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Executive Summary 

In	July	2018,	the	Victorian	Government	made	changes	
to	the	Planning and Environment Act 1987	and	provided	
guidance	for	seeking	and	negotiating	voluntary	affordable	
housing	agreements.	This	significant	change	has	created	
opportunities	and	challenges	for	various	community	
stakeholders	to	negotiate	affordable	housing	contributions	
with	private	developers	through	the	planning	process.	
On	one	hand,	these	changes	are	crucial	as	planning	
negotiations	were	previously	not	supported	by	State	
legislation.	On	the	other	hand,	differing	levels	of	financial	
literacy	and	divergent	priorities	and	objectives	across	
private	developers,	housing	associations	and	government	
entities	may	lead	to	disengagement	and	reluctance	in	
entering	into	affordable	housing	agreements.	

Negotiations	during	project	initiation	stage	require	active	
participation	and	open	discussion	among	all	stakeholders.	
The	Affordable	Housing	Negotiation	Calculator	was	
therefore	created	as	an	educational	tool	to	generate	a	
shared	vocabulary	and	understanding	of	the	financial	
implications	of	affordable	housing	negotiations;	it	is	
not	substitute	for	a	feasibility	analysis	but	is	designed	
to	illustrate	the	implication	of	affordable	housing	
contributions	and	the	effects	of	incentives	on	development	
feasibilities,	it	is	not	intended	to	be	used	as	a	feasibility	
analysis	tool.	It	integrates	developer-led	affordable	
housing	contributions	together	with	layers	of	potential	
incentives	and	subsidies	into	the	feasibility	modelling	that	
is	commonly	adopted	in	the	property	industry	for	private	
residential	developments.	

This	paper	is	the	user	manual	for	the	Calculator	that	details	
the	following:

 » A	definition	of	affordable	housing	negotiations

 » A	discussion	of	benefits	to	stakeholders.

 » Descriptions	of	potential	affordable	housing	
contributions,	incentives	and	subsidies.

 » An	explanation	of	development	feasibility	in	residential	
projects.

 » Key	financial	parameters	in	the	Calculator	and	
integration	of	all	revenue	and	cost	variables	into	the	
feasibility	modelling.	

 » Monitoring	and	balancing	the	financial	outcomes	and	
social	benefits.

In	this	manual	we	seek	to	provide	some	clarity	about	each	
party’s	motivations	and	barriers,	discuss	expectations	
in	real	terms	and	present	a	potential	balance	between	
developer	feasibility	and	social	benefits.	The Affordable 
Housing Negotiation Calculator	is	an	example	of	engaged	
scholarship	that	directly	responds	to	industry	requirements	
and	has	been	developed	in	collaboration	with	a	wide	
range	of	stakeholders.	We	hope	this	report	will	support	
negotiations	in	Victoria	and	more	broadly.	

Calculator	developers	and	authors:	 
Dr	Georgia	Warren-Myers,	Dr	Katrina	Raynor	and	Dr	Matthew	Palm
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Introduction to Affordable Housing  
Development in Australia

Affordability Issues In Australia Housing Strategy and Legislation 
Changes

In Australia, government-led public housing stock has been 
declining over the decades. Rather than providing direct 
social housing, governments promote demand-side subsidies, 
market-led supply and voluntary agreements tied to planning 
permissions as the current mechanism for delivering 
affordable housing to low-income households (Gurran and 
Whitehead, 2011). Recent cases in Victoria include public-
private renewal projects (ie. Kensington Estate completed 
in 2012) and community housing provider-driven projects 
(ie. Abbotsford Demonstration Project completed in 2013). 
However, these approaches have not resulted in an increasing 
proportion of affordable housing to very-low-and moderate-
income households over the longer term. There are several 
potential reasons for this: 

 » A lack of consistent housing policy and planning system 
to either mandate or incentivise affordable housing 
developments (Raynor, 2017);

 » A reluctance on the part of developers to add additional 
risks to developments in the inner-city locations already 
typified by higher construction costs and market risks;

• Perceptions of lower-returns relative to other market-
based opportunities; and

• A lack of multifamily or established ‘build to rent’ sector 
in the market, consequently, affordable rental projects 
are largely limited to government or community housing 
providers. 

Apart from a brief period in which a centre-left federal 
government implemented a National Rental Affordability 
Scheme (NRAS) that conferred tax rebates to property owners 
in return for charging rents at or below 80% of market rents 
(Rowley et al., 2016), there has been little discussion about 
ways private investors or private developers could contribute 
to affordable housing developments.  

In July 2018, the Victorian Government made changes to the 
Planning and Environment Act 1987 and provided guidance for 
seeking and negotiating affordability housing agreements. The key 
messages include; 

 » The planning system has a role in facilitating affordable 
housing.

 » From 1 June 2018, the Planning and Environment Act 1987 
includes a new objective “to facilitate the provision of affordable 
housing in Victoria”.

 » Legislative changes clarify that Responsible Authorities can 
enter into an agreement with landowners and others under 
Section 173 of the Planning and Environment Act 1987 for the 
provision of affordable housing as part of a development.

 » “Affordable housing” is defined in the Planning and Environment 
Act 1987 (DELWP, 2018)

This significant change in the Victorian Planning Policy has created 
opportunities for local councils to negotiate affordable housing 
contributions with private developers through the planning 
process. The change is crucial as such negotiations were previously 
impossible and were not supported by the State legislation.  
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Context of Affordable Housing 
Contributions and Affordable Housing 
Incentives 

There are a variety of arrangements that might allow for the 
delivery of affordable housing negotiated through voluntary 
agreements. Figure 1 shows just one possible model. The 
role of CHPs in this instance is important as it provides a 
mechanism for ensuring that housing is rented to ‘eligible’ 
households at an affordable rate.

In voluntary negotiations, developers will provide Affordable 
Housing Contributions. In return, local councils will usually 
(although not always) provide Affordable Housing Incentives. 
These components could be considered the ‘sticks’ and 
‘carrots’ of affordable housing. 

What are Affordable Housing 
Agreements?

Voluntary affordable housing agreements occur through a 
negotiation process between various stakeholders during 
the project initiation stage. Ideally, the local council and 
developers could start the negotiation conversation when 
a planning application is lodged for a new development or 
redevelopments. The local council could initiate discussions 
by asking individual developers to provide a certain 
percentage of affordable housing, either to be gifted or sold 
at a discount price to Community Housing Providers (CHPs) 
upon completion (ie. the developer provides an affordable 
housing contribution). In return for providing a public good, 
the developers could negotiate with local councils for a 
range of ‘incentives’ such as expedited planning, a waiver of 
certain fees or contributions or changes to the development 
permissions to reduce car parking requirements or increase 
permissible developable area. These incentives could 
also be layered with contributions from other parties such 
as philanthropies or government working with not-for-
profit housing providers to deliver housing for low income 
households.  Alternatively, negotiations could occur at the 
point of a rezoning, with affordable housing contributions 
being delivered to reflect the additional value of land 
following a rezoning for a ‘higher’ use. 

FIGURE 1. THE AFFORDABLE HOUSING ECOSYSTEM

+ + + = AFFORDABLE 
HOUSING
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What are Affordable Housing 
Incentives? 

Affordable housing incentives refer to the mechanism through 
which local councils provide an affordable housing ‘cost off-
set’ as part of a negotiation process.  

When negotiating affordable housing agreements, 
stakeholders will need to decide on the most appropriate 
‘format’ and level of affordable housing incentives. 
Internationally, incentives have taken the form of fee waivers 
or adjustments to development requirements to increase 
permissible developable area or reduce requirements for 
car parking or open space. Not all cities provide incentives 
in return for affordable housing contributions, particularly in 
places where affordable housing contributions are mandatory 
rather than voluntary. 

