0 Portfolio and risk management policies to maximise returns and tenancy operating
efficiencies.

0 Hedging policies to minimise volatility in the cost of debt and increase the
predictability of distributions.

[J  While the commercial imperatives could potentially subordinate the social objectives of
affordable housing as the trust management is typically charged with maximising returns for
investors, the US HPET demonstrates this risk can be successfully addressed where a mature
community housing sector acts as the trust’s principal investors and appoints the trustees.

Trial
Strategic Proposition

A trust model could play a critical role in increasing investor involvement and supply of market rental
housing that is affordable to low and moderate-income earners.

A housing trust model operating nationally and providing at (or near) market rental housing at scale
has the potential to offer longer term stable housing with greater security of tenure to private
renters, while also providing stable indexed returns to institutional investors. A large-scale trust
operating in Australia’s private rental market that includes 2.4 million dwellings and 5 million renters
has the potential to increase competition around service and bring benefits to consumers.

For an institutional investor driven trust model, there are some potential risks to realising benefits
for people requiring affordable housing. Long-term client outcomes may become secondary
concerns to achieving stable financial returns. In this context housing providers are themselves
primarily focused on performing tenancy and property management functions, on behalf of their
landlord, to the possible exclusion of other services and protections for the most vulnerable. Any
housing authorities considering transferring stock into a trust model would need to find mechanisms
to effectively address these concerns.

The use of a trust model that relies in part on realising capital gains to meet investor returns may
pose unacceptable risks for vulnerable low income households detrimentally impacted by ensuing
housing instability.

The potential inclusion of an underlying ‘right to buy’ at a fair market purchase price for sitting
tenants could usefully be explored. Sales to tenants would have the advantage of creating a
financing model that used rental income streams but also captured some capital gains in the
portfolio without causing negative client impacts.

Favourable tax treatment of the trust or the asset class may be required to ‘lock in’ these consumer
benefits as the timing of sales and longer term leases may not always be advantageous to the trust.
Pending longer-term reform, an initial aim could be to level the playing field with tax settings
benefitting individual investors and SMSFs through negative gearing®.
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Housing trusts managed by housing providers registered under the NRSCH should be able to secure
debt funding raised from housing bonds via the housing aggregator. Once housing bonds are
established a distinct community housing trust growth strategy should be investigated.

Model 3: Housing co-operatives
Housing co-operatives are a specific housing form of not-for-profit housing association.

The members in common equity co-operatives do not individually own equity in their housing.
Properties may be owned by the government or by the co-operative. If members move from the co-
operative, their lease ends and the dwelling is then re-let by the co-operative to another person who
needs affordable housing and wants to be part of the co-operative.

Most co-op households pay a reduced rent geared to income. The other household members pay a
cost or market rent.

Co-op housing offers security. Their members who have a democratic vote in key decisions
concerning their housing organisation. There is in a practical sense no outside landlord.

Shared equity co-operatives enable individuals to contribute their own equity to share the cost of
the housing purchase price. This equity can be withdrawn, if and when, the member leaves the co-
operative.

The following section aims to highlight some key strengths, limitations, opportunities and risks that
housing co-operatives present. It seeks to inform analysis and discussion of the model's applicability
and implications for its trialing.

Strengths

[1 Housing co-operatives have proved to be a successful and sustainable model in Australia and
internationally (especially in Canada) and can work to improve the allocation of low cost
rental supply to low and moderate-income households.

[J Housing co-ops are a major form of housing in Canada. They are often of a modest size with
an average of 60 homes. They frequently involve mixed communities with between 30 to
50% of all co-op households receiving direct assistance with their rents. Individual co-
operatives cater for distinct groups families, seniors, people with disabilities and new
Canadians, in aggregate a diversified membership.*

[1 Delivery through the housing co-operative (mutual) structure allows members to be
involved in decision-making and benefit from its activities including through the
reinvestment any surpluses. Its viability is generally strong as rents are used to directly cover
running costs, upgrades, administrative overheads and training as well as borrowings.

