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EXECUTIVE SUMMARY

Executive Summary

Study Background

e This report provides an assessment of the net cost to Government of providing housing through
Indigenous Business Australia’s Home Ownership Program (HOP), compared to the net cost of
providing housing through alternative housing programs, in particular Commonwealth Rent
Assistance (CRA) and state delivered Public Housing.

Methodology

* The Cost Effectiveness Assessment (CEA) takes into account Government revenues and expenses
directly related to the delivery of housing through each program; it does not seek to quantify the
financial implications of community-wide costs and benefits which might arise from each program,
as would be done for a Cost Benefit Assessment (CBA).

e For each program — HOP, CRA and Public Housing —we assessed the costs to Government of
constantly providing housing for 100 households for a 20 year period. To account for the impacts of
location on revenues and expenses, the distribution of 100 households was assumed to reflect the
distribution of dwellings historically purchased through HOP. In assessing each program a
consistent household distribution is adopted.

« Revenues and expenses are presented in real terms over the twenty year period; that is, they are
expressed in constant dollar terms and do not include nominal increases due to inflation.

< Upon quantifying revenues and expenses for each program, discounted cash flow (DCF) analysis
was undertaken to translate these into present value terms. A base case real discount rate of 7%
was adopted, with sensitivity analysis undertaken to assess the impacts of a higher discount rate of
10% and a lower discount rate of 4%.

Program Overview

* HOP assists lower income Indigenous Australians to achieve home ownership by providing
concessional home loans that generally feature low deposit requirements and low interest rates. As
at the end of 2009/10 there were over 3,300 active HOP loans with a combined value of
$578.9 million. The waiting period for accessing a loan through HOP has historically been
approximately 18 months.

« CRA s a non-taxable income supplement paid through Centrelink to income support recipients and
low income families who rent in the private rental market. In 2009, more than 1 million people were
entitled to receive CRA, of which approximately 37,000 (3.6%) were Indigenous Australians.

« Public Housing comprises dwellings owned or leased by housing authorities in each State or
Territory to provide access to affordable rental accommodation to people unable to obtain
alternative housing. Currently there are almost 330,000 households living in public housing
throughout Australia. In addition, State owned and managed Indigenous housing (SOMIH)
comprises dwellings owned and managed by government but available only to Indigenous
Australians. In 2009, there were about 12,000 SOMIH dwellings in Australia.

Cost Effectiveness Assessment Outcomes

« The following table summarises the key outcomes of the CEA for each program, under the base
case 7% discount rate. In addition, two alternative interest rates are adopted for assessing the
HOP. The rate of 4.4% represents the effective interest rate on HOP loans over the period 2007/08
to 2009/10. Given that interest rates were at historical lows for a significant portion of this period,
the rate of 4.4% is conservative, and therefore provides a conservative assessment of the cost
effectiveness of the HOP. The higher rate of 5.2% represents the 10 year average cash rate plus a
margin of 1% (as per IBA’s method of setting interest rates on HOP loans).

HOP Cost Effectiveness Analysis_Stage Two_October 2010_Final Page |



EXECUTIVE SUMMARY

« Asillustrated, at a 7% discount rate the net cost of the HOP is higher than CRA at both the 4.4%

loan interest rate and 5.2% loan interest rate. The higher 5.2% interest rate results in a fall in HOP’s
per capita delivery cost' of more than 50%, almost bringing it in line with CRA's per capita delivery

cost.

« However, at both interest rates the net cost of the HOP is significantly lower than Public Housing.

The differential between the per capita cost of HOP and Public Housing is even greater, due to the
fact that on average HOP households are larger (3.6 persons) than Public Housing households (1.8

persons).

* We estimate the potential future savings to Government that could arise due to HOP clients not
seeking Government-supported housing upon discharging their loans to be in the order of $167
million to $669 million per 100 households over a twenty year period. Taking this into account, the
assessment reveals that the HOP represents a cost effective form of Government-supported
housing, particularly relative to Public Housing. As such, it would be worthwhile for Government to
consider providing additional funding to the program, particularly as a means of facilitating home
ownership amongst Indigenous Australians who meet the HOP eligibility criteria and are currently
accommodated in Public Housing.

Metric

Discount Rate

Assessment Timeframe

PV of Revenues per 100

Households

PV of Expenses per 100

Households

Net Cost of Program Delivery
per 100 Households

Per Capita Program

Delivery Cost

Revenue Expense Ratio

HOP —4.4% IR
7%

20 years
$20.55 million
$30.02 million
-$9.47 million
$26,545

0.68

HOP - 5.2% IR
7%

20 years
$26.01 million
$30.02 million
-$4.0 million
$11,227

0.87

CRA
7%

20 years

$0

$3.51 million

-$3.51 million

$9,742

n/a

Public Housing
7%

20 years

$17.10 million

$26.98 million

-$9.88 million

$54,892

0.63

At a higher 10% discount rate, and assuming the historical interest rate of 4.4% on IBA loans, the per
capita program delivery cost of the HOP is still significantly lower than Public Housing, as noted in the

following table.

Metric

Discount Rate

PV of Revenues per 100 Households

PV of Expenses per 100 Households

Per Capita Program Delivery Cost

Revenue Expense Ratio

HOP
10%

$14.86 million
$28.64 million
$38,672

0.52

CRA

10%

$0

$2.74 million
$7,616

n/a

Public Housing

10%

$11.16 million
$21.68 million
$58,483

0.51

! Per capita delivery cost refers to the net cost (i.e. expenses minus revenues) of delivering the program to one person over a

twenty year period.
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EXECUTIVE SUMMARY

Adopting a lower 4% discount rate, and assuming the historical interest rate of 4.4% on IBA loans
results in the per capita program delivery costs for the HOP falling below CRA, and the differential
between the delivery costs for HOP and Public Housing becoming substantially greater.

Metric

Discount Rate

PV of Revenues per 100 Households
PV of Expenses per 100 Households
Per Capita Program Delivery Cost

Revenue Expense Ratio

HOP
4%

$29.89 million
$31.74 million
$5,171

0.94

CRA

4%

$0

$4.63 million
$12,858

n/a

Public Housing
4%

$27.41 million
$34.61 million
$40,014

0.79
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BACKGROUND

1 Background

1.1  Study Objectives

IBA has engaged Urbis to undertake an assessment of the net cost to Government of providing housing
through its Home Ownership Program (HOP), compared to the net cost of providing housing through
alternative housing programs; in particular, Commonwealth Rent Assistance (CRA) and state delivered
Public Housing.

The assessment requires analysis of all revenues and expenses related to the delivery of each
program, to enable valid comparison of the HOP’s return (or loss) on investment for Government
compared with the return (or loss) on investment for Government of other forms of supported housing.

This type of assessment is referred to as a ‘Cost Effectiveness Assessment’ (CEA). It is important to
note that CEA differs to Cost Benefit Assessment (CBA) in that it does not seek to quantify the
incidence or dollar value of community-wide benefits that might emerge from the HOP. Such community
wide benefits would be likely to include stability of employment and education, quality and safety of
housing, civic participation and social inclusion, environmental health, reduction in anti-social behaviour,
pride in the home, capacity to hand the home on to next generations and many others. Measurement of
these types of community-wide benefits would be undertaken in a CBA, with the objective being to
quantify the net economic benefit of the HOP and the alternative programs. However, as noted above,
the objective of this project is to measure the cost to government of providing housing through the
various programs, and therefore community wide benefits are not included in this assessment. As such,
the assessment actually underestimates the value of the HOP program.