Important considerations for incentives include; 

 » The equity of incentive to contribution ratios (ie 
does the size of the incentive fairly reflect the level of 
contribution?); 

 » The cumulative effect of development waivers or 
increases (ie will car parking waivers create challenges 
for neighbouring buildings? Will height increases put 
pressure on the neighbourhood?); 

 » The policy and legislative context (ie are incentives able 
to be offered and upheld?) ; and

 » Competing council priorities and incentives (ie will 
granting a development contribution reduction in return 
for affordable housing deliver housing at the expense of 
other community facilities?). 

What are Affordable Housing 
Contributions? 

Affordable housing contributions refer to the mechanism 
through which developers provide an affordable housing 
outcome as part of a negotiation process.  

When negotiating affordable housing agreements, 
stakeholders will need to decide on the most appropriate 
‘format’ of affordable housing contribution. Internationally, 
contributions have taken the form of financial contributions 
to a housing trust managed by local or state government, a 
land contribution or the provision of affordable homes either 
on-site or off-site.  

If the contribution takes the form of affordable homes, the 
following elements need to be considered; 

 » The number or proportion of affordable homes to be 
delivered (eg. 10% of all homes, 12 units)

 » The ‘level’ of affordability that homes will be rented or 
sold at (‘gifted’ or sold at a discount to a Community 
Housing Provider, rented at 80% of market rate) 

 » The location, quality and size of affordable homes (ie all 
studio apartments, a mixture of 1, 2 and 3 bedroom units) 

 » The length of time that homes with remain affordable for 
(for 15 years, in perpetuity) 

A recent example in Victoria is the Alphington Paper Mill 
Development where the Yarra City Council negotiated with the 
developer Alpha Partners to contribute 5% of total dwellings 
as affordable housing supply. The new affordable housing 
stock was then on long-term lease, with a small portion 
gifted, to a community housing provider before construction 
commenced (City of Yarra, 2016).
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Background to  
Development Feasibility 

The Conceptual Model  

According to the Australian Property Institute’s Valuation and Property Standards (2012, p. 11.5.1),  a feasibility study is defined 
as ‘the process of undertaking an assessment to identify the opportunities and risks of a property development project and to 
estimate the projected costs, revenues and profit potential of the project’. In short, the fundamental objective is to determine 
whether the project is financially viable and if the investment outcome is a profit or loss. Havard (2014, p. 17) states the basic 
equations for any development analysis are as follows:

but also useful in the context of reforming to ascertain the 
developer’s profit and risk margin, where:

P	=	V	–	(L	+	B	+	F)

This model concept and its calculation as described by 
Whipple (2006) and Robinson (1989) is a static model, and 
over time has been adapted and developed to include cash 
flow considerations and modelling, resulting in advanced 
discount cash flow modelling of development projects 
providing greater mechanisms and sensitivity analysis (see 
Havard, 2014). There is much discussion about the utilisation 
of both the static and cash flow models; and commonly noted 
that initial feasibility and rules of thumb utilise the static 
method to initially assess development potential and viability; 
then further due diligence and investigations results in more 
detailed development feasibility incorporating cash flow 
analysis and a discounted cash flow model.

For the Calculator, the model used is the static approach. It 
considers a fully funded model and assumes 100% external 
borrowed funds. Similarly, there is no time value or money 
considerations or indexations. The static approach is suitable 
for preliminary feasibility studies and the calculation of the 
profit and risk (Australian Property Institute, 2007; API 2012). 
The inputs into this equation are generally derived from 
the market and as such the market comparison approach 
is implied, but also has relevance to methods of both the 
income and cost approaches, and the validity of a feasibility is 
highly dependent on the justification of the inputs used and 
assumptions made.

Value of the 
Building on 
Completion

Development Cost 
(including construction, 

all fees, ancillary costs and 
finance cost, etc.)

Land Cost 
(including all 

fees)

Development 
Profitability – =–

Similar to the above concept, the methodology used in 
Australia is often called the “development-margin approach”. 
It considers all the revenue, private costs and benefit costs 
involved in a proposed venture and finally derives the 
developer’s profit and risk margin. The approach is often 
utilized for residential developments and is also known as the 
“Turner Approach”, which was named after a prominent court 
case Turner & Anon v. Minister of Public Instruction [1956] 95 
C.L.R. It is a recognised approach by valuers and developers to 
ascertain the residual land value with a predetermined profit 
and risk margin. In other words, it has a ‘front door’ or ‘back 
door’ approach depending on the object, to ascertain the 
profit from a development or identify the residual land value. 
A simplified equation of the development-margin approach, 
or the “Turner Approach” is defined by Robinson (1989) and 
Whipple (2006) as follows:

V	=	L	+	B	+	F	+	P

Where: V is for the value of the project on completion, L is 
the land costs and expenses associated with acquiring the 
land, B is the total building costs and expenses related to 
the construction of the project, F is the financing costs of the 
project (divided into land finance and construction finance) 
and finally P is the developers’ management, profit and risk 
margin. 

In simple terms, rearranging this formula provides the ability 
to solve for whatever factor one desires. It is commonly used 
to calculate the residual land value for valuation purposes, 

TABLE 1. BASIC DEVELOPMENT EQUATION
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Density bonuses: 

This allows the increase of number of dwellings. However, this 
will subsequently cost more and require more finance, which 
may lead to a mixed effects on the profit.

 
Expedited planning: 

This shortens the time in planning, which reduces the holding 
costs for the developers. Consequently, finance costs are 
reduced and this has a positive effect on the profit. 

The Affordability Housing Initiatives

To utilise the feasibility model in building the Affordability Housing Negotiations Calculator, understanding and quantifying the 
different affordability initiatives is needed. The interaction between affordable housing initiatives will have a mixture of effects on 
feasibility variables, namely land costs, building costs, finance costs, profit margin and/or project value. 

Affordable housing dwelling contributions: 
This is generally based on a percentage of gross floor area or 
number of units. The percentage of contribution will generally 
result in reducing the overall project value. 

Discounted dwelling price:  
The level of impact will also depend on whether the 
dwellings/area are gifted or sold in bulk at a discounted rate 
to a community housing provider. This affects the project 
value negatively, has potential to increase building costs and 
consequently the finance costs to fund the project, which 
eventually reduces the profitability. 

Other initiatives, used as incentives that may offset 
the costs of providing affordable dwellings are density 
bonuses, expedited planning, car parking reductions, 
cash contributions, discounted finance, rate waivers or 
reimbursements and government land incentives from 
authorities, government or philanthropic contributors. These 
variables may have a positive profitability impact and may 
cause the project to become financially viable.

 

Car parking reduction: 

This may have a mixed effect on profitability. Developers often 
utilise the ‘carpark’ as a selling point and they will lose the 
income associated with the space reduction. However, at the 
same time, this reduces the building costs associated with car 
parking and may increase space for additional apartments, 
resulting in a positive effect overall.

Discounted finance: 

This refers to the potential for discounted finance (reduced 
fees or interest rates) or ability to secure some or all funding 
for the development, reduces the risk for the developer and 
potentially reduces finance related costs. 

Council rates reimbursement or waviers: 

This could be offered by the local government who could 
provide a reduction in the rates payable during the holding of 
the property and its development.

Land tax reimbursement or waivers: 

This could be offered by the state government who could 
provide a reduction in holding costs over the holding of the 
property and its development.