[J Housing co-operatives as a legal and administrative structure can take many forms across a
spectrum of incomes. There is potential to use this flexibility to create a model that has
broad appeal to low and moderate-income earners ‘locked out’ of the benefits of
homeownership.
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[J Potentially co-operatives may provide a useful model as funding increasingly shifts to
individualised forms of welfare provision.

[J The co-operative structure in which members are simultaneously personalised budget
holders under NDIS and aged community care programs, tenants and, also landlords/owners
helps to integrate and operationalise the principle of user directed solutions.

[J The co-operative organisational structure provides the opportunity for members to
effectively participate in and shape their own housing solution. The structure provides a
clear line of sight from a housing project back to participants/recipients residing in the
house.

[0 Co-operatives can exhibit a diversity of management models to fit with members
aspirations, needs and capacities: some co-ops hire professional staff; others retain
management companies; and, some are managed on a voluntary basis with help from a
funded resource body.

Limitations

[J One of the key strengths of co-operatives — participation by its members - is also a
significant limitation. Not all people needing housing can readily participate, or want to, or
can sustain this level of engagement.

[J In Australia co-ops are often viewed as a niche model that requires a high level of
participation and not well suited to a scalable, generalist housing within an increasingly
needs based housing system. Co-operatives actively screen and select who may live in the
cooperative. This reduces their applicability and the implicit long-term commitment poses
some risks to sustainability. However in Canada, rental housing co-operatives require a
lower threshold of participation, are more mainstream and popular.

Opportunities

[0 Co-operatives provide a mechanism that can marry consumer choice measures to the
building of new housing supply appropriate for the members of the co-operative.

[1 Co-operative models can take a number of forms. They can potentially blend rental, shared
ownership and outright ownership in one or more structures on a single site. This flexibility
may well be ideally suited to NDIS clients and their carers, with the ability to combine access
to government funding, individual equity and private finance for members with a variety of
financial means.

[J A primary advantage of the housing cooperative is the pooling of the members’ resources so
that their buying power is leveraged, thus lowering the cost per member in all the services
and products associated with residential living and housing management.
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[J Equity co-operative options can provide a stepping stone for some low and moderate-
income households who are in, or able to enter the workforce, to save, overcome deposit
gaps and eventually access home finance to purchase a share of their housing.

[J Equity co-operatives have the potential to bringing in family and other contributions. For
NDIS clients, shared-equity co-operatives could enable families to contribute to the long-
term security of their adult children. Equity co-operatives could be made more attractive if
the equity contributions for the main place of residence formed part of the exclusion of the
‘family home’ from pension eligibility tests.

Risks

e Disputes between members can require careful management, as they can also affect the
performance and smooth functioning of the co-operative.

Implications for policy development

There is a strong alignment between the premise underlying 'individualised forms of welfare
assistance' and a re-conceived flexible, localised housing co-operative model that demonstrates
that:

[l individual welfare recipients are able to choose the type of housing and support they get,
who provides the support, and even what mix of support they get.

they promote personal responsibility and build capacity in the recipient

they embrace a diverse range of services provided by a range of private and not-for-profit
providers and makes government assistance more cost-effective’.

[1 they promote a self-help approach that can harness the strengths and abilities of members
and communities. There is concern in parts of government that 'long term welfare
dependence saps people of motivation and erodes personal responsibility and individual
capacity'.

Around 250,000 people live in housing co-operatives in Canada with nearly 97,000 units of stock
(Cooperative Housing Foundation and CQCH). The new Liberal Party under Justin Trudeau
acknowledged the importance of cooperatives to Canadians during the election and has
promised them greater support. New developments should be followed closely.

Trial
Strategic Proposition

A key game changer is the flexible individual funding reforms currently empowering recipients of
disability and aged services. The co-operative model offers a unique opportunity to complete the
service reforms and to facilitate user choice and control in the housing space, based on their
members’ needs and aspirations.
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A national version of Common Equity Housing Ltd (Victoria) provides a model that could potentially
work at much greater scale, tapping into institutional investment provided from housing bonds and
mediating between individual affiliated user controlled co-operatives of variable sizes that receive
management and financial services and loans from CEH. This approach should be market tested for
older persons or NDIS clients (or both together) who funded for care packages.

