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1. Executive Summary

Australia's housing market faces a critical juncture, characterised by a significant demand-supply
imbalance and an escalating rental affordability crisis. National vacancy rates remain near
historic lows (1.6% March 2025) !, while rents have surged 38.4% since March 2020 !, placing



immense pressure on tenants. The Build-to-Rent (BTR) sector, though nascent (representing
<0.6% of housing stock *), presents a scalable, institutional solution to augment rental supply.

Vacancy Rates - January 2025

Jan 2024 Jan 2024 Dec 2024 Dec 2024 Jan 2025 Jan 2025
Vacancies Vacancy Rate Vacancies Vacancy Rate Vacancies Vacancy Rate

Sydney 9,114 1.3% 15,263 2.1% 10,151 1.4%
Melbourne 5,859 1.1% 11,775 2.2% 8,047 1.5%
Brisbane 3,327 1.0% 4274 1.2% 2,877 0.8%
Perth 775 0.4% 1,349 0.7% 803 0.4%
Adelaide 783 0.5% 1,258 0.8% 754 0.5%
Canberra 1,061 1.7% 1,276 2.1% 779 1.3%
Darwin 445 1.7% 441 1.7% 281 1.1%
Hobart 278 1.0% 164 0.6% 95 0.3%
National 32,108 1.1% 47.336 1.6% 31,822 1.0%

Demographic shifts towards smaller households and strong post-pandemic migration underpin
robust demand.* Recent federal and state policy reforms, including Managed Investment Trust
(MIT) withholding tax concessions (reduced to 15% ©) and state land tax discounts 7, aim to
incentivise investment, targeting institutional Internal Rates of Return (IRR) potentially in the 6-
8% (ungeared) range upon stabilisation.'! However, policy complexities, particularly around
Goods and Services Tax (GST) treatment and layered affordable housing mandates (typically
10% federally '?), persist. Sydney, despite lagging Melbourne initially, is emerging as a key BTR
focus, driven by acute housing stress but challenged by high land and construction costs.'* A
compelling thesis is emerging around the conversion of underutilised office and hotel assets to
BTR, offering potential embodied carbon savings 7 and faster delivery pathways, albeit with
significant feasibility hurdles.'® Key risks include interest rate volatility impacting funding costs
and cap rates, persistent construction cost inflation 2, planning delays !, and evolving ESG
compliance demands.?! Actionable priorities involve advocating for further policy clarity
(especially GST), streamlining planning approvals, and for investors, focusing on well-located
projects with strong demographic drivers and exploring strategic conversion opportunities with
rigorous due diligence.

2. Why BTR, Why Now?

The emergence and acceleration of the Build-to-Rent (BTR) sector in Australia is underpinned
by a confluence of powerful, long-term structural factors and acute near-term market pressures.
Demographic shifts are fundamentally reshaping housing demand, while a severe rental
affordability crisis underscores the urgent need for new supply models. Concurrently, post-
pandemic lifestyle changes are influencing tenant preferences in ways that align well with the
BTR offering, and institutional capital is increasingly seeking the defensive, inflation-linked
income streams that residential assets can provide.



Combined Weekly Rents by Australian Cities (Feb 2025)
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2.1 Demographic Tailwinds

Australia's population trajectory and evolving household structures provide a fundamental
demand base for BTR. The national population is projected to expand significantly, reaching 34
million people by 2046, up from 26 million in 2021.* This sheer growth necessitates a substantial
increase in housing stock.

More pertinent to the BTR model, however, is the changing composition of Australian
households. The long-term trend of declining average household size, falling from 4.5 people in
1911 to around 2.5 people currently 2°, means that more dwellings are required per capita to
house the growing population. While recent data suggests a potential slight uptick in household
size, this may be a temporary response to extreme affordability pressures forcing individuals into
shared accommodation rather than a reversal of the long-term trend.'