As noted in Urbis’ 2007 review of IBA, the capacity of IBA Homes to cut waiting times and respond to
demand for home loans is fundamentally limited by the amount of money available for lending. This is a
function of:

- the size of the capital base — this continues to grow at a steady rate, both through income
earned from the lending activity as well as recent capital injections from Government and IBA
itself, and

— the rate at which loans are repaid, thus making the funds available for re-lending — this rate has
declined in the last few years in the face of multiple interest rate rises.

In discussions held during 2007, IBA suggested that the optimal size of the portfolio would be around
$700 million (a 20% increase from current levels). This would require additional capital injections of
approximately $50 million per year for the next three years.

This assessment will provide a basis for IBA to consider requesting additional funding from
Government, to ease capital constraint and cut waiting times on loan approvals.

This project has been conducted in two phases:

1. Methodology Development

2. Cost Effectiveness Assessment (this report)

HOP Cost Effectiveness Analysis_Stage Two_October 2010_Final page 1



BACKGROUND

1.2  Study Methodology

For each program — HOP, CRA and Public Housing — we have assessed the costs to Government of
constantly providing housing for 100 households for a 20 year period.

Given that there is a regular turnover of households in each program, in a 20 year period more than 100
households would actually be assisted with a given amount of funds. In the case of HOP, on average
clients discharge their loans after 8 years, at which time they typically transfer their loans to commercial
lenders. When a HOP loan is discharged the funds are re-lent to another household. Therefore, over a
20 year period more than one household can be assisted with that given level of funding. For example,
one hundred loans worth $300,000 each could actually be provided to three hundred different
households in a 20 year period, based on an average loan duration of 8 years.

This assessment takes this issue of household turnover into consideration, but assumes that only 100
households are assisted at any one point in time. This has been achieved by accounting for costs and
revenues that relate to the turnover of households based on the average 8 year loan duration for the
HOP.

The impacts of location on revenues and expenses for each program are taken into account by
assuming a distribution of 100 households as per Table 1. This is based on the distribution of existing
IBA loans, with the following locations accounting for approximately 80% of all loans.

Table 1 — Distribution of 100 Households

Location Number of Households
NSW — Country 25
NSW — Major Centre 15
NSW — Sydney Metro 12
Queensland — Country 10
Queensland — Major Centre 14
Queensland — Brisbane Metro 12
Victoria — Country 6
Victoria — Melbourne Metro 6

The CEA broadly involves three stages as follows:

1. Quantification of revenues and expenses for each program: this includes revenues and
expenses that are directly tied to program delivery.

2. Discounted cash flow analysis:  upon quantifying revenues and expenses for each program,
discounted cash flow analysis was undertaken to translate these into present value terms.

The process of discounting revenues and expenses captures the concept of the time value of
money — simply, this means that “$1 dollar today is worth more than $1 dollar tomorrow”.

The period that is applied to the cash flow analysis is twenty years. This is consistent with most
State and Federal Government guidelines for undertaking economic appraisals.

In undertaking DCF analysis revenues and expenses are expressed in real terms over the twenty
year period; that is, they are expressed in constant dollar terms and do not include nominal
increases due to inflation. However the assessment does account for real growth (i.e. growth

HOP Cost Effectiveness Analysis_Stage Two_October 2010_Final page 2



BACKGROUND

exceeding underlying inflation) as appropriate. For example, housing assets owned by state
housing authorities will most likely experience some level of real value growth over the twenty year
time frame.

Since cash flows are expressed in real terms, a real discount rate is also applied. The Office of Best
Practice Regulation (OBPR) in its Best Practice Regulation Handbook suggests use of an annual
real discount rate of 7% — the Government'’s long term cost of borrowing — for economic evaluation
of Government programs and investments.

Using the discounted stream of revenues and expenses the following decision measures were
calculated:

o0 Per Capita Program Delivery Cost: the ratio of the PV of expenses for each program to the
number of people accommodated within one hundred dwellings delivered through each
program. This measure accounts for the fact that Indigenous households tend to be larger
than the national average, therefore one dwelling delivered through the HOP (an
Indigenous specific program) will on average assist more people than one dwelling
delivered through CRA and Public Housing.

0 Revenue Expense Ratio (RER): this is simply the ratio of revenues to expenses. A project
with a higher RER can potentially be deemed more cost effective. Therefore RER provides
a measure of comparing the relative cost of each program to government.

3. Sensitivity Analysis : the key variables upon which our analysis is based are uncertain (in terms of
their movements in the future) and are based on a range of assumptions. Therefore, sensitivity
analysis was undertaken to test the robustness of results under different scenarios, using different
assumptions about some of the key variables.

The discount rate applied to the DCF analysis is a key variable that is typically adjusted to
undertake sensitivity analysis. The alternative discount rates applied for our assessment are 4%
and 7%.

Alternative loan interest rates of 4.4% and 5.2% were also adopted for the HOP.

HOP Cost Effectiveness Analysis_Stage Two_October 2010_Final page 3



OVERVIEW OF THE HOP

2 Overview of the HOP

2.1  Program Objectives

The HOP provides a range of competitive housing loan products to eligible Indigenous people who may
not meet the lending criteria of commercial lending institutions to enable them to buy their own home.

The objective of IBA Homes is to increase the rate of home ownership among Indigenous households
to approach the national average. Until January 2007 IBA had been working towards a target of 40%
Indigenous home ownership by 2010 (up from 32% in 2000)°. The current national rate of home
ownership is 68%.

The HOP strategies are to:

= identify and target regions with high need and realistic opportunities for home ownership;
= focus home loan programs on people in greatest need;

= promote awareness and informed choice and facilitate access to appropriate finance;

= develop collaborative housing projects;

= provide post loan approval support services; and

= identify additional capital solutions to enable a greater number of home loans.

2.2 HOP Home Loan Products

HOP assists Indigenous Australians to achieve home ownership by providing concessional home loans
that generally feature:

- low deposit requirements
- low interest rates
— standard loan terms of up to 32 years that may be extended to 45 years to assist loan
affordability.
In keeping with the key objective of increasing the home ownership rate for Indigenous people, the
majority of loans are provided to buy established homes or construct new homes. The loan products
provided for these purposes are described below:

= The standard loan for home purchase/construction : a loan to purchase either an established
residential property or to buy land and construct a new home. A condition of construction loans is
that the house is to be built by a registered licensed builder under a fixed-price contract.

= Purchase of land for the purpose of building a hous e: a loan to assist with the purchase of land
on which clients will build a house. Construction of a house on that land must be completed within
an approved time period. Conditions are tighter than the standard loan.

e Splitloans: where customers borrow some of the loan funds from a commercial lender to purchase
a home. The remainder of the loan funds are borrowed from IBA. A different interest rate applies to
IBA split loans (refer to section 2.4).