Registered housing cooperatives or their umbrella organisations should be able to secure debt
funding raised from a new housing bond via the housing aggregator/intermediary. Once housing
bonds are established a co-operative growth strategy should be further investigated.
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Model 4: Impact investing model

Social impact investment allows investors to pursue opportunities that provide both social and

financing returns.

Impact investing has recently been focused on social impact bonds. This is where government issues

a contract with non-government providers with a commitment to pay for improved social outcomes

that result in public sector savings. They have not been directed to simply increasing affordable

housing supply.

The following section aims to highlight key strengths, limitations, opportunities and risks that the

model or models of impact investing presents. This seeks to inform analysis and discussion of the

model's applicability and implications for its trialing.

Strengths

[

Fosters a strong client outcomes orientation and a cohort focus

[J Payments are on the basis of outcomes that reflect reduced social inequality.
[J Itis leading to the development of more measurable client outcomes
[]  This approach drives innovation in service delivery
[J It can provide profitable business opportunities for private sector investors.
Limitations
1 Social benefit bonds are by nature complex, expensive and limited in use®
[] Projects are costly to establish as much of the establishment work is one-off
[1 Social impact investment is only applicable in some circumstances, so scalability is limited
and is unlikely to provide a model to attract institutional investment on a large scale.
[1 Client and financial benefits often fall across Commonwealth-State government boundaries

and require a significant degree of inter-jurisdictional collaboration around benefits
realisation to make them cost effective for government.

Opportunities

0

Social impact investment offers opportunities for transitioning from more costly service
models to cheaper, more effective models for high-service, high-cost cohorts (e.g. homeless
people, prisoners, mental health, chronic disease, residential care)

Potentially social impact investment could help to accelerate ‘closing the gap’ initiatives
using affordable housing as a platform and catalyst for systemic changes for Aboriginal
people.
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[J There are potentially social investment opportunities to assist work-ready tenants to gain
employment and successfully transition from social housing to lower subsidy/market options
(affordable housing and lower cost market rentals)

[J On alarger scale, cities and towns (and their councils) could be rewarded and empowered to
integrate employment, skills and welfare to work provision within their local labour markets
with the provision of well-located affordable housing.

Risks

[]  The evolving government policy and a changing services environment can risk undercutting
initiatives (and their payment trigger points), especially those initiatives that require longer
timeframes to achieve measurable results.

[J Thereis arisk that the ‘wrong’ clients groups will be targeted to get results.

Implications for policy development

[J Social impact investments can produce useful evaluative tools to compare service options.
This information then helps direct and drive service improvement and innovation.

[J Greater use of payment by results and more clarity around client outcomes will help to
improve the contracting of ‘mainstream’ services.

[]  There are many opportunities for joint Commonwealth-State impact investment with de-
identified information sharing.

Trial
Strategic Propositions

Many impact Investment projects may well include a complementary housing response as a part of
their strategy to improve client outcomes. In the future social impact investors may choose to
complement a funded human service response with the provision of affordable housing financed by
means of a housing bond.

Successfully transitioning work-ready people living in social housing into employment and affordable
housing could become the subject of a scalable social impact bond.

A social impact investment trial could be designed with housing clients and housing provision being
central to its change strategy. This could involve a consortium that included affordable housing
providers as the leads coordinating employment and other support services. In this proposition the
government would guarantee a return if certain employment and financial independence outcomes
were achieved by the tenants and their household members.
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Conclusion and recommendations

A new affordable housing market is emerging based on clear, large and growing housing demand
(657,000 households, with private renters in housing stress). Expressed demand has been
demonstrated by 187,500 households that are currently sitting on social housing waiting lists*.
Tapping this demand and providing the full capital requirement could require hundreds of billions
nationally.

The four models considered in the Issues Paper aren't necessarily separate or mutually exclusive but
can be conceived as layers that can be applied separately or in combination. The choice of the layers
can enable the available funding to be tailored to meet the specific needs of different services,
geographic areas, and client groups.

