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Permanent Rental Affordability Development Solution – PRADS
STRATEGIC CONTEXT
In Australia, there is overwhelming evidence of a housing affordability crisis affecting many of our
major and regional cities. The number of households unable to access market provided housing or
requiring some form of housing assistance in the private rental market to avoid rental stress is on the
rise. The Australian Housing Urban Research Institute publication, ‘Modelling housing need in
Australia in 2025’, estimates current housing need in Australia to be 1.3 million households (just under
14% of households) which is estimated to rise to 1.7 million households by 2025. For New South Wales,
this equates to almost 373,000 households, rising to 678,000 by 2025 and in Victoria, housing need is
estimated to rise from 291,000 to 462,000 over the eight-year period.
Many jurisdictions are exploring ways to influence supply through increase in social and affordable
housing investment. In Victoria, the Victorian Government announced $2.6 billion of investment to
respond to the housing affordability crisis. The suite of initiatives was announced under a State led
plan - Homes for Victorians. This plan provided several measures to facilitate outcomes for a range of
housing needs ultimately to make homes more affordable and accessible. Some of these outcomes
include:
•

Helping people to buy their first home;

•

Increasing housing supply;

•

Creating more stable rental market;

•

Upgrading social housing; and

•

Improving services for Victorians looking for a home

The plan recognised that the strategy response needs to address many pieces to the puzzle and
requires collaboration from local government, developers and builders, investors, real estate agents,
owners, tenants and not for profit organisations.
The plan demonstrates that there are many parties involved in the provision of affordable housing
and all the levers that can positively affect the supply and increase of affordable housing outcomes is
critical. That is, the housing problem is so big that it requires a range of interventions, resources and
partnerships to deliver meaningful outcomes.
PRADS was created to be one of the many interventions needed to ensure housing remains affordable
for those that need it. Housing All Australians (HAA) recognises that while the public and social housing
streams of assistance are well defined and regulated, there are other parts of the housing continuum
where the private sector can play a part to address the shortfall in the available supply of affordable
rentals. This, in the long term, should reduce the cascading effect that is currently occurring, where
demand and housing vulnerability is at risk of rising, especially post Covid19, due to limited supply of
affordable rental properties for moderate and low income earners.
The purpose of creating the PRADS model is to maximise the involvement of the private sector in
delivering affordable rental housing, by acknowledging and mitigating the risks normally considered
part of the development process. Over the medium term, this should result in the delivery of
affordable housing becoming part of a developers normal business.
The PRADS model targets a proportion of the households experiencing rental stress that are not
currently housed through State provided housing and the registered housing agencies. It in effect is a
remodelling of NRAS under a different delivery model and bridges on the recent Victorian Government
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amendments to the Planning and Environment Act 1985 with the inclusion of a definition on
affordable housing and the affirmation of the Section 173 agreement to negotiate affordable housing
outcomes as part of the planning permit.

THE MODEL
Summary
The outcome of this model is the creation of privately owned rental housing, rented at below market
rents, to tenants with incomes that satisfy the definition of affordable housing under Section 3AB of
the Planning and Environment Act 1987, the “Affordable Housing Income Levels”. This obligation will
exist on title for the economic life of the dwelling. The model is deliberately created to assist key
workers and is position within the housing continuum is described in Fig 1.
The developer and councils negotiate, in good faith, the number of dwellings and the percentage
below market rent for which these dwellings can be rented. In Victoria, this obligation will be secured
via a Section 173 Agreement for the economic life of the dwelling.
If there was a nationally legislated governance process similar to NRAS, the developer could then sell
the affordable rental dwellings to investors in the private market to “Mum and Dad” investors with
the rental encumbrance and an obligation to comply with a legislated governance process. The
investor can then rents the dwelling either through a NFP Community Housing Provider or an
approved private sector property manager.
As with the start of any new concept, it is not possible to have government legislation in place until,
perhaps, the model is well tested and proven. To overcome this, HAA is pursuing a governance
structure created through the corporation’s law and being a fundamental requirement of affordable
housing fund. Collaborative discussions with Norton Rose Fulbright, Minter Ellison and Corrs (all
providing pro bono advice to HAA) suggest this is possible and are working together to provide the
basis of a working model.
As an additional level of governance, the proposed model by HAA also includes the creation of an
Affordable Rental Housing Register which identifies all affordable rental obligations negotiated by
councils. This Register is audited annually to ensure satisfactory compliance with the rental obligation
by the private sector owners.
If scaled up for delivery through voluntary planning agreements, the use of the PRADS model has the
potential to create a significant supply of long-term affordable private rental housing without the need
for any government subsidy. From a governance perspective, it will be based on a similar process that
currently exists and is used with managing National Rental Affordability Scheme (NRAS) properties.
This model can work for apartment projects and for housing and land subdivisions.
The model
The model is summarised as follows:
•