Projections indicate a continuation of this fragmentation. The total number of households is
forecast to rise from 10.0 million in 2021 to between 13.3 and 13.9 million by 2046.* Within this
growth, specific household types relevant to BTR are expanding rapidly. Lone person
households are projected to increase from 2.6 million (26% of households in 2021) to between
3.4 and 4.0 million (26-28% of households) by 2046.* Group households are also projected to
increase, making up 4-5% of all households by 2046.*

Family structures are also evolving. While family households will remain dominant (68-70% in
2046), the proportion of couples with children is projected to decline slightly (from 44% of
families in 2021 to 42-43% in 2046), while couples without children remain stable (around
39%).*
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Notably, male lone parent families are projected to be the fastest-growing family type.* The
combination of overall population growth and these structural shifts towards smaller, non-
traditional household units (lone persons, group households, couples without children, single
parents) creates a powerful multiplier effect on housing demand. These demographic segments
often align well with the typical BTR offering of studio, one, and two-bedroom apartments
located in accessible urban areas, underpinning a deep and growing pool of potential BTR
tenants.

2.2 Rental Affordability Crisis

The demographic demand is colliding with an acute and worsening rental affordability crisis
across Australia, making the case for new rental supply models like BTR increasingly urgent.
Rents have escalated dramatically in recent years. Nationally, rents surged by 38.4% between
March 2020 and March 2025, adding an average of $182 per week to rental costs.! As of April
2024, the national median market rent reached a record $627 per week 2°, with PropTrack data
indicating a further rise to $630 per week by March 2025.2” Sydney consistently ranks as the
most expensive capital city, with a median weekly rent of $781 reported in March 2025.!

This rapid rental inflation far outpaces wage growth 2%, pushing an increasing number of
households into housing stress. Housing stress is typically defined as lower-income households



(usually the bottom 40% of the income distribution) spending more than 30% of their gross
income on housing costs.?’ Data from 2019-20 showed 16.2% of all households spending over
30% of income on housing (10.5% spending 30-50%, 5.7% spending >50%).’" The situation was
particularly severe for low-income private renters, with 58% experiencing housing stress.*’ More
recent analyses confirm the situation has deteriorated further, with reports citing worsening stress
levels across Sydney and NSW.** A Suburbtrends analysis in August 2024 found 67% of

Statistical Area 2 (SA2) regions in NSW were experiencing 'extreme rental pain'.>

Rent-to-Income Ratio by City (2025 Estimate)
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The crisis is fundamentally one of supply failing to keep pace with demand. The federal
government explicitly attributes the affordability crisis to an undersupply of housing.?® National
vacancy rates remain critically low, tightening to 1.6% in March 2025, down from 2.0% in
December 2024 and only marginally above the record low of 1.5%.' Rental listings were
reportedly 22% below the long-term average for that time of year.! Dwelling completions have
lagged government targets (such as the National Housing Accord's goal of 1.2 million new
homes over five years '?) and underlying demand.® This severe imbalance creates a challenging
environment for renters but provides strong pricing power for landlords, including BTR
operators. The ability to potentially achieve higher rents and maintain high occupancy due to
limited alternatives significantly enhances the revenue potential and investment attractiveness of
bringing new, professionally managed BTR supply to the market. While affordability constraints
will eventually moderate rental growth 2, the underlying supply-demand dynamic strongly
supports the BTR investment case in the current climate.



2.3 Post-COVID Lifestyle Shifts

The COVID-19 pandemic and its aftermath have catalysed shifts in lifestyle and housing
preferences that further bolster the appeal of the BTR model. The initial phase saw a "flight to
space", favouring houses over units and driving significant price growth in regional areas as
lockdowns and remote work took hold.”® However, as affordability pressures intensify and
workers return to offices, at least partially, demand is shifting back towards more affordable
typologies like units > and potentially larger shared BTR apartments as households seek to
manage costs.'