For example, social Impact Investment projects may well require a housing response (funded by way
of a housing bond) and complementary services funded by proponents to bring about social and
behavioural change results and social impact bond payments. Similarly housing co-operatives and
housing trusts could also finance some or most of their housing acquisitions and/or refinancing
through the use of well structured housing bonds.

The size of this developing affordable housing market is potentially huge and unprecedented. It
could usefully sustain the trialing of all the models under investigation, particularly as they are
complementary rather than mutually exclusive. Each has shown its merit in particular contexts.

We first need to think more deeply about our long-term policy goals and how we measure their
achievement. Inequality should concern us as well as investment in productive uses.

A multi-pronged approach would enable the potential capacity of each of the models to be co-
designed and then tested in a diversity of markets for households with a range of income levels over
time.

This approach avoids picking a winner, with the best and sustainable options emerging and evolving
in a contestable financing environment, based on proven performance. This promotion of model
diversity will avoid generating just one solution that is ‘too big to fail’ that requires an implicit
government guarantee that undermines strong prudential behaviours.

While the end-state will hopefully embody this diversity, there are sequencing issues that need to be
considered, whereby the enabling and capacity building elements are established ahead of other
components. This paper proposes that priority should first be given to establishing and testing
housing bonds as a foundation for the other models.

Commonwealth and State and Territory Governments will need to develop their roles and capacities
to perform as market stewards, strategic priority direction setters, regulators and investors of public
funds and subsidies for vulnerable households.

In an environment increasingly driven by commercial returns to private investors, jurisdictional
governments will need to lead and shape provider thinking about community needs, driven by
strategies that reward client needs-based and outcomes-focused solutions and ultimately being an
arms-length guardian for society’s most vulnerable.
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An integral element of the strategy should be to promote and further develop an entrepreneurial,
high performing, housing and community development non-profits, capable of using public and
private resources to drive innovation and achieve large scale housing impacts. Having control of
many of the levers (access to housing, tenancy and asset management services, alternative housing
products and support services) is a necessary component of effectively exercising this role and
taking on a significant measure of accountability for client outcomes.

The value placed on this leadership hinges on these providers’ mission to assist vulnerable low-
income people: working to improve client outcomes and where possible break the cycle of
disadvantage.

Even socially minded financial institutions will not necessarily share this as their prime objective and
will continue to be motivated by returns and risks to investors.

The provision of start up funding will be a critical catalyst for opening up new financing opportunities
for growing affordable housing while supporting the Commonwealth Government’s broader
commitment to develop ‘a deep and liquid corporate bond market’.

Recommendations for Possible Trials & Next Steps

A costed and concerted national plan for affordable housing is needed to underpin and build
investor confidence in Australia. The following actions are proposed as a suite of priority
investments and projects for the Commonwealth Government:

[J A budgeted commitment is made in the Commonwealth forward estimates to an affordable
housing recurrent subsidy designed specifically for institutional investors, with tranches
commencing and made available from 2018/19.

[1 Provision of seed funding for 2016/17 and 2017/18, to partner with NGOs and financial
institutions to establish a national, non-government, specialist, financial intermediary with
the capacity to support the aggregation of affordable housing projects, the delivery and
servicing of new housing bonds designed to provide debt financing for registered community
housing providers and other eligible entities.

[1 Provision of seed funding for 2016/17 and 2017/18 to establish a housing bond (potentially
structured as, or similar to, a ‘Simple Corporate Bond’) for debt funding of affordable
housing supply and related activities.

[1 Development of a costed proposal during 2016/17, for establishing some form of
Commonwealth Government guarantees to facilitate institutional investment in housing
bonds nationally, along with recommendations for its implementation. The guarantees
would be designed to provide comfort to ‘new’ investors and therefore minimise the cost of
funds at the same time structured to minimise any call on the guarantee (the
Commonwealth’s contingent liability).
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Introduction of Commonwealth incentive payments for States and Territories to flexibly
undertake transfers of public housing to community housing ownership and/or management
in 2016/17, along with a request for community housing providers to contribute to a
pipeline of affordable housing projects for financing from 2018/19. Potentially these
incentive payments could also be tied to the adoption of the NRSCH - at least for those
community housing providers in jurisdictions outside the system wanting to gain access to
the finance raised by the new housing bonds.