Cash contributions: 

Direct contributions from government or a philanthropic 
donor can be utilised as an offset for costs, reducing the need 
for finance and having a positive effect on the profit, provided 
on a per unit of affordable housing or as a single cash amount.

Government land incentives: 

This reduces the cost of land or the land may be provided free 
of cost. Consequently, this has a positive effect on the land 
costs and reduces finance expenses and has a subsequent 
positive effect on profit. 
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The following table summarises the impacts of affordable 
housing initiatives on feasibility variables. The development 
of an affordable housing feasibility calculator has enabled the 
layering of complex initiatives to assess the overall investment 
feasibility and assist in the development of financial literacy of 
those who will be required to negotiate many of these terms.  
The options provided in the calculator include many of the 

TABLE 2. INTERACTION OF FEASIBILITY VARIABLES AND AFFORDABLE HOUSING INITIATIVES 

TYPE VALUE LAND BUILDING FINANCE PROFIT
Affordable housing dwelling 
contribution

Agreement ↓ ↓ ↓ ↓

Discounted dwelling price Agreement ↓ ↓ ↓ ↓

Density bonus Planning (LGA) ↑ ↓ ↓ ↓↑

Expedited planning Planning (LGA) ↑ ↑

Council rate rebate LGA ↑ ↑

Car parking reduction Planning (LGA) ↓ ↑ ↑ ↓↑

Land tax reduction or waiver State Government (State Revenue Office) ↑ ↑

Cash contributions Government or Philanthropic ↑ ↑

Government land incentive LGA/State/ Federal authority ↑ ↑ ↑

↓ negative effect   ↑ positive effect   ↑↓ effect could be either positive or negative
Source: Warren-Myers et al. (2019). 

options available for negotiation between local government 
and developers. However, this calculator also includes a 
number of other options that are not currently applied in 
Victoria. They are included to illustrate the potential of future 
changes to housing policy.

  



Introduction to the 
Calculator 

Benefits to Stakeholders

While forward-looking strategies and planning negotiation 
guidance have been formulated, one important challenge 
is the implementation of the vision. Stakeholders involved 
in the negotiation and delivery of affordable housing have 
access to differing levels of information and understanding 
about affordable housing and development feasibility.  This 
creates challenges in negotiations. Moreover, the difference 
in priorities and objectives between the private developers, 
housing associations and government entities may further 
lead to disengagement and reluctance in negotiations. The 
Affordable Housing Negotiations Calculator was created 
to generate a shared understanding and talking point for 
stakeholders involved in negotiating agreements. It aims 
to integrate layers of affordable housing initiatives into 
the feasibility modelling that is commonly adopted in the 
property industry for private residential developments. The 
benefits to key stakeholders are illustrated below:

Hosted in the University of Melbourne website with a user-
friendly interface, the Calculator examines the Melbourne 
residential property environment, utilises development 
feasibility theory and application, some market information 
and data to illustrate the impact of various affordability 
regulations, incentives and contributions on development 
outcomes. 

The Calculator is designed as an educational tool to support 
conversations between stakeholders engaged in affordable 
housing negotiations. It is not a development feasibility tool 
and is not a substitute for site-specific analysis. Similarly, 
not all of the affordable housing incentives included in this 
calculator are currently widely applied or allowable in Victoria. 
We include them as aspirational or educational options to 
demonstrate the impact of potential future policy changes. 
We anticipate there will be a range of benefits of using and 
engaging with this calcaulator for a variety of stakeholders.

LOCAL COUNCILS 
Local council officers and local councillors have 
varying levels of familiarity with development 
feasibility and affordable housing. While many are 
extremely experienced and knowledgeable about 
planning processes, planning officers in charge of 
affordable housing often have limited understanding 
of the dynamics of development feasibility and the 
implications of policies on the financial position of 
private developers. Given the sudden responsibility and 
negotiating powers of local council planning officers, 
there is an urgent need to develop their financial literacy 
and understanding of development feasibility and the 
implications of affordable housing initiatives.

DEVELOPERS
The lack of understanding on changing policies hinders 
communication between industry participants as this 
emerging industry has little shared vocabulary between 
local council, not-for-profit and private industry sectors. 
To reduce uncertainties and encourage intelligent 
risk-taking for developers, a consistent methodology 
that integrates the layers of affordability contributions, 
incentives and subsidies into development feasibility 
modelling is critical. Developers could then model the 
implications of contributions on the project’s financial 
viability and balance it against the potential social 
benefits, achieving a win-win negotiation approach with 
the public sector.

HOUSING ASSOCIATIONS 
Housing associations and Community Housing 
Providers are impacted by changes to the Planning 
and Environment Act and their understanding of 
incentive effects on development feasibility in response 
to contributions is paramount. A discounted selling 
price and/or incentive package that works for one type 
or size of development may not necessarily work for 
other projects. Consequently, smart trade-offs and 
value-creation negotiations with the private developers 
could be carried out. Potential long-term investment 
partnerships between the private sector and housing 
associations could be developed to anticipate faster 
roll-out of affordable housing schemes.

STATE/ FEDERAL GOVERNMENT 
The government has been devolving responsibility for 
social housing supply to cross-sectoral partnerships 
and growing demand-side cash subsidies over the past 
decades. With the increasing housing affordability crisis, 
it is the government’s responsibility to monitor the 
smooth roll-out of legislation change and offer support 
during this transition time. The Calculator provides a 
mechanism for educating key stakeholders and may 
support better decisions and the negotiation of positive 
outcomes for an increase in affordable housing while 
communicating the factors that impact on development 
feasibility. 

+
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Calculator Functions

Depending on the development types and locations, the Calculator has different pre-set information and costing parameters (ie. 
construction cost per square metres) to assist in conducting the feasibility. The users can also adjust the pre-set assumptions 
to apply to specific project situations. The types of development included in the Calculator include townhouses, varied density 
apartments of about 2-5 stories, 6-10 stories, 11-15 stories, and 16 or more stories. The location has generally been divided into 
inner city areas, middle and outer suburbs.

The result preview on the right of the screen will react simultaneously to show the key feasibility indicators (eg. project value, 
total development costs, profit margin etc) while the users fill-in project-specific inputs, into different tabs, namely dwelling 
characteristics, costs, development assumptions, affordable housing and incentives and social benefits. Detailed input interfaces 
will be discussed as the following:

Dwelling Type  
Characteristics Tab

The dwelling characteristics interface includes two key 
types of inputs: 1) building inclusions and sales rates; and 2) 
building quality and site area. The former are variables related 
to residential dwelling components and additional facilities 
or amenities while the latter are product positioning and site 
area factors, which are overarching variables that may impact 
the total construction cost. The dwelling characteristics assist 
in calculating the total development returns and building 
costs.

1 

BUILDING INCLUSIONS AND SALES RATES

Dwelling Types, Area Size and Price Per Unit:

There are three types of dwelling settings ranging from one 
to three bedrooms with adjustable area size and sales price 
options. These are all fully adjustable in terms of size, and 
price. The model assumes the average sizes of one, two and 
three- bedroom dwellings in Melbourne are about 50, 70 
and 90 square metres respectively. Sales prices fluctuate 
significantly based on relevant market conditions, building 
location, the dwelling quantity and quality. It requires project-
specific market research to estimate the sales rates. It is 
suggested that users look at comparable developments in the 
area to identify potential sales prices, or utilise information 
from real estate websites like www.propertydata.com.au 

Car Spaces and Price Per Lot: 

Users are required to input an expected number of carparks. 
In Victoria, policy usually requires one carpark for each one 
and two-bedroom apartment and two carparks for each 
three-bedroom apartment, and one visitor carpark for every 5 
units. For example, a 50-dwelling project with 20-units of one-
bedroom, 20-units of two-bedroom, and 10-units of three-
bedroom dwellings may result in 70 car parking lots. However, 
the model makes no preformed assumptions on requirements 
as these prescriptions vary between councils. In terms of 
sales prices for car parks, the indicative market rate is the 
highest in the inner-city area ranging between about $60,000  
to $100,000 per car space. The price is assumed to reduce 
in areas further away from the city. One should note that 
variation may exist depending on project-specific location 
and local planning scheme requirements.