The widespread adoption of hybrid working models (WFH) has fundamentally changed how
people view their homes.* Increased time spent at home elevates the importance of dwelling
quality, space for work, and access to reliable digital connectivity.>” BTR developments are well-
positioned to cater to this, often incorporating co-working spaces, lounges, and high-speed
internet infrastructure as part of their amenity offering.*”

Beyond functional needs, the pandemic experience also heightened awareness of community,
wellbeing, and convenience. BTR operators often focus explicitly on fostering a sense of
community through curated events, shared amenity spaces (such as gyms, pools, rooftop terraces,
cinemas, dining rooms), and dedicated on-site management providing hotel-like services
(concierge, parcel management, maintenance).’” This focus on resident experience and lifestyle,
often facilitated through resident apps and digital platforms °, contrasts sharply with the often-
impersonal experience in the traditional private rental market dominated by individual landlords.

Furthermore, the uncertainty of the pandemic period may have increased the value renters place
on housing security. BTR typically offers longer lease terms (e.g., 5-year offers mandated for
federal concessions ®, with tenant options for shorter terms) compared to the standard 6- or 12-
month leases common in the private market, providing greater stability for tenants.'* The
combination of high-quality design, tailored amenities supporting hybrid work and lifestyle
needs, professional management, and enhanced tenure security aligns BTR strongly with
evolving post-COVID consumer preferences. This allows BTR operators to potentially attract
and retain a 'stickier' tenant base, including those willing to pay a rental premium (often cited at
10-25% '%) for the enhanced convenience, flexibility, and overall living experience.

2.4 Institutional Hunt for Defensive Yield

Alongside demand-side drivers, the BTR sector's growth is being fuelled by strong appetite from
institutional investors seeking defensive, income-generating assets. Real estate, particularly
residential, is often viewed as a defensive asset class due to the non-discretionary nature of
housing demand and its potential to act as an inflation hedge.*” BTR offers the ability to adjust
rental income streams more frequently than commercial leases, providing responsiveness to
inflationary environments.*’ The sector can also exhibit counter-cyclical characteristics; during



economic downturns, demand for rental housing may increase as homeownership becomes less
attainable, as observed during the Global Financial Crisis in the US.*’

Reflecting these characteristics, institutional investor surveys increasingly rank "beds" (living
sectors including BTR, student accommodation, aged care) alongside "sheds"
(industrial/logistics) as preferred investment targets.* Significant capital, particularly from
global institutional investors with established experience in overseas multifamily markets (US,
UK), has been allocated to Australian BTR.?! Major players like Greystar, Sentinel, Oxford
Properties, Hines, Cadillac Fairview, Mitsubishi Estate Asia, and pension funds like OTPP have
made substantial commitments, often partnering with local developers or establishing dedicated
platforms. '

Australia's residential sector remains relatively under-invested by domestic institutions compared
to global benchmarks.*? While large superannuation funds have historically focused on
traditional commercial property, there is growing interest and early-stage investment in BTR
(e.g., Aware Super *, AustralianSuper/Hesta via Super Housing Partnerships *). This represents
a substantial pool of domestic capital that could flow into the sector as it matures, provides more
operational data, and achieves greater scale.’”

Investor appetite is further supported by expectations of future yield compression (cap rate
tightening) as the BTR sector matures, liquidity improves, and potentially as interest rates ease
from cyclical peaks.”> CBRE, for instance, forecasts long-term cap rate tightening of 60-100
basis points across various asset classes, including residential.** This potential for capital growth,
combined with stable, inflation-linked income streams, makes BTR an increasingly compelling
proposition for institutional investors seeking long-term, defensive returns in the current
economic climate. The structural under-allocation by domestic funds suggests significant latent
demand for stabilised BTR assets once the sector gains further track record and policy settings
become fully clarified.

3. Regulatory & Policy Landscape

The regulatory and policy environment is a critical determinant of the BTR sector's growth
trajectory in Australia. Governments at both federal and state levels have recognised BTR's
potential to contribute to housing supply and have introduced specific measures to encourage
investment. However, the landscape remains complex, with ongoing evolution and interaction
between different tiers of government policy, particularly concerning taxation, foreign
investment, planning controls, and affordable housing requirements.

3.1 Managed Investment Trust (MIT) Tax Concessions

A cornerstone of federal support for BTR has been the adjustment of tax settings for Managed
Investment Trusts (MITs), aiming to level the playing field between BTR and other institutional



property asset classes. Legislation passed in December 2024 introduced two key concessions for

eligible 'Active BTR Developments
1.