Affordable dwellings - a number of affordable dwellings that will be allocated/negotiated to
be provided within a development.

•

Affordable rent - the affordable dwellings are to be leased to households on low to moderate
incomes, as defined under the Affordable Housing Income Levels, at 80% of market rents for
the economic life of the building. This creates long term affordable private rental housing. This
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is purely a rental product. As with student housing, these dwellings will not be available for
owner occupation.
•

Discounted rent - a valuation will be undertaken by an approved valuer to determine the
market rent from which the agreed discount can be applied. This rental figure will be
conveyed to the private sector property manager and will become the maximum rental which
can be charged. The developer can sell the dwelling to the investor market at a lower value
reflecting the lifetime encumbrance of the reduced rental agreement. The number of
affordable dwellings and the percentage below market rent is a commercial decision for the
developer. The number of affordable dwellings is imposed by a planning permit condition. The
investor will be paying a lower price for the dwelling and they too will view the investment
from a commercial perspective based on the expected rental income and capital growth.

•

Eligible households - have to meet the income tests for very low, low and moderate incomes
as defined under the Affordable Housing Income Levels (as amended from time to time by the
Minister for Housing).

•

Management Framework / Process - this will involve:
a) Property management - appointment of a qualified property manager of the investor
or developer’s choice. This could either be a private sector real estate agency or a
community housing provider. The property manager needs to understand and agree
to follow specific processes and governance requirements similar to NRAS. The
appointment of a private sector property manager will remove the market perception
(rightly or wrongly) associated with community housing management.
b) Affordable rent levels – the property manager requests from an approved housing
provider (a community housing organisation) the maximum rental to be charged for
the designated dwellings. This will be based on a sworn valuation of market rent which
will then be reduced by the agreed percentage below market rent negotiated with
council. A fee for service will be paid to the community housing provider to conduct
this process.
c) Tenant selection - the property manager reviews each tenancy application based on
income selection criteria as defined under Affordable Housing Income Levels and the
dwelling is then leased to the tenant.
d) Verification - the property manager submits required documentation (incomes and
rents) to the community housing provider to verify affordability compliance. The
housing provider checks documentation and submits it to the State Government (the
relevant department is yet to be determined). This process is currently in place for
NRAS. As a further level of compliance, it is recommended that the State conducts
annual random audits for all tenancies listed on the Affordable Rental Housing
Register to ensure the compliance with the Section 173.
e) Affordable Rental Housing Register - the State Government creates an Affordable
Rental Housing Register (ARHR) to record all affordable housing units that have been
negotiated between councils and developers. The ARHR is important as it records
both the commitments made by developers with councils (which still need to be
delivered) and the affordable housing actually built and tenanted.
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Figure 1
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•

Legal mechanism – In Victoria, a section 173 Agreement is registered on title to lock in
affordability. Whilst it has its shortcomings, it is the best instrument currently available in that
state to enforce the obligations listed below.
Obligations:
The agreement requires that the dwelling be
a) Rented and not owner occupied
b) Rented for no greater that a specified percentage below market rent
Defaults: If the owner/ developer defaults on the affordability provisions in the section
173 Agreement, the following options are available / to be further investigated to enforce
the provisions:
Enforcement by VCAT orders in order to require compliance with the obligation of the
Agreement- to minimise risk of a successful challenge, the Agreement needs to have clear,
comprehensive and water tight provisions that are difficult to successfully challenge at
VCAT, to ensure compliance can be enforced.
Financial penalty - a penalty needs to be imposed of a sufficient size to act as a disincentive
for dwelling owners to default on the affordability requirement. The legal mechanism for
enforcing a penalty is to be investigated.
Resale - if an owner of an affordable housing dwelling wishes to sell, the affordability
requirement is automatically transferred to the new owner via the section 173
Agreement, which is declared as an encumbrance on the title in the section 32 Statement.