Additional Common Areas: 

Additional residential features and amenities refer to areas 
such as a swimming pool, shared barbeque area and dining 
room, lounge and meeting space. These facilities are not 
“standard” building service areas such as corridors and lift 
wells, which will be derived from the building efficiency ratio. 
This is a separate inclusion as there are high levels of variation 
between developments in terms of the amount of additional 
common area provided; so it is an additional feature of this 
calculator to provide an options to provide facilities. This also 
has its own cost calculation considerations. 

http://www.propertydata.com.au
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Building Efficiency: 

The figures provided for apartment sizes and carparks are 
considered on a net floor area basis, exclusive of “standard” 
building service space such as corridors, lifts, lobbies and 
restrooms etc’. Therefore, the calculator applies the building 
efficiency ratio to the total area provided for apartments and 
carparks to derive the total Gross Floor Area (GFA) based on 
the net areas provided. The additional common areas are 
then added on top of this figure to provide the total building 
area. A building efficiency ratio of 75% is often used as the 
industry standard. This approach has been utilised because 
of the traditional costing approaches used and applied in this 
calculator. 

2 
BUILDING QUALITY AND SITE AREA
The building quality will impact on construction costs due to the 
use of more expensive materials of fixtures. The model assumes a 
“standard” build quality. Choosing premium will increase the total 
construction cost by 5%. 

Site area is the land area of a given site. 



Stamp Duty: 

This refers to the amount of tax duty charged when a property 
is purchased (a dutiable transaction). In Victoria, the stamp 
duty has a sliding scale dependent upon the value of the site. 
Information on rates can be found here https://www.sro.vic.
gov.au/node/1491 and a quick calculator can be used and is 
available on the State Revenue Office Stamp Duty calculator 
page https://www.sro.vic.gov.au/node/26.  Should you wish 
to reflect a likely stamp duty amount and accommodate 
a number of other fees that maybe associated with this 
it is suggested using a figure of 6%. It is assumed to be a 
percentage of the land price/ value and this can be amended 
to apply to the specific project situation.

 

2 
CONSTRUCTION COSTS

Cost per Square Metre GFA:  

The calculation of construction costs utilises a superficial 
costing approach. It comprises the calculation of an all-in 
cost based on a rate per square metre, applied to the GFA 
calculated in the dwelling types (exclusive of the additional 
common areas and carparks). The cost pre-sets used are for a 
per square metre rate for apartment and common areas GFA, 
which is based on industry estimates. These can be changed 
by the user to reflect their own costings.  Please refer to pre-
set cost assumptions for buildings of different storeys located 
in different areas of Melbourne for an overall indication or 
adjust prices to reflect further research.

Cost per Carspace: 

The cost per square metre carspace is based on industry 
estimates. At-grade car parks are much cheaper to construct 
than underground car parks. In inner-city areas, it is 
estimated $20,000 for an at-grade car space and $50,000 
for an underground car space. Please refer to pre-set cost 
assumptions for buildings of different storeys located in 
different areas of Melbourne for an overall indication. Again 
these pre-set values can be adjusted to reflect changes in 
costs, or those specific to a development. As all sites are 
different these figures are only indicative of general rules of 
thumb advised by industry professionals. 

Costs Tab

The costs interface includes three types of inputs: 1) land and 
purchase costs; 2) construction related costs; and 3) sales 
related costs and taxes. The focus mainly lies around land and 
acquisition costs, building construction costs, contingency 
and selling expenses. 

1 

LAND AND PURCHASE COSTS

Land Price or Value: 

The cost associated with land is the amount (purchase 
price) or cost that is attributed to the land for a feasibility 
assessment. This should consider the current sales price, 
comparable and expected sales price to purchase the land. 
In the absence of an amount, the use of current site value 
from the rate notices issued by Statutory Valuation Authority 
is also possible. However, users should make their own 
investigations of the appropriate sales price or value used for 
the land given its development potential. 

Other Land Cost: 

This refers to other land costs associated with the due 
diligence processes. For example, geotechnical testing, title 
searching and professional advice. 

Land Agent: 

Fees paid to an agent to find a site and arrange a sale. In 
practice, using a land agent is not common in Australia, but 
it may be used by developers to find appropriate sites. It is 
assumed to be a percentage of the land price or value.

Land Legal: 

Conveyancing or costs for lawyer to undertake the contractual 
arrangement and settlement and transfer of land. It is 
assumed to be a percentage of the land price or value. Should 
this not be the case, zero should be inputted here and the 
costs included in a dollar amount into ‘Other Land Cost’. 
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Additional Site Works: 

The additional allowance allows for a dollar value input, 
which can be for site works, additional site works that may 
be required due to irregular shape or varied in topography; 
or when significant excavation is required or demolition of 
existing structures.  For example, additional works will be 
necessary for sites with steep slopes or access difficulties.

 

Consultant Fees: 

This includes soft costs such as fees to architects, town 
planners and project managers. It is assumed to be a 
percentage of the building costs, usually around 15% of 
construction costs. 

Additional Contamination Costs: 

Remediation cost associated with contaminated land. 
In practice, there is often contamination risks involved in 
brownfield or redevelopment sites. This allows for a dollar 
value amount to be input. 

Contingency: 

All development projects generally have a contingency 
amount, this is sometimes applied on construction costs 
or over project costs. For this calculator the contingency is 
applied only to the building costs (exclusive of consultant 
fees, site works and contamination). A prudent developer 
would allow for contingency in the project budget to allow for 
unexpected or unresolved aspects of projects. A contingency 
of about 5% of building costs is commonly used in the 
residential construction industry as advised by industry 
consultation.
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3 
SALES COSTS AND TAXES

Sales Agent Commissions: 

Commission and marketing fees for the agents who sell the 
dwellings. It is calculated based on a percentage of the total 
sales proceeds. 

Additional Marketing: Additional marketing costs in a lump 
sum that may be required.

Land Tax: 

Land tax is often charged on the value of land and the taxation 
differs between jurisdictions. In Victoria, it is calculated by the 
State Revenue Office and the land tax liability at the general 
rates could be estimated at https://www.e-business.sro.vic.
gov.au/calculators/land-tax. The calculator does not work 
this out, and a dollar value amount is required to be input for 
the development timeframe.

Annual Council Rates:

This is the general rates collected by local councils to fund 
the essential community infrastructure and services in the 
local jurisdiction. A property’s general rates are calculated 
by multiplying the statutory valuation of the property by the 
annual rate in the dollar. Depending on the location, the 
valuation methods may be different. Often the Net Annual 
Value (NAV) is used for residential properties in the inner-city 
area while Capital Improved Value (CIV) is used in the outer 
suburbs to multiply the council’s rates. Again, users should 
make their own enquiries and provide a dollar value input for the 
period of the development timeframe. 

https://www.e-business.sro.vic.gov.au/calculators/land-tax
https://www.e-business.sro.vic.gov.au/calculators/land-tax
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Development Assumptions  
and Finance Tab

This interface includes both the development and finance 
assumptions and the timescale of the development. The 
model assumes a 100% financing arrangement but requires 
specific financing inputs such as interest rates, loan fees and 
the timescale. These inputs affect the land holding costs and 
construction finance costs, which eventually impact the total 
development costs. 

