55.0 -55.0 -55.0 -55.0 -55.0 -215.0 -598.0
Total — payments - -1,607.0 -1,554.0 -1,554.0 -414.0 -414.0 -415.0 -415.0 -415.0 -415.0 -415.0 -4,715.0 -7,618.0

PDI impacts

(a) A positive number for the underlying cash balance indicates an increase in receipts or a decrease in payments or net capital investment in cash terms. A negative number for the underlying cash balance indicates a decrease
in receipts or an increase in payments or net capital investment in cash terms.

- Indicates nil.

Page 8 of 10



Table A3: One Million Homes — Headline cash balance ($m)®

Non-tax receipts

Loan principal repayments - 27.0 84.0 144.0 205.0 267.0 330.0 394.0 460.0 527.0 597.0 255.0 3,035.0
Loan interest received - 35.0 106.0 177.0 255.0 339.0 430.0 529.0 635.0 749.0 871.0 318.0 4,126.0
Total — non-tax receipts - 62.0 190.0 321.0 460.0 606.0 760.0 923.0 1,095.0 1,276.0 1,468.0 573.0 7,161.0
Payments

Administered

Housing Trust — Equity injection - -3,930.0 -7,810.0 -7,740.0 -7,670.0 -7,580.0 -7,480.0 -7,360.0 -7,220.0 -7,050.0 -6,870.0 -19,480.0 -70,710.0
Loans made - -1,280.0 -2,620.0 -2,680.0 -2,750.0 -2,820.0 -2,890.0 -2,960.0 -3,030.0 -3,110.0 -3,190.0 -6,580.0 -27,330.0
Grants to states and territories - -1,500.0 -1,500.0 -1,500.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -360.0 -4,500.0 -7,020.0
Total — administered - -6,710.0| -11,930.0| -11,920.0| -10,780.0| -10,760.0| -10,730.0| -10,680.0| -10,610.0| -10,520.0| -10,420.0 -30,560.0 -105,060.0
Departmental

Departmental costs - -107.0 -54.0 -54.0 -54.0 -54.0 -55.0 -55.0 -55.0 -55.0 -55.0 -215.0 -598.0
Total — departmental - -107.0 -54.0 -54.0 -54.0 -54.0 -55.0 -55.0 -55.0 -55.0 -55.0 -215.0 -598.0
Total — payments - -6,817.0| -11,984.0| -11,974.0| -10,834.0| -10,814.0| -10,785.0| -10,735.0| -10,665.0| -10,575.0| -10,475.0 -30,775.0 -105,658.0

PDI impacts -820.0 -1,060.0

-1,640.0 -1,970.0

|
100
| ]|

(a) A positive number for the headline cash balance indicates an increase in receipts or a decrease in payments or net capital investment in headline cash terms. A negative number for the headline cash balance indicates a

decrease in receipts or an increase in payments or net capital investment in headline cash terms.

- Indicates nil.
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Attachment B — Accounting treatment of concessional loans

A concessional loan is a loan provided on more favourable terms than the borrower could obtain in the financial
market. The most common concession is a below-market interest rate, but concessions can also include
favourable repayment conditions. The income contingent loans available through the Higher Education Loan
Program are an example of concessional loans offered by the Commonwealth.

Budget impact?

The accounting treatment of concessional loans differs across each budget aggregate. The underlying cash
balance only captures actual flows of interest related to the loans. The headline cash balance captures actual

flows of principal as well as interest. The fiscal balance captures accrued interest, the value of the concession
and any write-offs related to the loans. The interest cost of financing these loans is captured in all budget
aggregates, and is separately identified by the PBO.3 Table B1 provides information about the detail provided in
a costing. The provision of concessional loans decreases the Commonwealth Government’s net worth if the
liabilities issued (the value of Commonwealth Government Securities issued to finance the loans) are greater
than the assets created (measured at their ‘fair value’ or price at which the loans could be sold).

Treatment of debt not expected to be repaid

All budget aggregates take into account estimates of the share of loans not expected to be repaid when
calculating interest flows and estimating the value of the concession that is being provided. None of the
measures capture the direct impact on net worth of the loans not expected to be repaid. If a portion of loans
are not expected to be repaid, estimates of the ‘fair value’ of the loans outstanding will be reduced. Such
reductions, both when loans are issued and if loans are subsequently re-valued, are recorded in the budget
under ‘other economic flows’ which are reflected in net worth but not in the budget aggregates.

Table B1: Components of concessional loan financial impacts in costing proposals

Budget item Appears in Comments

Interest accrued  All budget Captures the interest accrued or expected to be received on the fair value of the debt.

or received aggregates (The budget cannot include interest income on a debt that is not expected to be repaid.)
Concessional Fiscal The net present value of the concession (based on the difference between the market
loan discount balance and concessional interest rates) is captured as an expense in the fiscal balance. As loans
expense and are repaid, the remaining value of the concession reduces, so this expense is ‘unwound’
unwinding with a positive impact on the fiscal balance. The concessional discount and its

revenue unwinding are not recognised in cash balances as there is no cash inflow or outflow.
Write-offs Fiscal Debt forgiveness, also known as mutually agreed write-downs (for example in the case

balance of the death of the borrower of a HELP loan) are expensed when they occur, reducing
the fiscal balance. These transactions do not affect the cash balances as no cash flows

occur.
Initial loan; Headline  Higher estimates of loans not expected to be repaid lowers principal repayments. These
principal cash transactions are not included in the fiscal balance or underlying cash balance as they
repayments balance involve the exchange of one financial asset (loan) for another (cash).
Public debt All budget The PDI impact is the cost of the change in the government’s borrowing requirements to
interest (PDI) aggregates fund the loans. The net headline cash balance impact excluding PDI is used to estimate

the proposal’s impact on PDI payments.

2 The PBO’s treatment of these loans is consistent with the Department of Finance costing guidelines.

3 This is in accordance with PBO Guidance 02/2015 and the Charter of Budget Honesty Policy Costing Guidelines which specify that
costings of proposals that ‘involve transactions of financial assets’ need to take into account the impact on PDI payments.
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