EQUITY AND FAIRNESS – How all stakeholders can all play a part
To further enhance the market embracing affordable housing, it is important that it be considered
“fair” and that all stakeholders are seen to be shouldering some of the burden. We believe that it is
important that it passes the “pub test’ for equity and fairness in respect to the role accepted by other
stakeholders. Let’s explore what this means:
The model has two distinct phases. The first is when the developer agrees with the percentage
reduction in rental for the economic life of the dwelling. This is effectively an upfront capital subsidy
by the developer as they will be receiving a lower sales price for the dwelling as a result of the
encumbrance.
The second phase is when the dwelling is rented by the owner/investor. The investor will consider the
investment based on income received, the capital growth expected less costs to be paid. In terms of
creating a level playing field when referenced to a traditional residential property investment, the
outgoing costs for the encumbered dwelling should be reduced by the % reduction in rental. This
would be a fair and equitable outcome and demonstrate that ALL stakeholders accept responsibility
for encouraging this housing type. This reduction should be applied to all property outgoings such as
owner’s corporation fees, council and water rates, land tax etc.
It is not unreasonable to expect all stakeholders to assume a similar position if they want to
encourage the creation of more affordable housing. This burden must be shared and more

importantly, must be perceived to be shared. This will be an objective that will be pursued with the
State as the governance structure for the PRADS model is developed.
From the developer’s perspective, under the PRADS model, where there is an owner’s corporation
over the development, the owner’s corporation fees for the affordable dwellings should to be reduced
in line with the percentage discount in rent. Where the PRADS model is used in a land subdivision,
unless there is a body corporate involved, there are no owner related fees other than rates and taxes.
BENEFITS OF THIS MODEL
In general, this model has the capacity to engage the private sector in the delivery of affordable
housing, at scale, by attracting two players: developers in the delivery of affordable housing and
investors in the ownership of affordable housing.
There are eight key benefits of the model:
1. Increased Affordable Housing supply – Firstly, it increases the certainty for a developer of
negotiating an affordable housing solution with council. Supply is increased as a direct result of a
greater number of affordable discounted rental dwellings being able to be made available,
compared with the reduced number of “whole” dwellings being ‘gifted’ to a registered Housing
Association or Housing Provider (The level of discount rent is negotiable between the developer
and council and can vary somewhere between 80% and 50% of market rent. Each one has a
different cost to the developer. As a comparison, the ‘cost’ to a developer of 1 gifted “whole”
dwelling is effectively the same cost as providing somewhere between 4 - 5 dwellings with a rent
restriction of 80% of market rent for its economic life).
2. Reduced Housing system bottlenecks - It directly targets the source of the problem (the
unaffordable private rental market created by the inability to afford home ownership), providing
an alternative to home ownership and reducing demand for social housing created by increased
rental stress and homelessness.
3. Speed – It has the capacity to establish an agreed, transparent model that addresses the perceived
concerns of the private sector and can be negotiated faster than the alternative of gifting units or
discounting sales to Housing Associations or Housing Providers. It can also facilitate a level of presales by the developer to smaller ‘mum and dad’ investors to perhaps a new category of property
trust. This can accelerate the bank financing for developers. This can result in developers starting
to drive affordable housing outcomes.
4. Multipurpose - It can equally apply to both apartment projects and land subdivisions. With a land
subdivision, the capital subsidy is off the initial land price and therefore the affordable housing
can be made in perpetuity rather than for the economic life of the building.
5. Long Term affordability -It creates effectively perpetually affordable housing for apartments
linked to the economic life of the building and in perpetuity affordable housing for land
subdivisions. This avoids the shortcomings associated with other similar models which defer an
affordability problem to the future, ie:
•