Particularly for the timescale, it is assumed interest on land 
costs (land holding costs) exist during the entire development, 
from design and planning stage, preconstruction and presale, 
construction to settlement period. In contrast, interest 
on construction finance (construction finance costs) only 
commences during construction and settlement periods.

1 
DEVELOPMENT ASSUMPTIONS AND 
FINANCE
The calculator assumes a 100% debt arrangement. Although 
this is not a likely scenario in practice, developers will 
likely utilise several layers of debt  to fund development 
activities. It is beyond the scope of this calculator to provide 
comprehensive financing analysis; consequently, the 100% 
debt assumption is taken. This may overstate the impact of 
some finance calculations.

Interest rate and loan arrangement fee: 

Development interest rates are generally higher than those 
utilized for mortgages to reflect the risks associated with 
development. The pre-set rate is reflective of the small-to-
medium sized developers operating within the Melbourne 
area; as larger developers generally have other forms of 
finance. A 12% annual interest rate could be used as a 
conservative blended estimate as generally developers will 
have several tiers of lending at different rates. Users should 
make their own investigations based on a specific project 
situation. For the loan arrangement fee, the amount varies 
substantially depending on the capability of the developers 
and this dollar value input can be used to cover set up 
fees, valuation fees, and ongoing fees as a total amount 
(considered once off). 

Developer’s required rate of return: 

This is the minimum return a developer expects to achieve 
by investing in a project. Based on industry practice, a rate 
of return of 20% could be used. Users should make their own 
adjustments based on specific project situation. 

The rate of return is the dollar value of the total profit (or loss) 
derived from the project divided by total development costs. 

2 
TIMESCALE
The time periods are split into four: design and planning, 
preconstruction and presales, construction and settlement. 

Design and Planning: 

Includes activities such as additional due diligence after 
the site has been purchased, preliminary and detailed 
designs, planning and building approvals (this is the figure 
that will be adjusted should an expedited planning process 
be used as an incentive). Time requirements for planning 
approval can vary greatly depending on the complexity of 
the development being proposed, whether it complies with 
local planning schemes and whether the community opposes 
the development. Typically, a period of 18 months may be 
needed for initial design and planning which has been utilised 
as a preset. Users should make their own adjustments based 
on specific project situations.

Preconstruction and Presales: 

The developer will undertake presales for apartment 
developments. In most cases, tendering for the construction 
works and funding for the construction phase are often 
conditional on presales. Typically, a period of 6-12 months for 
these activies may be needed for preconstruction activities 
and presales. Users should make their own adjustments 
based on specific project situation.

Construction: 

Construction starts when a contract with a building contractor 
is signed and finance is approved and is finished at practical 
completion. The time taken is highly variable and depends on 
the size and complexity of the project. The calculator has set a 
pre-set value of 18 months for all construction work, but users 
should make their own adjustments based on specific project 
situations.

Settlement: 

Settlement activities ensure that all procedures, contracts, 
collection of monies, purchasers’ inspection and valuation 
are completed. The time period set as a pre-set of 6 months 
includes activies of finalising settlements, finishing aspects of 
rthe development conclusion and payment of contractors and 
loans. Users should make their own adjustments based on 
specific project situations.
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Affordable Housing  
and Incentives Tab

The interface includes various inputs related to affordable 
housing contributions, incentives and/or subsidies. As 
discussed earlier, each may have a positive and/or negative 
impact on the feasibility variables and the overall financial 
variability of the development. The tab allows for financial 
modelling of the affordable housing contributions and the 
application of one or more incentives for the developers. The 
options range from dollar value contributions, sliding scale 
percentage reductions, or percentage amounts, to planning 
timescale reductions.

1 
AFFORDABLE HOUSING CONTRIBUTIONS
Affordable Housing Units:

This relates to the proportion of dwellings (and bedroom 
types) in the development that are categorized as “affordable 
dwellings” to be rented at a below-market rate. For example, 
setting this figure to 20% in a 50-dwelling development 
would generate 10 affordable dwelling contributions. The 
Calculator would distribute this as 20% of 1-bedroom, 20% of 
2-bedroom and 20% of 3-bedroom units in the development. 
Where percentages of apartments might occur, the calculator 
rounds up to the nearest whole number; in this case the 
market apartments are reduced to ensure overall size is not 
affected. This approach has been utilised for simplicity to 
allow for easier communication and calculation of the value of 
affordable housing contributions.

 

Discount on Market Price: 

This relates to the price at which the affordable dwellings 
are sold to a third party (usually a CHP). A discount of 100% 
would mean the dwelling was “gifted” at no cost to a housing 
provider. A discount of 20% would mean the dwelling was sold 
at 80% of the market sales rate. This figure has an important 
impact because it involves trade-offs. Most housing providers 
cannot afford to buy an apartment that is only discounted 
by 20%. However, the deeper the discount provided on each 
dwelling, the fewer dwellings will be delivered. The sliding 
percentage scale allows for various pricing scenarios.

 

2 
AFFORDABLE HOUSING INCENTIVES OR 
SUBSIDIES
Land Tax and Council Rate Reduction: 

This refers to the percentage reduction of annual land and 
council rates payable. Other taxation reductions could unlock 
channels to address Melbourne’s rental affordability challenge. 
For example, a percentage reduction of annual land tax and/or 
council rate payable could be attractive incentives especially for 
large-scale residential development. Similar examples include 
Canberra’s amendment to the Land Tax Act that allows land tax 
exemptions for owners of residential investment properties that 
are managed through a registered community housing provider 
(Brown, 2019). It should be noted the Calculator only considers 
the tax or rate incentive/rebate/waiver for the period of 
development and is not considered to run with the ownership 
of the finished product. 

Cheaper Finance:

 Access to cheaper finance can reduce costs for a developer 
or land owner. Some financiers will offer concessional rates in 
return for a social or environmental benefit, as was the case 
in the Nightingale Project. For example, a 2 percentage point 
reduction of a 12% interest rate would result in cheaper finance 
at 10% per annum.

Due to lost revenue and perceived higher market risks, access 
to finance represents a significant barrier to affordable housing 
developments. To attain finance, developers must show high 
levels of financial capability, generate presales and provide 
asset guarantees. Traditional financiers often view them as 
carrying higher than usual market risks and lower returns 
relative to standard property developments (Sheko et al., 2015). 
Therefore, provision of finance at a lower interest rate, or greater 
certainty would be a way to encourage affordable housing 
developments. 

Density Bonus: This is an incentive-based tool that permits a 
developer to increase the maximum allowable development 
area on a site in exchange for either funds or in-kind support for 
specified public policy goals such as the provision of affordable 
housing. This may be calculated in number of dwellings 
per acre, floor area ratios or height limit. In the application 
of this particular incentive in the Calculator, this increase is 
measured in a similar format to the affordable housing units 
calculation. For example, a 20% density bonus in a 50-dwelling 
development would generate 10 additional dwellings, which 
represents 20% more 1-bedroom, 20% more 2-bedroom and 
20% more 3-bedroom units in the development. If there is an 
affordable housing unit contribution, the Calculator then takes 
the total size of the development and applies the contribution 
percentage. 
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Government Land Incentives: 

In some cases, a land owner may choose to sell or lease 
their land at a discounted price to reflect the social benefit 
of providing affordable housing. The land owner may be a 
philanthropic organization, religious group or government 
department. The Calculator assumes a direct percentage 
reduction of the land price or value.