In addition to the core loan products described above, IBA provides a range of other ancillary loan
products, described below:

% IBA Homes Overview, 2006, p.3
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OVERVIEW OF THE HOP

» Repairs, maintenance and improvements : amounts of up to $15,000 are available to existing IBA
housing loan borrowers to help them maintain their homes in good order; amounts exceeding
$15,000 are available to Indigenous home owners that do not already have a loan with IBA.

= Refinancing an existing housing loan held with a pr ivate financial institution:  this is restricted
to dire situations arising from unforeseen circumstances.

= Property settlement loans: in the context of relationship breakdown where legal separation is
underway and there is a formal agreement for the Indigenous party to buy the other party's share in
the home.

= Home Ownership on Indigenous Land (HOIL): this is actually a similar but separate program to
the HOP, aimed at increasing the rate of Indigenous ownership of dwellings specifically located on
community titled land. State and Territory governments are progressively implementing land tenure
reform that is enabling Indigenous community members to negotiate individual long term leases (up
to 99 years) on community land. Individual leasehold arrangements are currently in place for some
communities in the Northern Territory, Queensland and New South Wales. Individuals and families
in these areas can apply for home loan finance to buy an existing home, renovate an existing home,
or construct a new home. Availability of the HOIL Program within an Aboriginal or Torres Strait
Island community requires the mutual agreement of the Trustees of the land, community members,
IBA and FaHCSIA.

Key features of the HOIL program include:
- assistance with loan establishment costs,

- low interest rates (linked to borrowers income which can start from as low as 0% that
gradually increase up to 1% below market variable interest rates for owner-occupied homes

- low deposit requirement ($2,000);
- loan co-payment assistance during the first ten years for eligible borrowers;

- complementary assistance available from the Department of Families, Housing, Community
Services and Indigenous Affairs;

- up to 20% of the purchase price as a grant towards the purchase price ($50,000 limit) for
borrowers who have a good rental history;

- matched savings grant ($1,000 limit);
- money management education, and
- ongoing home ownership education.

2.3  Eligibility Criteria

The eligibility criteria and other relevant conditions that applicants must satisfy to be considered for any
of the HOP housing loan products are detailed as follows:

= Applicants must provide official confirmation of their Aboriginal or Torres Strait Islander descent

= Applicants must provide evidence from mainstream lenders that they are not able to source the
required home loan amount or part thereof from those lenders;

= Applicants’ Combined Gross Annual Income (CGAI) must fall within the IBA income tiers, as
defined in the following table.
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Table 2 — HOP Eligibility Criteria

CGAI Income Tiers Maximum Loan Amount

Tier 1

Up to 100% of IBA Income Amount (”A) Upto the home purchase price *
Tier 2

Over 100% and up to 125% of IIA Up to 60% of home purchase price *
Tier 3

Over 125% and up to 150% of IIA Up to 45% of home purchase price *
Tier 4

Up to 225% of 1A Up to 20% of home purchase price *

Note: The IBA income amount is equivalent to 100% of the national average weekly male earnings as calculated by the Australian
Bureau of Statistics. As at May 2010 this was $1,183.

= Applicants must have been stably employed in the 12 months preceding the application;

= Applicants must be able to contribute a minimum deposit / equity of $3,000 or 5% of the cost of the
home, whichever is the lesser;

= Applicants must be able to meet all legal and incidental costs associated with the purchase or
construction of the home (e.g. valuation, stamp duty, legal fees etc);

= Applicants must reasonably demonstrate that they are likely to have the capacity to meet housing
loan repayments over the entire duration of the loan;

= The proposed housing loan repayment amount should not exceed 30% of Total Gross Income,
and/or combined housing loan and consumer debt repayments should not exceed 35% of Total
Gross Income;

= Applicants must have a demonstrated satisfactory tenancy record, if currently renting a home;
= Applications must have a credit history that is satisfactory to IBA;

» The cost of the home must be in accordance with the relevant IBA Purchase Price Limit Zone. The
purpose of the Purchase Price Limit Zones is to ensure that housing loan funding is only used to
fund purchases of homes that are adequate for an applicant’'s needs;

= Applicants must not already own, or be paying off, a rental or investment property; and

= Applicants must reside in the property that is the security for the loan upon loan settlement or final
loan advance.

2.4 Interest Rates, Fees & Charges

The IBA Home Loan Rate is variable and is the maximum interest rate for owner-occupied housing
loans within the HOP. The IBA Home Loan Rate is reviewed and adjusted in line with movements in
official interest rates and the Commonwealth Bank’s standard variable interest rate for owner occupied
home loans. See Table 3 for details on interest rate settings for the HOP.

Currently Indigenous Business Australia (IBA) does not charge a loan application fee or a professional
fee for mortgage preparation.

If loan repayments are not paid by the due date, a Late Payment Administration Fee of $20 may be
charged.
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A Security Dealing Fee of $165 is payable where IBA consents to a borrower-initiated dealing involving
a registered loan security. A Discharge Fee of $330 is payable on the formal discharge of a mortgage to

IBA.

Table 3 — HOP Loan Product Interest Rates
Loan Product

Purchase or construction loan

(i) Combined Gross Annual Income (CGAI) not
more than $35,000 (maximum loan amount of
$245,000 applies)

(i) CGAI greater than $35,000

Home improvements / repairs and maintenance
Purchase of residential land

Split Loan

Previous home owners
Refinance of housing loans

Property settlements

2.5

Interest Rate

From 3% p.a. or the RBA'’s cash rate plus a 1%
margin, whichever is the lesser

From 4.5% p.a. or the RBA cash rate plus a margin
of 1%, which is the lesser

IBA Home Loan Rate
IBA Home Loan Rate

4% fixed for three years, then a 0.5% annual
increase until it reaches the IBA Home Loan Rate

IBA Home Loan Rate
IBA Home Loan Rate

IBA Home Loan Rate

Program Statistics & Performance Indicators

The table below provides a snapshot of some of the key program statistics and performance indicators
of the HOP. This data was extracted from IBA Homes' database, and compiled by IBA at Urbis’ request.
These statistics are drawn on for the cost effectiveness assessment.

Table 4 — HOP Program Statistics & Performance Indicators

2007/08
Number of active loans 3,384
Value of active loans $526.7m
Number of discharged loans 398
Value of discharged loans $42.2m
Average term to loan discharge 97 months
Firet ome Buyers T B6%
Average value of properties
purchased $294,000

2008/09 2009/2010
3,364 3,366
$552.3m $578.9m
333 425
$39.2m $46.26m
95 months 99 months
90% 92%
$299,000 $304,000

HOP Cost Effectiveness Analysis_Stage Two_October 2010_Final
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Location of properties purchased
- NSw
- QLD
-VIC
-NT
- WA
- Other

Average annual household
income of clients

Average number of occupants per
home

Average age of principal borrower

Average loan to value ratio

2007/08

n/a
n/a
n/a
n/a
n/a

n/a

$58,200

3.3

35
95%

2008/09

n/a
n/a
n/a
n/a
n/a

n/a

$59,212

3.6

35
94%

2009/2010

40%
31%
8%
8%
7%
6%

$56,300

3.9

35
94%
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3 Overview of Alternative Programs

3.1 Commonwealth Rent Assistance

3.1.1  Program Overview

Commonwealth Rent Assistance (CRA) is a non-taxable income supplement paid through Centrelink to
income support recipients and low income families who rent in the private rental market. The objective
of CRA is to provide additional financial assistance, in recognition of the housing costs that recipients
face.