NRAS, that provided Commonwealth and State subsidies for private affordable rental
housing at 20% below market rent for only 10 years, after which these units revert to
market rents or can be sold.
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•

Regulatory agreements in the USA, which are commonly negotiated between
municipalities and developers under mandatory Inclusionary Zoning planning provisions.
These require developers to maintain affordable rent to designated income cohorts for
periods of between 15 and up to 50 years, after which they revert to market prices or can
be sold.

6. Strengthens the current housing provider framework in Victoria particularly with respect to the
social and public housing system and NRAS funded rental arrangements.
7. Market perception and management – having the option to use a private rental manager to
manage the rental dwelling allows the developer with a choice in property managers as the use
of a community housing manager can be a disincentive to some developers. Rightly or wrongly,
the use of a community housing provider creates an additional sales risk for a developer as they
would be concerned with the market perception of having social housing within their
development. This model also:
•

creates a commercial operating return for a private rental manager managing affordable
dwellings for the investors

•

creates a commercial return to the community housing provider or NFP who provides the
rental value governance and oversight.

8. Broader investor market - it provides an investment opportunity that may be more attractive to
small ‘mum and dad’ investors, due to the lower purchase price commensurate with the
discounted rental returns. This seeks to create a new private sector source of investment in
affordable housing, in contrast with the challenges of attracting institutional investment (eg.
superannuation industry), or social housing, which relies on government and/or philanthropic
funding.

BENEFITS TO COUNCILS USING THE PRADS MODEL
Working with progressive local governments, the PRADS model will create the environment to
increase private sector investment in the delivery of affordable rental housing, through identifying the
incentives that would:
(a)

Attract private developers to enter into voluntary planning agreements;

(b)

Create the opportunity to unlock superfunds to invest, at scale, in affordable housing. The
principles underlying the PRADS model apply nationally and by diversifying the location of
affordable housing, mitigates a state concentration risk for the superfunds. To maximise the
opportunity of superfunds investing in a national affordable housing fund, consistency of the
governance structure is critical. In lieu of a legislated governance structure, to provide
confidence to local governments that the affordable housing commitments negotiated will be
implemented in perpetuity, an affordable housing fund would be created with the governance
arrangements established through the corporations’ law. This fund will pre-purchase all
affordable dwellings at a price that achieves the required rental yield. The fund would be
structured in a manner that the governance regime cannot be altered. This arrangement
would unlock the investment by superfunds into affordable housing.
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(b)

If legislation is eventually introduced, then a new and larger market for investors in affordable
housing would be created. A federal legislated governance structure. like NRAS, would allow
the involvement of “Mum and Dad” investor’s into affordable housing would and will
accelerate the delivery of affordable housing at scale. Given the rental encumbrance on a
property is for the economic life of the dwelling and the fact that it cannot be occupied by the
investor, if the % below market rent is high, the sale price of the property would be reduced
quite considerably. It is therefore probable that a “Mum and Dad” investor might be able to
own an investment property under the PRADS model, but not able to afford to buy a house
for their own occupation.

The model’s intended focus is on moderate income households, in contrast with low to very lowincome households that are commonly assisted by the provision, by Government, of social housing.
Incomes will be defined under in accordance with the Affordable Housing Income Levels (as amended
from time to time by the Minister for Housing), and are currently as follows:
Table 1 – Greater Capital City Statistical Area of Melbourne

Single adult
Couple, no dependant
Family (with one or
two parent) and
dependent children

Very low income
range (annual)
Up to $25,220
Up to $37,820
Up to $52,940

Low income range
(annual)
$25,221 to $40,340
$37821 to $60, 520
$52,941 to $84,720

Moderate income
range (annual)
$40,341 to $60,510
$60,521 to $90,770
$84,721 to $127,080

ADDITIONAL INCENTIVES TO DRIVE MORE AFFORDABLE HOUSING
Additional incentives can be offered by local governments, through negotiation, to extend the
number of affordable housing outcomes.
Additional incentives could include the value benefit of:
•

Incentivised floor area uplift planning controls - where the floor area can be increased
above a specified range and a proportion of the floor area translates into number affordable
housing units (percentage fixed through planning controls) as set out under PRADS model
via a section 173 agreement.