Land subsidies could be a significant incentive in driving 
affordable housing development. There are government 
programs involving leasing or selling land to developers at 
reduced value in exchange for affordable or public housing. 
Past research also suggested that implementation structures 
should include the determination of affordable housing 
inclusion at the tender stage and the leasing or sale of 
properties in conjunction with land leases under a community 
trust (Whitzman et al., 2015). This approach allows developers 
to incorporate land subsidies and affordability requirements 
in early stage into their projects.

 

Cash Subsidies/ Contribution per Dwelling: 

Governments, philanthropic organisations or private 
companies may choose to provide a cash contribution to 
encourage affordable housing. This may take the form of 
competitive funding rounds or tax rebates and is calculated 
as a ‘per dwelling’ figure. Please note, these subsidies apply 
only to the affordable units, not all units. It has been recently 
advised by Community Housing Limited that an amount 
of $13,000 per affordable unit, could be enough to assist in 
offsetting developer contributions in certain contexts (Bleby, 
2018)

Cash Subsidies/ Contribution per Development: 

Governments, philanthropic organisations or private 
companies may choose to provide a cash contribution to 
encourage affordable housing. This may take the form of 
competitive funding rounds, a one-off grant, donation or tax 
rebates and is calculated as a ‘per development’ figure.

Density bonuses help to mitigate financial and legal 
challenges in voluntary schemes and may have the capacity 
to deliver significant benefits to the public. For the policy to be 
effective, it usually requires consistent implementation, strong 
market conditions and the enforcement of existing density or 
height limits (Biggar, 2017; Breen, 2014). 

Planning Process Reduction: 

In certain cases, the responsible authority (usually local 
council) can reduce the expected time required to grant 
planning approvals. This may involve committing extra 
resources to a specific project to reduce administrative delays. 
Faster processing reduces risk and financing costs and allows 
developers to bring projects to market faster. However, in 
practice it does not always translate into meaningful time 
savings for developers. Planning may also be expedited 
by waiving appeal rights for certain developments. In the 
Calculator, a 50% reduction means a project that originally 
requires 18-months for “design and planning” would receive 
expedited planning approval, which reduces the “design and 
planning” timescale into 9 months.

In Australia, local planning regulations and time-consuming 
approval processes can slow the supply of affordable housing. 
The time it takes to secure development approvals represents 
a holding cost to the developer and opportunity cost in terms 
of resources. Consequently, expedited planning approval 
processes have been used as common mechanisms to 
incentivise developers in affordable housing projects.

Car Park Reduction: 

The planning authority can choose to reduce car parking 
requirements as an incentive to encourage affordable 
housing. This waiver can decrease construction costs, 
particularly if underground parking was required. In the 
Calculator, the percentage of car park reduction is calculated 
after considering the potential density bonus that may be 
offered to the developer. For example, after considering any 
density bonus, a 60-dwelling development will require 82 
car spaces based on “dwelling characteristics” assumptions. 
However, a 15% reduction on car park requirement will result 
in 70 car spaces to be constructed.

For multi-storey residential developments, minimum car 
parking requirements can raise project costs substantially 
due to underground retention and construction, leading to 
a higher housing price. Developers have responded to these 
costs by ‘unbundling’ parking from units and selling or renting 
parking spaces separately from units (Manville & Shoup, 2010). 
The relaxation of car parking requirements near transit-rich 
locations is a common affordable housing incentive in the US 
(Palm & Niemeier, 2017). Recent developments in Melbourne, 
such as the Nightingale development in Brunswick, have 
shown that car parking requirements could be negotiated on 
a case-by-case basis (Carey, 2017).

TRANSFORMING HOUSING: AFFORDABLE HOUSING NEGOTIATIONS CALCULATOR REPORT
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Social Benefits Tab

The social benefits interface includes three types of 
inputs: 1) estimated income band of affordable units; 2) 
anticipated market rate rents; and 3) social benefit modelling 
assumptions. For units serving very low-income households, 
the project adds spill over social benefits in education, 
healthcare and justice costs for individuals and government 
based on a meta-analysis conducted for a related project 
(Raynor et al., 2018). By utilising an industry algorithm to 
derive the affordable rents per unit type from the market rate 
rents, the inputs and modelling assumptions help to estimate 
the total amount of rent saved by residents in the affordable 
units over the life of the affordable housing agreement.  

ESTIMATED INCOME BAND OF 
AFFORDABLE UNITS
The estimated income band for households to be eligible 
for applying various affordable dwelling types is adjustable. 
For example, the income band for one-bedroom affordable 
housing catered to individuals and the income band for three-
bedroom affordable housing catered to families could be 
different with project-specific parameters. 

ANTICIPATED MARKET RATE RENTS
The market rate rents are estimated based on dwelling types 
and their respective median weekly rent in the proposed site’s 
suburb. Please refer to the pre-set market rate assumptions 
for buildings of different storeys located in different areas of 
Melbourne for an overall indication.

SOCIAL BENEFITS MODELLING 
ASSUMPTIONS
Two discounted cash flow modelling inputs are required 
to generate the social benefit in dollar amount to present 
value. The ‘years affordable’ refers to the number of years the 
affordable units will remain affordable, the period should be 
considered between 10 to 20 years, a pre-set of 20 years is 
used. Whilst the discount rate is used to measure the annual 
present value of future benefits of a public investment. Based 
on historic precedent, it is usually about 3% to 4% and a 
pre-set value of 3% is used, however these figures can be 
adjusted.

Final Report Tab

By utilising all the inputs, the final report generates a 
summary on project size, project financials, affordable 
housing contributions, social benefits and developer’s 
benefits. It provides a succinct analysis of the base case 
development (considering an as-is market situation) against 
the proposed affordable housing development (considering 
affordable housing initiatives). It demonstrates not only a 
comparative analysis between the two scenarios, but also 
clear financial feasibility attributes including a range of reports 
regarding the affordable housing contributions and how these 
have been layered. Specifically, the social benefit achieved 
from the proposed development and financial benefits to the 
developer as a result of the negotiations for contributions and 
incentives. The expanded calculation in the end allows users 
to see the detailed comparison of financial modelling for both 
scenarios based on the conceptual feasibility model. The 
report summary is also downloadable in pdf format.
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Definitions,  Acronyms  
and Pre-set values

DWELLING CHARACTERISTICS 
Building Inclusions and  
Sales Rates Default Unit Definitions / Acronyms

1-Bedroom Dwelling  
Number of units 0 N/A

Area size per unit 50 The average 1-bedroom apartment in Melbourne is approximately 50 m2.

Sales rate per unit $0

Median 1-bedroom sales price for new apartments in the current year could be used. 
However, this figure fluctuates significantly based on relevant market conditions, building 
location, the dwelling quantity and quality. It requires project-specific market research to 
estimate the sales rates.

2-Bedroom Dwelling  
Number of units 0 N/A

Area size per unit 70 The average 2-bedroom apartment in Melbourne is approximately 70 m2.

Sales rate per unit $0

Median 2-bedroom sales price for new apartments in the current year could be used. 
However, this figure fluctuates significantly based on relevant market conditions, building 
location, the dwelling quantity and quality. It requires project-specific market research to 
estimate the sales rates.

3-Bedroom Dwelling  
Number of units 0 N/A

Area (sqm) 90 The average 3-bedroom apartment in Melbourne is approximately 90 m2.

Sales rate per unit $0

Median 3-bedroom sales price for new apartments in the current year could be used. 
However, this figure fluctuates significantly based on relevant market conditions, building 
location, the dwelling quantity and quality. It requires project-specific market research to 
estimate the sales rates.