As at June 2009, Indigenous persons accounted for approximately 3.6% (37,000) of the 1.04 million
income units® that were entitled to receive CRA payments at that time.

3.1.2 Rent Assistance Payments

The value of rent assistance payments is dependent on recipients’ family status (e.g. family, non-family,
single, couple), and the cost of recipients’ rent. The payment categories are detailed in the table below:

Table 5 — CRA Payment Categories

Maximum No Payment if Maximum

Family situation Hnightislesshan fornightly ren
is more than

No dependent children
Single, no children $113.40 $100.80 $252.00
Single, no children, sharer $75.60 $100.80 $201.60
Couple, no children $107.00 $164.40 $307.07
One of a couple who are separated due to $113.40 $100.80 $252.00
illness, no children
One of a couple who are temporarily $107.00 $100.80 $243.47
separated, no children
Dependent Children
Single, 1 or 2 children $133.28 $132.86 $310.57
Single, 3 or more children $150.64 $132.86 $333.71
Couple, 1 or 2 children $133.28 $196.56 $374.27
Couple, 3 or more children $150.64 $196.56 $397.41

% An income unit comprises a single person (with or without dependent children) or a couple (with or without dependent children).
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3.1.3  Eligibility Criteria

The eligibility criteria for CRA payments are an important consideration in determining the proportion of
HOP clients who would otherwise be receiving CRA payments if HOP did not exist. People are eligible
for CRA if they:

= Receive a pension (special rules apply if recipients are under 21 years and receive a Disability
Support Pension), or

= Have dependent children and get more than the base rate of Family Tax Benefit, or

= Have care of a child between 14% and 35% of the time and are not eligible for Family Tax Benefit
but meet other Family Tax Benefit requirements, or

= Receive an allowance or benefit (but don't have dependent children) and:
- Are over 25 years, or
- Have a partner, or

- Are under 25 and living permanently or indefinitely apart from your parents or guardians.

3.1.4  Program Statistics & Performance Indicators

Following is a summary of key statistics and performance indicators of CRA, which provides context
and where appropriate feeds into our cost effectiveness assessment. The information was obtained
from the Productivity Commission’s Report on Government Services 2010. As at June 2009:

= For Indigenous income units receiving CRA, 40% were located in New South Wales, 33% were
located in Queensland, and 8% were located in Victoria.

=  33% of Indigenous income units receiving CRA lived in capital cities, while the remaining 67% lived
in the rest of the State or Territory. In comparison, the overall distribution of income units (including
non-indigenous income units) was 58% in capital cities and 42% in the rest of the State or Territory.

= Nationally, if CRA were not payable, 60% of the Indigenous income units receiving CRA would have
spent more than 30% of income on rent*; with the presence of CRA payments, this proportion falls
to 30%.

3.2 Public Housing

3.2.1  Program Products

Public Housing comprises dwellings owned or leased by housing authorities in each State or Territory to
provide access to affordable rental accommodation to people unable to obtain alternative housing (refer
to Table 6). Currently there are almost 330,000 households living in public housing.

In addition, State owned and managed Indigenous housing (SOMIH) are dwellings owned and
managed by government but available only to Indigenous Australians. In 2009, there were about 12,000
SOMIH dwellings in Australia.

Both these products are funded under the National Affordable Housing Agreement (NAHA) between
Commonwealth and State Governments.

In addition to the standard public housing program available to the general population, Indigenous
households can also avail themselves of the State-based housing programs listed in Table 7.

* This is common measure of housing stress. Generally, when people are paying more than 30% of their income toward their rent
or mortgage, they are considered to be in housing stress.
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Table 6 — Administration of Public Housing by State

Administration of Public Housing by State

State

/ Territory Name of Organisation Office/Program

NSW Department of Human Services Housing NSW/Housing Pathways

VIC Department of Human Services Office of Housing

QLD Department of Communities Housing and Homelessness Services
WA Department of Housing Public Housing

SA Department for Families and Communities Housing SA

TAS Department of Health and Human Services Housing Tasmania

ACT Department of Disability, Housing and Community Services Housing and Community Services ACT
NT Department of Housing, Local Government and Regional Territory Housing

Services

Source : Urbis

Table 7 — Indigenous-Only Housing Programs by State

Indigenous-Only Housing Programs by State

State
/ Territory Name of Organisation Name of Program
NSW Aboriginal Housing Office Administers both SOMIH and Indigenous community housing
VIC Aboriginal Housing Victoria Administers both SOMIH and Indigenous community housing
QLD Department of Housing Aboriginal and Torres Strait Islander Housing
WA Department of Housing Separate waiting list for Aboriginal housing
SA Department for Family & Communities Aboriginal Housing Services Rental Program
TAS Department of Health and Human Services Aboriginal Housing Service Tasmania
ACT No specific programs
NT Department of Housing, Local Remote Housing NT
ggr‘(/?:;?ent and Regional Strategic Indigenous Housing and Infrastructure Program

Indigenous Housing Assistance Program

Source : Urbis

3.2.2  Eligibility Criteria

Eligibility for public housing differs within each state and territory, but the key criteria are generally:
= Income and assets below specified limits (as shown in Table 8.)

= No ownership or part-ownership of a dwelling

= No outstanding debt from previous public housing or bond loan assistance

Depending on individual circumstances, some people may have special needs and be prioritised above
others if:

= They demonstrate recurring homelessness or are at immediate risk of homelessness
= Their current housing is unsuitable
= Their current housing requires major disability modification

= They are being case managed by a government provider in mental health, disability, child protection
or family services programs
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Table 8 — Income / Asset Test Ranges Across Australia for General Public Housing

Income/Asset Test Ranges Across Australia for Gener  al Public Housing

Household Composition Gross Weekly Income Limit
Single person $430 - $609
Couple (no children) $580 - $764
Family

- one child $695 - $877
- each extra child add $80 - $122

Source : Urbis

3.2.3  Program Statistics & Performance Measure
Public housing and SOMIH performance can be measured by a range of indicators, including:

= Equity: the proportion of low income and special needs households accessing public housing, and
priority access for those in greatest need

= Effectiveness: the appropriateness and quality of the accommodation, including amenity/location,
affordability, customer satisfaction and suitable sized dwelling for the household

= Efficiency: recurrent costs for the housing provider, occupancy and turnaround rates (how quickly a
property is re-let), and rent collection rate

The States differ in how they report on the performance of public housing programs but statistics on
Public Housing and SOMIH from the Public Housing Administrative Data Repository are illustrated in
the following charts and tables.

= There are over 300,000 public housing units throughout Australia.

= New South Wales accounts for about a third of the total stock of public housing units in Australia at
123,000 dwellings, with nearly double the stock of public housing and SOMIH dwellings of Victoria
(refer Chart 1).

= However, Victoria has been upgrading and redeveloping housing stock and focussing on growth in
public/social housing in the community housing sector (not reported here). It is worth noting that
Victoria transferred some houses provided for Indigenous people from SOMIH to community
housing in 2009 which Chart 1 reflects. Therefore, the housing stock reported in Chart 1
underestimates the actual quantum of public housing available in Victoria.