1 6.

Reduced MIT Withholding Tax: The final withholding tax rate applicable to fund
payments (distributions) made by MITs to eligible foreign investors (from countries with
effective information exchange agreements with Australia) was reduced from 30% to 15%.
Initial proposals suggested this concessional rate would apply for a 15-year compliance
period.® However, the final legislation allows the 15% rate to continue beyond 15 years
provided the development continues to meet the eligibility criteria.*> Importantly, the
concession applies to both rental income and capital gains derived from the BTR asset or
membership interests in the holding entity *°, addressing earlier concerns about the
exclusion of capital gains.’ The legislation also clarified that the concession can apply
through tiered trust structures.*

Accelerated Capital Works Deduction: The depreciation rate for capital works
(construction costs) for eligible new BTR projects was increased from 2.5% per annum to
4% per annum.® This effectively shortens the depreciation period from 40 years to 25 years
?, improving early-year cash flows for developers. This measure applies only to projects
where construction commenced after 7:30 pm AEST on 9 May 2023.%

6

Eligibility Criteria: To qualify for these federal concessions, a project must meet several
conditions *:

Contain at least 50 residential dwellings available for rent to the general public.

Be held under single ownership (by a single entity, potentially including multiple entities in
a unified structure like a stapled group) for a continuous period of at least 15 years. The
development can be sold to another single entity during this period without losing
eligibility, provided the new owner meets the criteria for the remainder of the term.

Offer lease terms of at least five years (an increase from the initially proposed three years ),
although tenants can request shorter terms.

Include at least 10% of dwellings as 'affordable tenancies' (see Section 3.4).

For the 4% depreciation rate, construction must have commenced after 9 May 2023.
However, the 15% MIT rate is available to projects that commenced earlier, provided they
meet the other criteria.® This addresses concerns about penalising early movers.™

A 'BTR Misuse Tax' acts as a clawback mechanism if a development fails to meet these
conditions during the 15-year compliance period, aiming to recover the value of the tax benefits
received plus interest.®

Despite these positive changes, a key point of contention remains the treatment of Goods and
Services Tax (GST). Unlike build-to-sell (BTS) developments where developers can claim input
tax credits on construction costs, BTR developments are typically treated as input-taxed supplies
of residential rent, meaning GST on costs cannot be recovered.” This effectively increases
construction costs by approximately 10% for BTR relative to BTS, significantly impacting



feasibility and representing a major deviation from tax parity with other commercial asset
classes.”> Industry bodies continue to advocate for reforms to address this GST disparity.>”

Furthermore, while the 15% MIT rate brings BTR closer to parity, some argue for a lower rate
(e.g., 10%) specifically for projects incorporating affordable housing to offset the income
reduction associated with discounted rents.’> Modelling by EY for the Property Council
suggested the 10% affordable housing mandate could erode over half the financial benefit gained
from the reduction to a 15% MIT rate.>

The clarification that 'captive MITs' (trusts ultimately owned by a single widely-held investor
like a foreign pension fund) are eligible for the concessional rate was also a positive
development, removing ambiguity for large institutional investors.”® Overall, while the federal
tax concessions represent a significant step forward, the remaining GST impediment and the
complexities introduced by the affordable housing mandate mean the policy settings may still
fall short of fully optimising institutional investment flow into the sector compared to a scenario
achieving complete tax neutrality with other asset classes.