•

A greater speed for processing a rezoning or development permit approval - The value
benefit of a possible fast-tracked rezoning’s or development approval process for proposals
incorporating a component of affordable housing (subject to the provision by the applicant of
all information reasonably required by Responsible Authorities for assessment of applications)
could be considered.

•

A reduction or waiver of the requirement for car parking spaces – could be allocated to the
affordable housing.

•

Any associated, existing but underutilised tax arrangements - that could attract investment
by ‘mum and dad’ investors (or institutional investment) in the model of discounted rent for
the economic life of the building, with or without any financial structure. Investigate
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implications for packaging the model and a structure with potentially relevant, existing tax
concessions.

FURTHER AREAS TO BE EXPLORED
•

Private tax ruling 2016 - HomeGround Real Estate
The ruling stated that for the management of private rental flats for investors (with social
housing tenants), investors can claim the difference between social housing rent and assessed
market rent as a tax offset. Does the tax ruling have broader implications for similar other
arrangements, or only if the assets are managed by HomeGround real estate or via
organisations acting as a subsidiary to HomeGround Real Estate?

•

Federal change to rules for Managed Investment Trusts
Grounds for claiming tax concessions became limited only to affordable housing (and
commercial property) from 1 June 2018. Affordable Housing created by using the PRADS
model may help support the creation of a new investment asset class associated with
affordable housing.

•

Any other incentives that provide a sufficient saving to a developer to increase the housing
outcome.
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Urban Development Institute of Australia (Victoria)
Level 4, 437 St Kilda Road
Melbourne, VIC 3004
T 03 9832 9600
www.udiavic.com.au
28 March 2019
Robert Pradolin
By email: robert@barringovalley.com.au

Dear Robert
Letter of Support from the Urban Development Institute of Australia (UDIA) Victorian Division for Housing all Australians
The Urban Development Institute of Australia (UDIA) is a non-profit advocacy, research and educational organisation
supported by a membership of land use and residential property development organisations, across the private sector and
Victoria’s public service.
The UDIA is dedicated to serving Victorian home buyers by delivering diverse housing products and enough supply to meet
demand, which leads to affordable and accessible housing, and accomplishing its mission through the actions taken by its
members. We are committed to working with industry and government to deliver housing for all Victorians. However, with
the ongoing issues the industry faces around the timely supply of housing to the market, housing affordability has been and
remains a major challenge.
Despite record low interest rates, government incentives like NRAS and a once-in-a-generation capital injection of $5.2
billion under the Nation Building Program, the supply and cost of housing is one of our biggest challenges. Housing remains
out of reach for too many Australians. For this reason, the UDIA commends and supports you for launching Housing all
Australians, which provides an opportunity for the private sector to advocate for the long-term interest of Australian
society.
UDIA Victoria considers affordable housing to be critical economic infrastructure that is essential to Victoria’s productivity
and liveability. To meet the supply challenge, partnership and co-investment opportunities must be supported by
significant investment by all levels of government.
In the current Victorian planning context, there must be a commercially viable way to maximise the number of affordable
housing units delivered through voluntary agreement over the short term, and for the upfront private cost to be recognised
and leveraged, with opportunities for co-investment by government. Responsibility should be shared across the life of an
affordable housing product, through a reduction in property charges. It is the role of government to provide the regulatory,
policy and funding and investment frameworks to enable and incentivise the residential development industry to co-invest,
in a scalable and equitable manner. In our view, the Permanent Rental Affordability Development Solution (PRADS)
advocated by Housing All Australians provides a model for the achievement of this objective.
Initiatives such as those promoted by Housing All Australians have the potential to assist both industry and government by
ensuring that those charged with managing the strategic planning outcomes of the future are equipped with the ideas and
skills to develop a feasible, practical and deliverable policy framework for industry to operate within.
UDIA Victoria looks forward to supporting Housing all Australians in its endeavours to foster the collaboration necessary to
address the chronic national shortage of social and affordable housing.
Yours sincerely