= Asshown in Chart 2, New South Wales accounts for the majority (~43%) of the stock of Indigenous
housing in Australia as well, followed by Western Australia and Queensland. This is to be expected
as New South Wales is also the most populous state or territory in Australia (refer Chart 1).

= Atotal of over 20,000 new households were assisted by public housing in 2009 Australia-wide.

= As shown in Chart 3, the overall number of new households assisted was highest in New South
Wales (~6,000 households), Queensland (~4,100) and Victoria (~3,800) in 2009.

=  The number of new Indigenous households assisted was highest in New South Wales (~900),
Queensland (~750) and Western Australia (~800).

= As shown in Chart 4, New South Wales and Victoria have the longest waiting list for public housing
(~47,000-48,000). Interestingly these states have shorter waiting lists for SOMIH than Queensland
and Western Australia (1,300 and 1,700 versus 2,900 and 2,600, respectively).
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= Itis worth noting that Queensland has a single waiting list for both public housing and SOMIH which
leads to an overstatement of the public housing waiting list in Chart 4 for this state.

= The waiting list for public housing is long (as shown in Chart 4) because occupancy rates are high
across all states (~>95%, as shown in Table 9). The low rate of vacancy is mostly attributed to
tenant change-over and refurbishment.

Chart 1 — Public Housing & SOMIH Dwelling Stock by State / Territory, 2009

Total Stock of Public Housing and SOMIH Dwellings b~y State/Territory, 2009

140,000 | 1,3 76
120,000 -
@ 100,000 -
S 80,000 - 64,939
2 60000 54,324 44,321
8 40000 | 33,943
20,000 - . 11,933 10,789 5495
o =
NSW vic QLD WA SA TAS ACT NT

Source : Productivity Commission; Urbis
Chart 2 — Proportion of Total Australian Indigenous Households, by State 2009

Proportion of Indigenous Households by State, 2009

NSW
(39.0%)
vIC
(5.6%)
NT
(7.7%)
QLD
TAS (16.3%)
(3.0%) ACT
SA 1.4%
(6.0%) wa (4%

(20.9%)

Source : Productivity Commission; Urbis
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Chart 3 — New Public Housing Household by State / Territory, 2009

New Public Housing Households by State/Territory, 2 009

7,000 -
H Non-Indigenous 1 Indigenous

6,000 -
5,000 -
4,000 -
3,000 -
2,000 -
1,000 - -
. M e =
NSW VIC QLD WA SA TAS ACT NT

Source : Productivity Commission; Urbis

Households

Chart 4 — Public Housing & SOMIH Waiting List Applicants by State, 2009

Public Housing and SOMIH Waiting List Applicants by State, 2009

50,000 - 47,413 47,731

mPH 1 SOMIH
40,000 -
30,000 -
20,000 -+
10,000 -~ 3,542 2,564 3,757
150
-] - ,
NSW VIC QLD WA SA TAS ACT NT
Source : Productivity Commission; Urbis
Table 9 — Occupancy Rates, Public Housing & SOMIH, 2009
Occupancy Rates, Public Housing and SOMIH, 2009
State/Territory Occupied Dwellings Unoccupied Dwellings  Total Dwellings Occupancy Rate
NSW 121,325 1,751 123,076 98.6%
VIC 62,763 2,176 64,939 96.6%
QLD 53,627 697 54,324 98.7%
WA 32,765 1,178 33,943 96.5%
SA 42,532 1,789 44,321 96.0%
TAS 11,707 226 11,933 98.1%
ACT 10,620 169 10,789 98.4%
NT 4,922 273 5,195 94.7%

Source : Productivity Commission; Urbis
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3.3  Community Housing

Whilst Community Housing does not fall within the scope of this assessment, the following information
provides further context and insight into the range of assisted-housing programs available to Indigenous
persons, and the relative size and significance of each.

3.3.1  Program Overview

Community housing provides a range of housing for people with very low, low and moderate incomes.
The type of housing provided ranges from rental accommaodation to housing for people with high needs,
typically in association with a specialised support provider.

Community Housing is delivered by a range of organisations, generally falling into one of three
categories, being:

- Housing associations, which are not-for-profit housing providers that manage rental
services. Housing associations typically manage most community housing facilities, and are
increasingly taking this on;

- Co-operative housing, which is fully managed by the tenants themselves while still being
subsidised by the government;

- Church-based agencies, who have set up accommodation services due to particular needs
in their communities

Indigenous Community Housing Organisations (ICHO) manage Indigenous-specific Community
Housing. As at 2006, the Aboriginal Community Housing sector provided for approximately 23% of
Aboriginal social housing as at 2006.
3.3.2  Eligibility Criteria
Eligibility criteria for Community Housing differ per state, but generally recipients must:

- be acitizen or have permanent residency in Australia and the relevant state;

- meet the income eligibility limits for household income (as per Table 9 below);

- not own assets or property that may be able to meet their housing needs;

- be able to sustain a successful tenancy, with or without support;

- beover 18 years old

Table 10 — Income Test Ranges Across Australia for Community Housing

Income Test Ranges Across Australia for Community H ousing

Household Composition Gross Weekly Income Limit

Single person $460 - $783
Additional adult $155 - $305
First child $235 - $240
Additional child $34 - $181
Disability allowance factor $90
Exceptional disability allowance $155

Source : Community housing agencies; Urbis
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3.3.3  Program Statistics & Performance Measure

Below is a summary of the key performance indictors relating to Indigenous Community Housing (ICH),
obtained from the Productivity Commission’s Report on Government Services 2010 as at June 2009:

- There were 22,364 total permanent ICH dwellings as at 30 June 2008, of which 17,422
(78%) were managed by funded or actively registered Indigenous Community Housing
Organisations (Chart 5). Northern Territory, New South Wales, Queensland and Western
Australia had the highest number of dwellings, at 33%, 23%, 21% and 17% of total stock
respectively.

- Approximately $43 million was collected in rent by ICHO’s. The largest proportion of rent
collected (in order) was in Northern Territory, Queensland, New South Wales and Western
Australia (equating to 96% of all rent collected). This is broadly consistent with the locations
of properties, as indicated above. However, it is interesting to note that New South Wales
had more properties but collected less rent than Queensland.

- Occupancy rates in 2008 varied from 93% in South Australia to 100% in the ACT and
Northern Territory.

- Comparison of dwelling size to household size indicated that 37% of dwellings in
Queensland and 29% of dwellings in New South Wales were overcrowded.

Chart 5 — Indigenous Community Housing — Number of Permanent Dwellings
Indigenous Community Housing - Number of Permanent Dwellings

7,000 6,405
6,000
5,000 - 4,461

4,092

4,000 -
3,000 -
2,000 ~
1,000 -+ 348

994
23

NSW Vic QLD WA SA Tas ACT NT

Source : Productivity Commission; Urbis
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4 Cost Effectiveness Assessment of HOP, CRA &
Public Housing

41 HOP

4.1.1 Revenues & Expenses

The following table describes the revenues and expenses for the HOP, the assumptions around those
revenues and expenses that we have adopted for the CEA, and the source of information for each
variable.

Description & Assumptions Sources
Revenues

Interest on loans For the base case scenario, the average historical (2008-2010) IBA
effective interest rate of 4.4% is applied. Given that interest rates
were at historically low levels for the majority of this period, this
provides a conservative view on the HOP’s cost effectiveness.