Consideration of favourable tax treatments for an affordable housing asset class to lower
the cost of direct Commonwealth subsidy payments - potentially offsetting broader tax
changes.

Provision of development funding to review and enhance the collection, publication and
maintenance of up-to-date financial, debt and housing management information of the
participating registered community housing providers, all potentially made available under
the National Regulatory System for Community Housing (NRSCH). This is likely to require the
NRSCH to strengthen its regulatory reporting requirements to satisfy the disclosure needs of
the financial investment industry.

Commission more detailed investigations of the viability of housing trusts sponsored by
community housing providers, co-operative housing and social impact bonds models that
made use of a new Australian housing bond, once it was established.

Commission a more detailed feasibility study of establishing a national housing trust model
providing at (or near) market rental housing that offered longer-term, stable housing
(greater security of tenure) to private renters and stable indexed returns to institutional
investors. The potential inclusion of an underlying ‘right to buy’ on fair terms for sitting
tenants could also be explored.
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Appendix 1

Simple Corporate Bonds

The recent introduction of Commonwealth legislation (passed in August 2014) to enable simpler
fund raising may offer important opportunities to quickly establish the first Australian affordable
housing bond, using its facility for a 'vanilla' bond with its simpler, less onerous (less red tape) and
less complex prospectus process and a resultant lower establishment cost. Potentially bonds can be
established in a relatively short 12-month period. It would, however, have the downside of limiting
the bond term to a maximum of 15 years, but also the promise of building a regular pipeline of new
supply and refinancing.

Australian Unity launched the first 'simple corporate bond' in November 2015.

Australian Unity is a Melbourne based health insurer and mutual fund. It is not listed but its bonds
trade on the Australian Securities Exchange. It is a diversified business across healthcare, retirement
living and financial services. National Australia Bank helped launch the bond with Australian Unity.
NAB was the joint arranger and book runner for this deal.

The bond raised about $230 million of five-year bonds, with $100 million new money. It is based on
280-290 basis points above the 90-day bank rate for an initial yield of about 5.0-5.1 percent.

Australian Ratings placed a BBB+ rating on the debt. The proceeds were used in part to procure the
NSW home care business.

The legislation allows for less disclosure and the removal of director’s liability associated with the
prospectus. (Australian Financial Review, November 9, 2015).

Pre-requisites for complying with legislation:(Kings & Wood and Malleson):

o Bonds must qualify (unsubordinated, except to secured debt)

o The issuer must qualify (good track record of compliance with ASIC) and includes banks
credit unions and mutuals

o The offer must qualify

o The disclosure must comply.
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Appendix 2

Potential Affordable Housing Finance Corporation Structure

Figure 9: Model A—Affo-dable Housing Finance Corporation (AHFC)

Source: Lawson, J. Berry, M. Hamilton, C & Pawson, H (2014) Enhancing affordable rental
housing investment via an intermediary and guarantee, AHURI Final Report no.220,
Melbourne: AHURI
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Appendix 3

Background to the Housing Partnership Equity Trust (HPET) and the Housing
Partnership Network (HPN)

The Housing Partnership Equity Trust (HPET)

The Housing Partnership Equity Trust (HPET) is an enterprise sponsored by the Housing Partnership
Network (HPN).

It is the first social venture real estate investment trust (REIT) owned by nonprofits and devoted to
preserving affordable rental housing in the United States.

Established in 2012, HPET is a venture that enables members to act with the same speed and
flexibility as for-profit buyers looking to purchase rental properties. By aggregating capital from
private markets, foundations and members, HPET participants can quickly bid on properties without
needing to first assemble complex financing packages.

HPET was launched as a social-purpose real estate investment trust with an initial investment of
$100 million from Citi, Morgan Stanley, Prudential Financial, the John D and Catherine T MacArthur
Foundation and the Ford Foundation.