Danni Hunter
Chief Executive Officer
Urban Development Institute of Australia (Victoria)
P. 03 9832 9600
E. danni@udiavic.com.au

abn 69 005 125 280

Victorian Public Tenants Association
11 High Street, Northcote
PO Box 217 Clifton Hill VIC 3068
Phone 1800 015 510
Email enquiries@vpta.org.au
www.vpta.org.au

02 April 2019
Mr. Robert Pradolin
Housing All Australians
13 Fuchsia Lane
Mount Macedon VIC 3441
Dear Rob
As you are aware, the Victorian Public Tenants Association (VPTA) is a not-for-profit organisation recognised as the
peak body representing public housing tenants in Victoria. We offer counselling, advice, referral, representation and
advocacy for public housing tenants and those on the wait list.
In the last twenty years, Victoria’s population has increased by 1.46 million; however, in that same period our public
housing stock has only grown by 89 properties. Simultaneously, the proportion of affordable rental properties has
declined and homelessness rates have risen.
We are desperate to see greater investment in affordable housing for the hundreds of thousands of Victorians
struggling to keep a roof over their head and waiting endlessly for public housing. We deal with these individuals and
families every day and advocate for solutions on their behalf to all levels of government.
The VPTA is pleased to support Housing All Australians and the development of your PRADS model. We believe, if
implemented, this methodology will help address the broader housing crisis our state is currently facing by taking
the pressure off the public housing wait list and creating a viable build-to-rent sector at-scale.
The model differs from the initial National Rental Affordability Scheme (NRAS) as it does not require government
capital grants or subsidised rent and will lock in affordable rentals for the economic life of the building. This will help
alleviate both the pressure on the public housing system and broader rental market that currently has almost no
affordable options.
Engaging the private sector more substantially in this scheme will reduce the reliance on subsidised financial support
and ideally lead to the building of affordable homes at-scale faster. The model will require support from all levels of
government to facilitate faster adoption, particularly in the fast-tracking of planning permits. It would be greatly
assisted by mechanisms such as inclusionary zoning and reduced red tape.
We commend you on your untiring efforts to create a workable, integrated approach to address our
housing crisis and assist the 25,000 Victorians who experience homelessness on any given night. The
VPTA will do whatever we can to assist this worthwhile initiative to progress.
Yours sincerely

Margaret Guthrie
Chairperson - Victorian Public Tenants Association

Independent insight.
5 April 2019

To whom it may concern

PERMANENT RENTAL AFFORDABILITY DEVELOPMENT SOLUTION (PRADS)
SGS has examined the PRADS model and we endorse it as a welcome and innovative way of
sharing the value created through development approvals.
The great strength of the PRADS model is that it minimises transaction and negotiation costs
for the development proponent. It can mobilise a broad spectrum of private investment
capital to meet the substantive cost of providing the affordable housing. The proposal to set
up a central register of PRADS agreements will not only facilitate monitoring and
enforcement, it will help diffuse innovations in affordable housing practice.
SGS advocates for affordable housing requirements of developers to be clearly expressed and
announced well in advance so that proponents can factor these obligations into their
feasibility studies. Ideally, the discounted present value of these obligations should be readily
discoverable by the proponent well in advance of site purchase. The PRADS model could
complement a range of other mechanisms by which this $ value may be delivered to the
community, including ‘gifting’ of social housing units, or transfers at discounted prices. PRADS
is inherently flexible for all parties negotiating how affordable housing will be delivered and is
therefore an efficient option.

Sincerely,

Dr Marcus Spiller
Principal and Partner Convenor, SGS
Adjunct Professor RMIT University
Adjunct Professor UNSW
Associate Professor University of Melbourne

SGS Economics & Planning Pty Ltd
Offices in Canberra, Hobart, Melbourne and Sydney
Phone: 03 8616 0331