As such, an alternative scenario was developed to test the
sensitivity of the cost effectiveness assessment to a higher interest
rate. The Sensitivity Analysis 2 scenario adopts an interest rate of
5.2%, which is equivalent to the 10 year RBA cash rate plus a
margin of 1% (as per IBA’s method of setting interest rates).

Given uncertainties in RBA cash rate movements, a constant
interest rate is assumed for the 20 year period in both scenarios. In
reality, interest rates will fluctuate causing IBA’s interest revenues
to fluctuate. However, this is likely to be matched by a fluctuating
discount rate (i.e. Government cost of borrowing), which would
stabilise the impacts of interest rate fluctuations to some extent,
depending on the degree of discount rate adjustment relative to
interest rate movements.

Interest rates represent ‘effective’ rates which take into account
defaults on loan repayments.

Loan discharge fees Existing discharge fee of $333 per loan. IBA

Clients are assumed to begin to discharge loans from year two
onwards, therefore IBA receives discharge fees from year two
onwards.

The volume of discharge fees is based on an average term to
discharge of 8 years.

Discharged loans are re-lent and then eventually discharged again
by future borrowers.

Residual value of loans Equivalent to the value in year 0 (commencement date of the cash IBA / Urbis
flow).

Accounted for in the final year in which the loans are discharged.
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Description & Assumptions Sources
Expenses

Loans to HOP clients Average purchase / construction loan value of $282,690, based on |IBA
the average historical (2008-2010) HOP purchase / construction
loan value.

This is a weighted average value which takes into account the
distribution of IBA loans across locations, and the variation in
average loan value.

First Home Owner Grant Homes purchased by First Home Buyers through the HOP will State Tax Offices
trigger a FHOG payment by Government.

The FHOG rates that are applied take into account the relevant
‘boost’ payments (for example, for newly constructed homes in
regional areas).

Administration costs: wages, Based on historical (2010) costs specifically attributed to the HOP, IBA
operating lease rentals, otheras reported by IBA.

overheads (including staff

training, consultants fees,

legal fees, ITC expenses,

travel costs)

Defaults on loan repayments Captured by the applied ‘effective’ interest rate, and therefore not IBA / Urbis
quantified separately.

Other Factors

Average home purchase $300,121 based on an average LVR of 94% and average loan IBA / Urbis
price value of $282,690.

Average persons per 3.6 based on average historical (2008-2010) dwelling occupancy [IBA
dwelling rates

4.1.2 Base Case Cost Effectiveness of the HOP

Appendix Al contains the CEA for the HOP taking into account the revenues, expenses and
assumptions outlined in section 4.1.1. A summary of the assessment is presented below.

Metric

Discount Rate 7%
Timeframe for Assessment 20 years
Interest Rate on HOP Loans 4.4%

PV of Revenues per 100 Households $20.55 million
PV of Expenses per 100 Households $30.02 million
Per Capita Program Delivery Cost $26,545
Revenue Expense Ratio 0.68
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4.1.3 Sensitivity Analysis 1 — Alternative Discount Rates

The CEA of the HOP was conducted under varying discount rates. The key outcomes are presented
below.

Metric

Discount Rate 10% 4%

PV of Revenues per 100 Households $14.86 million $29.89 million
PV of Expenses per 100 Households $28.64 million $31.74 million
Interest Rate on HOP Loans 4.4% 4.4%

Per Capita Program Delivery Cost $38,672 $5,171
Revenue Expense Ratio 0.52 0.94

4.1.4 Sensitivity Analysis 2 — Higher Interest Rate

As stated earlier, the 4.4% interest rate adopted under the base case scenario is based on the rate
implemented by IBA over the period 2007/8 to 2009/10, during which time interest rates were at
historical lows.

Therefore, an alternative scenario was developed to test the sensitivity of the HOP to a higher interest
rate of 5.2%. This rate reflects the 10 year average RBA cash rate plus a margin of 1% (as per IBA'’s
method of setting interest rates).

As shown, a higher interest rate of 5.2% would have a significant impact on the cost effectiveness of the
HOP, with the per capita program delivery cost falling to $11,227 (compared to $26,545 under the base
case scenario).

Metric

Discount Rate 7%
Timeframe for Assessment 20 years
Interest Rate on HOP Loans 5.2%

PV of Revenues per 100 Households $26.01 million
PV of Expenses per 100 Households $30.02 million
Per Capita Program Delivery Cost $11,227
Revenue Expense Ratio 0.87
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4.2 Commonwealth Rent Assistance

4.2.1 Revenues & Expenses

The following table describes the revenues and expenses for CRA, the assumptions around those
revenues and expenses which we have adopted for the CEA, and the source of information for each
variable.

Description & Assumptions Sources
Revenues
None n/a — the CRA does not generate any revenue for Government n/a
Expenses

Rent assistance payments  Fortnightly rent payment per household of $133.28 assuming the Centrelink
following criteria:

- 3 bedroom dwellings

- average household size of 3.6

- recipients with 1 to 2 dependent children aged 0-17 years
- household income <$80,000 p.a.

- All household receive maximum rate of CRA

Assumes effective CRA rental rate as at 01/09/2010.

Operating Costs, including Costs that are attributed to the delivery of CRA specifically, as FaHCSIA
administration costs, wages, reported by FaHCSIA (2009/10)

operating lease rentals,

infrastructure, other

overheads (including staff

training, consultants fees,

legal fees, ITC expenses,

travel costs)

4.2.2 Base Case Cost Effectiveness of CRA

Appendix A2 presents the assessment of CRA. Key outcomes are as follows:

Metric

Discount Rate 7%
Timeframe for Assessment 20 years

PV of Revenues per 100 Households $0

PV of Expenses per 100 Households $3.51 million
Per Capita Program Delivery Cost $9,742
Revenue Expense Ratio n/a
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4.2.3 Sensitivity Analysis

Key outcomes of the assessment CRA under two alternative discount rates are presented below:

Metric

Discount Rate 10% 4%

PV of Revenues per 100 Households $0 $0

PV of Expenses per 100 Households $2.74 million $4.63 million
Per Capita Program Delivery Cost $7,616 $12,858
Revenue Expense Ratio n/a n/a
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4.3  Public Housing

4.3.1 Revenues & Expenses

The following table describes the revenues and expenses for Public Housing, the assumptions around
those revenues and expenses that we have adopted for the CEA, and the source of information for
each variable.