3.2 State BTR Land Tax Discounts

Complementing federal measures, several Australian states have introduced concessions on land
tax, a significant operating expense for large-scale property owners. These concessions typically
involve a percentage reduction in the taxable value of the land used for eligible BTR projects.
However, the specifics vary considerably between states ®:

e New South Wales (NSW): Offers a 50% reduction in the unimproved land value for land
tax calculations, applicable from the 2021 land tax year until 2040.” Eligibility requires
construction commencement after 1 July 2020, a minimum of 50 self-contained BTR
dwellings, management by a single entity, and compliance with a 10% specific labour hours
requirement during construction.” The concession applies once an Occupation Certificate is
issued. A clawback applies if the property is subdivided within 15 years.” Foreign investor
land tax surcharges can be exempted or refunded for eligible Australian-incorporated
entities.®

e Victoria (VIC): Provides a 50% land tax concession on the taxable land value for up to 30
years for eligible BTR developments where occupancy commenced between 1 January 2021
and 31 December 203 1.% Requirements include at least 50 self-contained dwellings, unified
ownership and single management entity, and offering tenants a minimum 3-year lease
term.® A full exemption from the Absentee Owner Surcharge (foreign land tax surcharge) is
also available for the same period.® Eligibility must be maintained for 15 years to secure the
full 30-year concession.®

¢ Queensland (QLD): Introduced a 50% discount on land tax payable for up to 20 years,
effective from 1 July 2023 for projects suitable for occupation between 1 July 2023 and 30
June 2030.% Eligibility mandates at least 50 self-contained dwellings used primarily for
residential purposes, and crucially, requires at least 10% of dwellings to be provided as



affordable housing at a discount of at least 25% below market rent to eligible tenants.® A
full exemption from the 2% foreign investor land tax surcharge is available for up to 20
years.’

e South Australia (SA): Announced a 50% reduction in land value for land tax purposes,
available from the 2023-24 financial year up to 2039-40.° This applies to eligible BTR
projects where construction commences on or after 1 July 2023.7> Specific eligibility criteria
beyond the commencement date were initially pending further regulation 7>, but are likely to
align with or reference federal requirements (e.g., 50 units, 10% affordable, 5-year lease
offer).®”

e Western Australia (WA): Legislated a 50% land tax exemption for eligible BTR
developments for up to 20 years, available from the 2023-24 assessment year.” Eligibility
requires at least 40 self-contained dwellings available for 3-year leases, ownership by the
same owner/group and management by a single entity, and completion between 12 May
2022 and 1 July 2032.° A 15-year clawback provision applies if eligibility criteria cease to
be met.’

This patchwork of state-based concessions, while undoubtedly improving BTR economics,
introduces significant complexity for developers and investors operating across multiple
jurisdictions. The variations in minimum unit thresholds (40 in WA vs 50 elsewhere), affordable
housing linkage (explicit in QLD, potentially SA via federal link, absent in others),
commencement and completion windows, foreign investor treatment (e.g., NSW's requirement
for Australian incorporation), and the duration of the concessions necessitate state-specific
feasibility modelling and compliance management. This fragmentation can increase
administrative overheads and potentially favour players with a strong focus on a single state or
those with sufficient scale to manage the diverse requirements nationally.

3.3 Foreign Investment Review Board (FIRB) Treatment

Australia's foreign investment framework generally aims to channel foreign capital into new
housing stock to increase supply, rather than into established dwellings.®’ This principle has
shaped the specific rules applying to BTR investments.

A significant recent development was the temporary ban on foreign persons purchasing
established residential dwellings, effective from 1 April 2025 to 31 March 2027.%° This measure
was introduced to reduce competition for existing homes faced by Australian buyers.®

Crucially, however, specific exceptions relevant to BTR were included *°:

e Established BTR Developments: Foreign persons are permitted to purchase existing,
operational BTR developments, provided the property continues to be operated as a BTR
asset meeting the eligibility criteria (minimum 50 dwellings, single ownership, offering 5-
year leases, minimum 10% affordable units). This requires FIRB approval.



o Redevelopment: Foreign persons can purchase established dwellings for redevelopment
only if the project will significantly increase Australia's housing stock, defined as adding at
least 20 additional dwellings to the site.®® This also requires FIRB approval and is subject to
conditions regarding vacancy, construction timelines (typically four years), and preventing
resale before completion.®’
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For investments in new BTR developments (i.e., acquiring land for development), the standard
rules apply, generally requiring FIRB approval for acquisitions of residential land.** Approvals
for vacant land are typically conditional on construction completion within four years.*

A further incentive is that application fees for foreign investment proposals relating to eligible
BTR developments (both new builds and acquisitions of established BTR assets) are charged at
the lower 'commercial land' rates rather than the significantly higher 'residential land' rates.®

The Australian Taxation Office (ATO) has also received additional funding to bolster its foreign
investment compliance team, signalling increased scrutiny of compliance with approval
conditions.®?