Car Spaces  

Number of car spaces 0

This requires input, however, It is assumed 1 carpark space for each 1-bedroom and 
2-bedroom dwellings, 2 carparks for each 3-bedroom dwellings, and 1 visitor carpark for 
every 5 units. For example, a 50-dwelling project with 20-unit of 1-bedroom, 20-unit of 2 
bedroom, and 10 unit of 3-bedroom may result 70 car parking requirement. 

Sales rate per car space $0
In the inner-city area, the market rate is estimated to be the highest at approximately 
$60,000 per car space. It may reduce in other areas further away from the city and requires 
market research to estimate the pricing.

Other Building Area

Additional common areas 0
Extra building features such as swimming pool, barbeque area or shared meeting or dining 
room. This figure does not include ‘standard’ building service areas such as corridors and 
lift wells, which will be derived from the building efficiency ratio.

Building efficiency ratio 75%

The building efficiency ratio is used to estimate the gross floor area based on the net floor 
areas provided for the apartments and carparks. This means space for building services 
such as corridors, lifts, lobbies, restrooms etc. A building efficiency ratio of 75% has been 
set in the model as the industry standard and it is adjustable based on specific project case. 
The additional communal areas are excluded from the efficiency calculation and are added 
on top of this amount to calculate the Gross Floor Area.  

Gross floor area --
The approximate total floor area, which includes all apartment area, car parking area and 
additional common area and building service areas, such as stairs, escapes and lift wells, 
lobbies and restrooms.

Build Quality and Site 
Area Default Unit Definitions / Acronyms
Site area 0 N/A

Build quality Standard
The quality of a building will impact on construction costs due to the use of more expensive 
materials of fixtures. This model assumes a ‘standard’ build quality. Choosing ‘premium’ 
will increase all construction costs by 5%.
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COSTS
Land and Purchase Costs Default Unit Definition / Acronyms

Land Price / Value $0

It is the amount or cost that is attributed to the land for a feasibility assessment. This 
should consider the current sales price, comparable and expected sales price. In the 
absence of an amount, the use of current site value from the rate notices issued by 
Statutory Valuation Authority is also possible.

Land legal 0% of land cost Conveyancing or costs for lawyer to undertake the contractual arrangement and 
settlement and transfer of the land. 

Other land costs $0 Other costs associated with the due diligence processes. For example, geotechnical 
testing, title searching, professional advice etc. 

Land agent 0% of land cost
Fees paid to an agent to find a site and arrange a sale. This is uncommon but 
industry practice is in a state of change and likely more developers will be utilising 
the services of agents to find appropriate sites. 

Stamp duty and other fees 0% of land cost

The amount of tax duty charged when a property is purchased (a dutiable 
transaction). The stamp duty and other fees is estimated at 6% to reflect the likely 
stamp duty amount and accommodate a number of the fees that may be associated 
with this. This can be amended to apply to specific project situation.

Construction Costs Default Unit Definition / Acronyms

Consultant fees 0% of construction  
build cost

Soft costs such as architect, town planners and project management fees. 
Industry standard is about 15% of construction costs. Although this does vary 
depending on project size and complexity. 

Additional contamination 
costs $0 Additional costs associated with remediating contaminated land.

Additional site works $0
This is an additional allowance for site works that may be required, in particular that 
may as a result of irregular in shape or varied in topography or where there may be 
necessary site works, demolition or excavation to be undertaken.

Contingency 0% of construction  
build cost

An amount included in the project budget to allow for unexpected or unresolved 
aspects of project. Industry standard is about 5% of the building costs. 

Cost per apartment GFA See preset 
assumptions

This figure has been considered in relation to industry consultation and the latest 
Rawlinsons Construction Cost estimates. These are highly generalised figures and 
users should make their own investigations.

Cost per additional common 
area $0 This figure is specific to the type of additional common area included. This comprises 

a rate per square metre and users should make their own investigations. 

Cost per car space See preset 
assumptions

This figure has been considered in relation to industry consultation and the latest 
Rawlinsons Construction Cost estimates. At-grade car park is much cheaper to 
construct when compared with an underground car park. In inner-city areas, it is 
estimated $20,000 for an at-grade car space and $50,000 for an underground car 
space. Users should make their own investigations for their specific case. 

Sales Costs and Taxes Default Unit Definition / Acronyms

Sales agent commissions 0% of construction  
build cost Commission and marketing fees for the agents who sell the dwellings. 

Additional marketing $0 Any additional marketing costs.

Land Tax $0

It is often charged on the value of land and the taxation differs between jurisdictions. 
In Victoria, it is calculated by the State Revenue Office and the land tax liability 
at the general rates could be estimated at https://www.e-business.sro.vic.gov.
au/calculators/land-tax. Ensure that the dollar value entered is for the entire 
development period.

Annual Council Rate $0
It is the general rates collected by local councils to fund the essential community 
infrastructure and services in the local jurisdiction. A property’s general rates are 
calculated by multiplying the statutory valuation of the property by the annual rate in 
the dollar. Ensure that the dollar value entered is for the entire development period.
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DEVELOPMENT ASSUMPTIONS AND FINANCE
Development Finance Default Unit Definition / Acronyms

Annual interest rate

Land Holding Period: 

0% of land cost 

Construction Finance 
Period:

0% of construction  
build cost

Development interest rates are generally higher than those utilised for mortgages to reflect 
the risks associated with development. This rate is reflective of the small-to-medium sized 
developers; as large developers generally have other forms of finance. A 12% interest rate 
could be used as a conservative blended estimate as generally developers will have several 
tiers of lending now at different rates. Users should make their own adjustments based on 
specific project situation.

Loan arrangement fee $0 This amount varies substantially depending on developer – and could include loan set up 
fee, valuation fees, ongoing fees (as a lump sum amount). 

Developers’ required rate 
of return 0% of project value

It is the minimum return a developer expects to achieve by investing in a project. Based 
on industry practice, a rate of return of 20% could be used. Users should make their own 
adjustments based on specific project situation.

Timescale Default Unit Definition / Acronyms

Design and planning 
(land holding period) 18 months

This time period includes activities such as additional due diligence (it is assumed the site 
has been purchased), building and site design and planning approval. Time requirements 
for planning approval can vary greatly depending on the complexity of the development 
being proposed, whether is complies with planning schemes and whether the community 
opposes the development. Users should make their own enquiries as this will be highly 
dependent on the municipality. A suggested period of 18 months maybe needed for initial 
design and planning. Users should make their own adjustments based on specific project 
situation.

Preconstruction and 
presales (land holding 
period)

12 months

The developer will undertake pre-sales for apartment developments. In most cases, 
tendering for the construction works, and funding for the construction phase is often 
conditional on pre-sales. Users should make their own enquiries as this will be highly 
dependent  on market conditions, tendering approaches and other factors. A suggested 
starting point is a period of 12 months maybe needed for preconstruction and presales. 
Users should make their own adjustments based on specific project situation.

Construction (land 
holding period and 
construction finance 
period)

18 months

Construction starts when a contract with a building contractor is signed and finance is 
approved and is finished at practical completion. Users should make their own enquiries 
as this will be highly dependent on the type of project, its construction, it complexity. A 
suggested period of 18 months for construction activities as a starting point. Users should 
make their own adjustments based on specific project situation.