HPET was formed as a social-purpose Real Estate Investment Trust (REIT), sponsored by the Housing
Partnership Network (HPN). HPET provides a ready source of long-term, low-cost capital, enabling
the 12 mission-driven nonprofits it partners with — who are also HPN members - to quickly and
efficiently acquire apartment buildings and other multi-family properties that can (or can be adapted
to) provide quality homes for families, seniors and others with modest incomes.

Board members include representatives of the Housing Partnership Network, the National Housing
Partnership Foundation, Chicanos por la Causa, Prudential Impact Investments, Citi Community
Capital, Bridge Housing, and others.

Investments

HPET invests strategically in medium- to large-sized Class B and Class C multifamily properties,
including non-core, secondary real estate markets that are currently at or below-market rents
(average 80% of area median income or less) and are typically unsubsidized, unrestricted rental
properties. HPET may also acquire portfolios or notes for similar assets in order to move them into
the hands of its members.

HPET members have identified three main asset types as targets for acquisition:

. Market-rate, value-add acquisition opportunities;
. 15-year (and over) low income housing tax credit opportunities;
. Asset disposition opportunities with the GSEs and Special Servicers.
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Services to residents

HPET offers a wide range of services to their residents. Programs are tailored to each property and
its residents, and are designed to expand residents’ educational opportunities and financial security,
provide access to health and wellness resources and services, build community, and connect them
to safety net resources.

These include programs for children and teens, adult programs, senior programs, childcare centres,
and the provision of recreational and educational facilities, and retail centres.

The Housing Partnership Network

The Housing Partnership Network (HPN) is a collaborative of nearly 100 of the leading housing and
community development nonprofits in the United States.

It was founded in the 2000s by a coalition of entrepreneurial nonprofit organisations that combine
their social objectives with private enterprise to develop solutions to the shortage of affordable
housing in the US, which it recognises as one of the most challenging problems facing our country.

The HPN approach is based on members sharing best practices through Peer Exchange from which
new ideas emerge for innovation in the housing and community development sectors. The result is a
platform of high-impact social enterprises that inform HPN’s policy recommendations and enhance
members' sustainabililty.

Impact
e 9.8 million people assisted
e 373,600 affordable homes developed

e over $100.9 billion in community investment

e HPN members employ 17,250 people

e There are 97 HPN members, in 50 States

e 10 social enterprises have been created.
Members

The HPN is governed by a 17-member board, and employs four officers: Chair and Vice-Chair,
President and Treasurer.
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Funders and Investors

Funders include the Bank of America Foundation, Credit Suisse, Fannie Mae, Federal Home Loan
Banks, the Ford Foundation, Goldman Sachs, JP Morgan Chase, Merrill Lynch Community
Development Company, The Prudential Foundation, The Rockefeller Foundation, the US Department
of Housing and Urban Development and Wells Fargo.

Investors include most of the above, plus the Calvert Foundation, HSBC Bank, US Congress, the US
Department of Education, the US Department of Housing and Urban Development, and the US
Department of Treasury.

Mission

The Housing Partnership Network mission is “to build affordable homes, better futures and vibrant
communities for low- and moderate-income people through partnerships with our member
organisations, the business sector, government, and philanthropic institutions.”

To that end the Housing Partnership Network supports and forms partnerships with its members.
These members include 100 leading US housing and community development nonprofit
organisations, that work locally, regionally and nationally to ensure that people have the
opportunity to live in decent homes in vibrant communities.

HPN facilitates peer exchanges among members that produce new and innovative solutions to
shared problems; researches and tests ideas for feasibility; raises the necessary capital to launch
new business enterprises; and manages the initiatives on behalf of participating members.

HPN's member-driven activities are supported by a Boston-based staff with a satellite office in
Washington D.C. HPN is governed by a Board of Directors comprised of senior leaders from member
organisations.

Sources

o Information on the Housing Partnership Network was sourced from their website at:
www.housingpartnership.net/

o Information on the Housing Partnership Equity Trust was sourced from their website at
http://hpequitytrust.com/
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