The explicit exemption allowing foreign acquisition of established BTR assets, running counter
to the general ban on purchasing existing homes, is a strong signal of government support for the
BTR sector's liquidity and institutional investment model. It provides developers with greater
confidence in exit strategies, knowing a pool of foreign institutional buyers remains accessible
for stabilised assets. This targeted policy, combined with concessional application fees, enhances
the relative attractiveness of BTR for foreign capital compared to other forms of established
residential investment.



3.4 Affordable Housing Mandates

A defining feature of the current BTR policy landscape is the integration of affordable housing
requirements, primarily linked to accessing federal tax concessions. To qualify as an 'Active
BTR Development' eligible for the 15% MIT rate and 4% depreciation, a project must dedicate at
least 10% of its dwellings as 'affordable dwellings' throughout the 15-year compliance period.®

The initial affordability standards, effective from 1 January 2025, define these affordable
dwellings based on two key criteria '*:

1. Rent Cap: Rent must be charged at 74.9% or less of the market rent for a comparable
dwelling (in terms of size and standard) within the same BTR development.

2. Tenant Income Eligibility: Tenants must meet specific household income limits,
determined as a percentage of annualised average weekly total earnings (AWOTE)
published by the ABS. As of the November 2023 AWOTE data ($1,958/week), the
indicative annual income limits were:

o Single adult: <120% of annualised AWOTE (~$122,179)

o Couple, no dependants: <130% (~$132,361)

o Family (one or more adults/dependants): <140% (~$142,542).%> Tenant eligibility must
be assessed initially and annually, requiring tenants to provide income evidence.®

Furthermore, the affordable dwelling mix must be representative, with at least one affordable
dwelling offered for each dwelling 'type' (based on size/amenities) available in the market-rate
component of the development.®

The government has indicated a 'second tranche' of affordability standards is forthcoming,
expected to include ':

e Mandatory involvement of registered Community Housing Providers (CHPs) in managing
the affordable dwellings. Finalised regulations now require engagement with an eligible
CHP.%

e Prohibitions on 'no-fault' eviction clauses in tenancy agreements for these units.

e Reserving a proportion of the affordable dwellings specifically for lower-income
households (potentially defined as rent being <30% of household income ©°). Finalised
regulations require at least 2% of total dwellings (within the 10% affordable component) to
be designated for lower-income households.®?

This federal mandate interacts with state and local affordable housing policies, creating potential
complexity.> For example, Queensland's land tax concession also requires 10% affordable units
(at >25% discount).® NSW planning policies offer density bonuses for incorporating affordable
housing (e.g., potentially 15% affordable for 30% FSR/height bonus %), and councils like City of
Sydney have their own contribution levies.*



While laudable in aiming to leverage BTR for social outcomes, this layering of mandates
presents challenges. Developers must navigate potentially differing definitions, rent calculations,
eligibility criteria, and reporting requirements across jurisdictions. The cumulative financial
impact of providing discounted rents, potentially exceeding the federal 10% minimum if
state/local rules apply, combined with the operational costs and complexities of managing
affordable tenancies (especially involving CHPs), can significantly erode project returns and
partially offset the benefits of the federal tax concessions.>”

3.5 ESG-Linked Incentives

Beyond affordable housing, policy incentives are increasingly linked to environmental
sustainability performance, reflecting the growing importance of Environmental, Social, and
Governance (ESG) factors in real estate investment.?!