Settlement 6 months

Settlement activities ensure that all the procedures, contracts, collection of monies, 
purchaser inspection, valuations are completed, payment of contractors and loans and the 
finalising of the project.  Settlement periods, and developers approach to settlement vary 
significantly across the industry, a suggested time period of 6 months has been used. Users 
should make their own adjustments based on specific project situation.
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AFFORDABLE HOUSING CONTRIBUTIONS AND INCENTIVES 
Contributions Default Unit Definition / Acronyms

Affordable housing units 0% of total dwellings

This figure relates to the proportion of total dwellings (and bedroom types) in the 
development that are sold to a third party (usually a community housing provider) and to 
be rented at a below-market rate. For example, setting this figure to 20% in a 50-dwelling 
development would generate 10 affordable dwellings, which in other words represents 
20% of 1-bedroom, 20% of 2-bedroom and 20% of 3-bedroom units. The number of units 
will be rounded up to the nearest whole number. 

Discount on market sales 
price 

0% discount on 
market price

This figure relates to the price at which the affordable unit is sold to a third party (usually 
a community housing provider). A 100% discount would mean the dwelling was ‘gifted’ at 
no cost to a housing provider. A discount of 20% would mean the dwelling was sold at 80% 
of the market sales rate. This figure has an important impact because it involves trade-offs. 
Most housing providers cannot afford to buy an apartment that is only discounted by 20%. 
However, the deeper the discount provided on each dwelling, the fewer dwellings will be 
delivered. 

Incentives and Subsidies Default Unit Definition / Acronyms

Density Bonus/ Floor 
area uplift 0% of total dwellings

A density bonus is an incentive-based tool that permits a developer to increase the 
maximum allowable development on a site in exchange for either funds or in-kind support 
for specified public policy goals like the provision of affordable housing. This increase may 
be measured in dwelling units per acre, floor area ratios or height. Typically, programs 
allow increases of between 10 percent and 20 percent over baseline permitted density in 
exchange for the provision of affordable housing. The model uses percentage increase in 
terms of total unit count. For example, a 20% density bonus in a 50-dwelling development 
would result a 60-dwelling development. Again units are rounded up, and if an affordable 
housing contribution is ticked, this will calculate the percentage of units based off the total 
number of the apartments. This is also applied to the car parks.

Planning process 
reduction 

0% of timescale 
reduction in design 
and planning stage

In certain cases, the responsible authority can reduce the expected time required to 
grant planning approvals. This may involve committing extra resources to a specific 
project to reduce administrative delays. Faster processing reduces risk and financing 
costs and allows developers to bring projects to market faster. However, in practice, it 
does not always translate into meaningful time savings for developers. Planning may 
also be expedited by waiving appeal rights for certain developments. In the model, a 50% 
reduction means a project that originally requires 18-months for “design and planning” 
would receive expediated planning approval, which reduces “design and planning” 
timescale into 9 months.

Car park reduction 

0% of car park 
reduction after 

considering density 
bonus

A planning authority can choose to reduce car parking requirements as an incentive to 
encourage affordable housing. This waiver can decrease construction costs, particularly 
if underground parking was required. In the model, the percentage of car park reduction 
is calculated after considering any potential density bonus that maybe offered to the 
developer. For example, after considering any density bonus, a 60-dwelling development 
will require 82 carspace based on “dwelling characteristics” assumptions. However, a 15% 
reduction on car park requirement will result 70 carspace to be constructed.

Government land 
incentives

0% of land cost 
reduction

In some cases, a land owner may choose to sell or lease their land at a discounted price 
to reflect the social benefit of providing affordable housing. The land owner may be a 
philanthropic organisation, religious group or a government department. The model 
assumes a direct percentage reduction of the total land cost. 

Land tax reduction 0% of land tax 
reduction Percentage reduction of land tax payable during the total development period.

Annual council rate 
reduction

0% of annual council 
rate reduction Percentage reduction of annual council rate payable during the total development period.

Cheaper finance 0% point of interest 
rate reduction

Access to cheaper finance can reduce costs for a developer or land owner. Some financiers 
will offer concessional rates in return for a social or environmental benefit. The model 
assumes a direct percentage point reduction of annual interest rate. For example, 2 
percent-point reduction of a 12% interest rate would result cheaper finance at 10% per 
annum. 

Cash contribution per 
dwelling $0/dwelling

Governments, philanthropic organisations or private companies may choose to provide a 
cash contribution to encourage affordable housing. This may take the form of competitive 
funding rounds or tax rebates. This be calculated as a ‘per dwelling’. 

Cash contribution per 
development $0

Governments, philanthropic organisations or private companies may choose to provide a 
cash contribution to encourage affordable housing. This may take the form of competitive 
funding rounds, a one-off grant or donation or tax rebates. This be calculated as a ‘per 
development’ figure. 
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SOCIAL BENEFITS
Default Unit Definition / Acronyms

Estimated income band 
of affordable units

Very Low Income 
(50% of Area median 

Income)

The estimated income band for households to be eligible for applying various affordable 
dwelling types is adjustable. For example, the income band for one-bedroom affordable 
housing catered to individuals and the income band for three-bedroom affordable housing 
catered to families could be different with project-specific parameters. The model assumes 
households of very low-income band (50% of area median income) are the target residents 
of the affordable housing units.

Anticipated market rate 
rent

See preset 
assumptions

The market rate rents are estimated based on dwelling types and their respective 
median weekly rent in the proposed site’s suburb. Please refer to the pre-set market rate 
assumptions for buildings of different storeys located in different areas of Melbourne for an 
overall indication.

Years affordable 0 years The number of years the affordable dwellings will remain affordable. 

Discount rate 0% The discount rate is used to measure the annual present value of future benefits of a public 
investment. Based on industry estimates, it is usually about 3% to 4%.
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Website Preset  
Assumptions

COST PER SQUARE METRE APARTMENT ESTIMATE, 2018
Inner City & Suburbs Middle Suburbs Outer Suburbs

Townhouse 1,200 1,200 1,200

Apartment 2 – 4 Storey 4,000 4,000 4,000

Apartment 4 – 10 Storey 4,000 4,000 4,000

Apartment 11 – 15 Storey 4,000 4,000 4,000

Apartment 16+ Storey 3,000 3,000 3,000

COST PER CAR SPACE ESTIMATE, 2018
Inner City & Suburbs Middle Suburbs Outer Suburbs

Townhouse 20,000 20,000 20,000

Apartment 2 – 4 Storey 20,000 20,000 20,000

Apartment 4 – 10 Storey 50,000 50,000 50,000

Apartment 11 – 15 Storey 50,000 50,000 50,000

Apartment 16+ Storey 50,000 50,000 50,000

ANTICIPATED MARKET RENT, INNER CITY AND SUBURB, 2018
One-Bedroom Two-Bedroom Three-Bedroom

Townhouse 450 615 858

Apartment 2 – 4 Storey 450 640 800

Apartment 4 – 10 Storey 450 640 800

Apartment 11 – 15 Storey 460 615 878

Apartment 16+ Storey 460 615 878

ANTICIPATED MARKET RENT, MIDDLE SUBURB, 2018
One-Bedroom Two-Bedroom Three-Bedroom

Townhouse 380 569 750

Apartment 2 – 4 Storey 380 515 725

Apartment 4 – 10 Storey 380 515 725

Apartment 11 – 15 Storey 380 515 725

Apartment 16+ Storey 380 515 725

ANTICIPATED MARKET RENT, OUTER SUBURB, 2018
One-Bedroom Two-Bedroom Three-Bedroom

Townhouse 350 520 728

Apartment 2 – 4 Storey 350 465 720

Apartment 4 – 10 Storey 350 465 720

Apartment 11 – 15 Storey 350 465 720

Apartment 16+ Storey 350 465 720
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