Description & Assumptions Sources
Revenues
Rental income 2009 total annual rental income collection of $647 million in Productivity
NSW, $284 million in QLD and $339 million in VIC. Commission Report
] ) ) on Government
2009 per dwelling annual rental income of $5,442 in NSW, Services 2010
$5,545 |n QLD and $5,237 |n VIC. Chapter 16
Housing/Urbis
Capital Appreciation of Average Public Housing unit value of $200,000, based on Housing NSW / Urbis
Dwellings Housing NSW.
Annual net asset appreciation rate of 4%.
Expenses

Administration and operating Includes cost of administration offices of the property manager Productivity

costs and tenancy manager and repairs, maintenance and operation Commission Report
of housing and depreciation of assets on Government
Services 2010
Chapter 16
Housing/Urbis

Indicative user cost of capital Includes annualised cost per dwelling of purchase of land and  Productivity
construction of public housing units Commission Report
on Government
Services 2010
Chapter 16
Housing/Urbis

Defaults on rent payments  Factored into the rental income by including defaulters in Urbis
distributing rental income per unit

Costs of dwelling vacancy  Factored into the rental income by including both occupied and Urbis
unoccupied units in distributing rental income per unit. Minimal
vacancy in the cases of NSW, QLD and VIC of <3%

Other Factors

Number of public housing  Used 2009 number of public housing units reported in Productivity
units used Productivity Commission 2010 report of 117,242 in NSW, Commission Report
50,579 in QLD and 62,565 in VIC. on Government

Services 2010
Chapter 16
Housing/Urbis

Average persons per 1.7 based on ABS data for public housing in NSW ABS

dwelling
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4.3.2 Base Case Cost Effectiveness of Public Housing

Appendix A2 presents the CEA of Public Housing. Key outcomes are as follows:

Metric

Discount Rate 7%
Timeframe for Assessment 20 years

PV of Revenues per 100 Households $17.10 million
PV of Expenses per 100 Households $26.98 million
Per Capita Program Delivery Cost $54,892
Revenue Expense Ratio 0.63

4.3.3 Sensitivity Analysis

Key outcomes of the CEA for Public Housing under two alternative discount rates are presented below:

Metric

Discount Rate 10% 4%

PV of Revenues per 100 Households $11.16 million $27.41 million
PV of Expenses per 100 Households $21.68 million $34.61 million
Per Capita Program Delivery Cost $58,483 $40,014
Revenue Expense Ratio 0.51 0.79

4.4  Comparison of Program Cost Effectiveness

The following tables allow for easy comparison of the cost effectiveness of the three programs under
the base case discount rate and two alternative discount rates.

The first table also illustrates the outcomes of the CEA for the HOP with the two alternative interest
rates, in combination with the base case discount rate of 7%.

As illustrated, at a 7% discount rate the net cost of the HOP is higher than CRA at both the 4.4% loan
interest rate and 5.2% loan interest rate. However, at both interest rates the net cost of the HOP is
significantly lower than Public Housing. The differential between the per capita cost of HOP and Public
Housing is even greater, due to the fact that on average HOP households are larger (3.6 persons) than
Public Housing households (1.8 persons).
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4.4.1

Metric

Discount Rate

PV of Revenues per 100
Households

PV of Expenses per 100
Households

Net Cost of Program Delivery

per 100 Households

Per Capita Program
Delivery Cost

Revenue Expense Ratio

4.4.2

Metric

Discount Rate

Base Case Discount Rate

HOP —4.4% IR
7%

$20.55 million

$30.02 million

-$9.47 million

$26,545

0.68

PV of Revenues per 100 Households

PV of Expenses per 100 Households

Per Capita Program Delivery Cost

Revenue Expense Ratio

4.4.3 Sensitivity Analysis 2 — Lower Discount Rate

Metric

Discount Rate

PV of Revenues per 100 Households

PV of Expenses per 100 Households

Per Capita Program Delivery Cost

Revenue Expense Ratio

HOP - 5.2% IR
7%

$26.01 million

$30.02 million

-$4.0 million

$11,227

0.87

Sensitivity Analysis 1 — Higher Discount Rate

HOP
10%

$14.86 million
$28.64 million
$38,672

0.52

HOP
4%

$29.89 million
$31.74 million
$5,171

0.94

CRA
7%

$0

$3.51 million

-$3.51 million

$9,742

n/a

CRA

10%

$0

$2.74 million
$7,616

n/a

CRA

4%

$0

$4.63 million
$12,858

n/a

Public Housing

7%

$17.10 million

$26.98 million

-$9.88 million

$54,892

0.63

Public Housing

10%

$11.16 million
$21.68 million
$58,483

0.51

Public Housing
4%

$27.41 million
$34.61 million
$40,014

0.79
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4.5  Other Long Term Benefits of the HOP

There are many potential long term benefits of Indigenous home ownerships, as supported by the HOP,
such as:

« stability of employment and education

e quality and safety of housing

e civic participation and social inclusion

e environmental health

* reduction in anti-social behaviour

e pride in the home

» accumulation of wealth

e capacity to hand the home on to next generations

On the flip-side, we note that a potential risk of the HOP is that clients might default on their loan
repayments, subsequently making their economic situation worse. As with the potential community
benefits listed above, this warrants further research.

Whilst it is not within the scope of this assessment to quantify these indirect, community-wide benefits, it
is worth mentioning the potential savings to Government that would be directly attributed to the HOP.

Over the long term, the HOP could provide savings to Government as a result of a reduction in the
future level of Indigenous Australians’ dependence on Government-supported housing. This occurs if
HOP clients are able to continue to finance their homes through commercial lenders after they
discharge their loans with IBA.

Currently, evidence of this is only anecdotal as no formal tracking has been undertaken of IBA clients
who discharge their loans, to measure the incidence of clients retaining their home loans versus clients
returning to supported housing programs.

Given that there is currently no certainty around the behaviour of IBA clients upon discharging their
loans with IBA, we have quantified the potential future savings to Government over the long term (20
years) under a range of hypothetical scenarios. The assessment assumes that 50% of IBA clients
would seek Public Housing and 50% would seek CRA in the absence of the HOP.

As illustrated in Table 11, if 25 out of every 100 households that obtain a loan through HOP remains
self sufficient upon discharging the loan and do not seek Government housing assistance, the PV of
savings to Government over a 20 year period would be in the order of $167 million. At the more
optimistic end of the spectrum, if all 100 households remained self sufficient upon discharging their
loans, the PV of savings to Government over a 20 year period would be in the order of $669 million.

® See for example Szava, A. and Moran, M. (2008) Perceptions of Home Ownership among IBA Home Loan Clients, Canberra:
Indigenous Business Australia; and Moran, M. (2000) ' Housing and Health in Indigenous Communities in the USA, Canada and
Australia: the Significance of Economic Empowerment’, Aboriginal and Torres Strait Islander Health Bulletin, 7.
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Table 11 — Potential Future Savings to Government as a Result of the HOP

Potential Future Savings to Government Arising from HOP

Proportion of HOP clients that will not require
Government-supported housing in the future

n=100 loans (initial outlay of $28.27 million) 25% 50% 75% 100%
Potential savings over 20 years $167 $335 $502 $669

Note: assumes that 50% of HOP clients would seek Public Housing and 50% would seek CRA if HOP did not exist.

Given the potential long term benefits (to Government and HOP clients) that will continue upon clients
discharging their loans with HOP, it would be highly advantageous to conduct a longitudinal study to
allow these long term benefits to be measured.

4.6  Summary

The cost effectiveness assessment — taking into consideration core program operating revenues and
expenses — revealed that the per capita program delivery costs for HOP were higher than CRA but

lower than Public Housing.

However, as discussed in the preceding section, a key benefit of the HOP is the potential future long
term savings to Government as a result of a reduction in the number of HOP clients who seek
Government assistance upon discharging their loans with IBA. As noted in section 4.5, it is difficult to
accurately quantify these savings since no research has been undertaken to measure the actual
incidence of HOP clients remaining self-sufficient upon loan discharge. However, our assessment —
which assumes a range of hypothetical rates of self-sufficiency — revealed that the PV of savings over a
20 year period could be in the order of $167 million (if 25 out of every 100 HOP clients remain self
sufficient) to $669 million if 100 out of 100 HOP clients remain self sufficient).