A key federal incentive is the 'clean building' MIT withholding tax rate. Eligible MITs investing
in new or substantially renovated commercial or residential buildings that meet high energy
efficiency standards can access a concessional 10% withholding tax rate for foreign investors,
lower than the standard 15% BTR rate.®® Initially limited to office buildings and shopping
centres, this 10% rate was extended in the 2023 Budget to include data centres and warehouses,
effective from 1 July 2025 (for projects commencing construction after 9 May 2023).%
Crucially, the minimum energy efficiency requirement for this concession was raised to a 6-star
rating under either the Green Building Council of Australia's Green Star framework or the
National Australian Built Environment Rating System (NABERS).%° This sets a high bar for
environmental performance.

The Clean Energy Finance Corporation (CEFC) also plays a role in incentivising green
buildings. The CEFC invests alongside private capital in projects demonstrating strong
sustainability outcomes, potentially offering concessional finance or facilitating access to green
loans.>> Examples include investments in AXA IM Alts' affordable BTR strategy targeting high
energy efficiency 7 and a partnership with Goldman Sachs Alternatives requiring projects to
measure and mitigate whole-life carbon, including embodied carbon.®” The CEFC's $1 billion
Household Energy Upgrades Fund (HEUF) also aims to provide discounted finance via lenders
for energy efficiency upgrades in existing homes, including strata properties, potentially
benefiting BTR conversions or refurbishments.®®

These explicit links between tax benefits (10% MIT rate), access to finance (CEFC), and
achieving high environmental ratings (6-star NABERS/Green Star) create direct financial drivers
for BTR developers to exceed minimum building code requirements and pursue best-practice
sustainability. This aligns financial incentives with ESG goals, accelerating the adoption of green
building practices within the sector and responding to increasing investor and occupier demand
for sustainable assets.*’



4. National BTR Overview

Australia's BTR sector, while still nascent compared to mature markets like the US and UK, has
experienced rapid growth in recent years, driven by the factors outlined previously. A substantial
pipeline of projects is now progressing across the country, primarily concentrated in the eastern
seaboard capitals, and led by a mix of international specialists and increasingly active domestic
players.

4.1 Pipeline by State

National BTR Pipeline by State and Development Stage (Q1 2025)
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Tracking the national BTR pipeline reveals a sector gaining significant scale, although estimates
vary slightly depending on the data source and reporting period.

e Khnight Frank's Q4 2024 Update (reported Feb 2025 '#) identified a total national pipeline
(completed, under construction, and planned) approaching 60,000 units. This comprised
19,308 units completed or under construction since 2018, with approximately 8,900 actively
under construction at the time, and a further 20,000 units approved for development,
alongside 40,191 units in earlier planning stages.

e Franklin Street's Q1 2025 Review (reported Apr 2025 ?) tracked a slightly larger pipeline
of 65,575 units, representing a 26% year-on-year increase. They reported 10,276 units
operational at the start of 2025, with a further 5,928 forecast to complete during the year,
bringing the expected operational total to 16,204 units by end-2025.

e JLL's Q4 2024 data (reported ~Feb 2025 °%) counted 9,180 operational units (with 4,147
completed in 2024), 8,199 under construction (4,635 due in 2025), and 17,043 in the
approvals pipeline.

e Oxford Economics (Jan 2025 °%) estimated 14,000 completed units, 10,000 due in the next
18 months, and a total pipeline of 75,000 units.



Despite minor variations, the data consistently points to a rapidly expanding sector. The pipeline
is geographically concentrated, with Victoria historically leading, but NSW and Queensland

showing significant activity.

Table 4.1: National BTR Pipeline Summary (Units) - Indicative Q1 2025

State Operation Under Approved/ Planned/Pr Total State
al Constructi Permitted oposed Pipeline Share (%)
on (Total
Pipeline)

Victoria ~5,000+ ~5,000+ ~8,000+ ~14,000+ ~32,000+ ~40-50%
(VIC)
NSW ~1,500+ ~2,000+ ~5,000+ ~11,000+ ~19,500+ ~29-30%
Queensland ~1,500+ ~2,500+ ~4,000+ ~10,000+ ~18,000+ ~23-24%
(QLD)
WA ~500+ ~500+ ~500+ ~500+ ~2,000+ ~2-3%
SA <100 ~500+ ~500+ ~500+ ~1,600+ ~1-2%
ACT ~100+ ~500+ ~500+ ~600+ ~1,700+ ~2-3%
National ~10,300 ~11,600 ~18,500 ~26,600 ~67,000 100%
Total