Therefore, taking these savings into account, the HOP represents a relatively cost effective form of
Government- supported housing when compared to CRA and Public Housing. As such, it would be
worthwhile for Government to consider providing additional funding to the program, particularly as a
means of providing an alternative to Public Housing for Indigenous Australians who meet the HOP
eligibility criteria.
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A.l HOP Cost Effectiveness Assessment — 4.4% Interest Rate

HOP - Cost Effectiveness Assessment

n = 100 Households * Year O Year 1 Year 2 Year 3 Year 4 Year 5 Year 10 Year 15 Year 20
Revenues per 100

Interest on loans - 1,245,388 1,245,388 1,245,388 1,245,388 1,245,388 1,245,388 1,245,388 1,245,388
Discharge fees - 4,995 4,995 4,995 4,995 4,995 4,995 4,995 4,995
Residual value of loans - - - - - - - - 28,269,028
Total - 1,250,383 1,250,383 1,250,383 1,250,383 1,250,383 1,250,383 1,250,383 29,519,411
Expenses

Loans 28,269,028 - - - - - - - -
FHOG 718,800 89,850 89,850 89,850 89,850 89,850 89,850 89,850 89,850
Staff costs - 153,927 153,927 153,927 153,927 153,927 153,927 153,927 153,927
Office rent - 11,674 11,674 11,674 11,674 11,674 11,674 11,674 11,674
Other overheads - 40,417 40,417 40,417 40,417 40,417 40,417 40,417 40,417
Total 28,987,828 295,868 295,868 295,868 295,868 295,868 295,868 295,868 295,868
Discount Rate 7%

PV Revenues per 100 Households * 20,551,832

PV Expenses per 100 Households ! 30,020,803

Per Capita Delivery Cost 26,545

Revenue Expense Ratio 0.68

Sensitivity Analysis - Higher Discount Rate

Discount Rate 10%

PV Revenues per 100 Households . 14,847,228

PV Expenses per 100 Households * 28,642,473

Per Capita Delivery Cost 38,672

Revenue Expense Ratio 0.52

1. 100 households at any one point in time.
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HOP - Cost Effectiveness Assessment

n = 100 Households *

Sensitivity Analysis - Lower Discount Rate
Discount Rate

PV Revenues per 100 Households *

PV Expenses per 100 Households *

Per Capita Delivery Cost

Revenue Expense Ratio

1. 100 households at any one point in time.

Year O

4%
29,894,732
31,739,205

5171
0.94

Year 1

Year 2

Year 3

Year 4

Year 5

Year 10

Year 15

Year 20
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A.2 HOP Cost Effectiveness Assessment — 5.2% Interest Rate

HOP - Cost Effectiveness Assessment

n = 100 Households * Year O Year 1 Year 2 Year 3 Year 4 Year 5 Year 10 Year 15 Year 20
Revenues per 100

Interest on loans - 1,761,160 1,761,160 1,761,160 1,761,160 1,761,160 1,761,160 1,761,160 1,761,160
Discharge fees - 4,995 4,995 4,995 4,995 4,995 4,995 4,995 4,995
Residual value of loans - - - - - - - - 28,269,028
Total - 1,766,155 1,766,155 1,766,155 1,766,155 1,766,155 1,766,155 1,766,155 30,035,183
Expenses

Loans 28,269,028 - - - - - - - -
FHOG 718,800 89,850 89,850 89,850 89,850 89,850 89,850 89,850 89,850
Staff costs - 153,927 153,927 153,927 153,927 153,927 153,927 153,927 153,927
Office rent - 11,674 11,674 11,674 11,674 11,674 11,674 11,674 11,674
Other overheads - 40,417 40,417 40,417 40,417 40,417 40,417 40,417 40,417
Total 28,987,828 295,868 295,868 295,868 295,868 295,868 295,868 295,868 295,868
Discount Rate 7%

PV Revenues per 100 Households ! 26,015,930

PV Expenses per 100 Households * 30,020,803

Per Capita Delivery Cost 11,227

Revenue Expense Ratio 0.87

1. 100 households at any one point in time.
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A.3 CRA Cost Effectiveness Assessment

CRA - Cost Effectiveness Assessment

n = 100 Households * Year O Year 1 Year 2 Year 3 Year 4 Year 5 Year 10 Year 15 Year 20
Revenues

None - - - - - - - -
Total - - - - - - - - -

Expenses

Rent assistance payments 346,528 346,528 346,528 346,528 346,528 346,528 346,528 346,528
Operating costs 7,710 7,710 7,710 7,710 7,710 7,710 7,710 7,710

Total - 354,238 354,238 354,238 354,238 354,238 354,238 354,238 354,238

Discount Rate 7%
PV Revenues per 100 Households ! 0
PV Expenses per 100 Households ! 3,507,294
Per Capita Delivery Cost 9,742
Revenue Expense Ratio -
Sensitivity Analysis - Higher Discount Rate

Discount Rate 10%
PV Revenues per 100 Households ! 0
PV Expenses per 100 Households ! 2,741,664
Per Capita Delivery Cost 7,616

Revenue Expense Ratio -
Sensitivity Analysis - Lower Discount Rate

Discount Rate 4%
PV Revenues per 100 Households ! 0
PV Expenses per 100 Households ! 4,629,051
Per Capita Delivery Cost 12,858

Revenue Expense Ratio -

1. 100 households at any one point in time
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A4 Public Housing Cost Effectiveness Assessment

Public Housing - Cost Effectiveness Assessment

n = 100 Households * Year O Year 1 Year 2 Year 3 Year 4 Year 5 Year 10 Year 15 Year 20
Revenues

Rental income - 545,419 545,419 545,419 545,419 545,419 545,419 545,419 545,419
Appreciation of assets - - - - - - - - 43,822,463
Total - 545,419 545,419 545,419 545,419 545,419 545,419 545,419 44,367,882
Expenses

Administration and operating costs - 619,560 619,560 619,560 619,560 619,560 619,560 619,560 619,560
Indicative user cost of capital - 1,927,472 1,927,472 1,927,472 1,927,472 1,927,472 1,927,472 1,927,472 1,927,472
Total - 2,547,032 2,547,032 2,547,032 2,547,032 2,547,032 2,547,032 2,547,032 2,547,032
Discount Rate 7%

PV Revenues per 100 Households * 17,102,738

PV Expenses per 100 Households * 26,983,293

Per Capita Delivery Cost 54,892

Revenue Expense Ratio 0.63

Sensitivity Analysis - Higher Discount Rate

Discount Rate 10%

PV Revenues per 100 Households ! 11,157,392

PV Expenses per 100 Households ! 21,684,319

Per Capita Delivery Cost 58,483

Revenue Expense Ratio 0.51

Sensitivity Analysis - Lower Discount Rate

Discount Rate 1%

PV Revenues per 100 Households ! 27,412,427

PV Expenses per 100 Households * 34,614,996

Per Capita Delivery Cost 40,014

Revenue Expense Ratio 0.79

1. 100 households at any one point in time.
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