Notes: Figures are indicative estimates synthesised from Franklin St (Q1 20253, Jan 2024 ),
Knight Frank (04 2024 '?), JLL (04 2024 °), Oxford Economics (Jan 2025 *°). Status definitions
may vary slightly between sources. Operational includes units completed by Q1 2025. U/C =

Under Construction. Approved/Permitted includes DA Approved/Permitted stages.

Planned/Proposed includes EOl/Announced/Planning stages. Totals may not sum perfectly due
to rounding and source variations. State Shares based on approximate mid-points of pipeline

estimates.

The data clearly shows Victoria's dominance, accounting for roughly half the national pipeline,
attributed to earlier policy support, land availability, and a more streamlined planning process



relative to Sydney.”* However, NSW is rapidly accelerating, overtaking Queensland in total
pipeline size according to Knight Frank's recent data.'* Queensland also has a substantial
pipeline, though concerns exist about the conversion rate of announced projects into construction
starts.®® The smaller states (WA, SA, ACT) have nascent BTR activity, often seeded by specific
projects or government initiatives.

The significant number of units currently under construction (~11,600) and approved/permitted
(~18,500) points towards a strong delivery phase over the next 2-3 years (2025-2027). However,
the large proportion of the pipeline still in earlier planning or proposed stages (~26,600 units, or
~40% of the total) highlights the sector's sensitivity to ongoing market conditions, feasibility
challenges (construction costs, interest rates), and policy certainty. A favourable environment
will be needed to convert this potential pipeline into delivered housing stock.

4.2 Operational Units & Projects Under Construction

As of early 2025, the number of operational BTR units in Australia stands at just over 10,000 °, a
figure that nearly doubled during 2024.° A further ~11,600 units are actively under
construction.” While this represents rapid growth from a low base, the scale remains modest in
the context of Australia's overall housing market. BTR accounts for less than 0.6% of total
housing stock * and around 0.2-0.4% of the rental market.’ This contrasts sharply with mature
markets like the UK (5.4% BTR share of residential value ®’) and the US (12% ©°). This low
penetration rate underscores the significant potential for future growth.%

Activity remains heavily concentrated in Melbourne, particularly in CBD-fringe locations.’
However, construction activity is accelerating notably in Sydney ' and Brisbane °°, although
Brisbane faces acute development challenges that may lag supply delivery in the short term.>°

4.3 Major Players

The Australian BTR landscape features a growing and diverse set of participants, spanning
international specialists, major domestic developers, institutional investors, and emerging
operators.

e International Specialists: Global players like Greystar '’ and Sentinel (operating locally as
Kinleaf) °° were early movers, leveraging their extensive overseas experience. They
continue to expand their pipelines, often backed by large offshore institutional capital (e.g.,
Sentinel/PGGM ¥, Greystar/Ivanhoé Cambridge 7). Hines, another global giant, entered via
acquisition with OTPP.>*

e Domestic Developers: Major listed developers like Mirvac (LIV brand) '° and Lendlease °°
have established significant BTR platforms, often through joint ventures with institutional
capital (e.g., Mirvac's $1.8bn venture with CEFC and Mitsubishi Estate Asia >°; Lendlease
partnerships with Daiwa House and Quadreal °®). Other developers like Frasers Property '°
and Pellicano “* are also active.



e Institutional Investors/Funds: Beyond backing developers, some institutions are directly
involved. Aware Real Estate (formerly Altis/Barings) has projects.*” Home Apartments,
backed by global institutional capital via GFM, is a dedicated BTR platform.’® Investa
partnered with Oxford Properties for the Indi BTR brand.”® AXA IM Alts is partnering with
St George Community Housing (SGCH) on an affordable BTR strategy backed by the
CEFC.”* Super Housing Partnerships (SHP) launched an affordable BTR fund with
AustralianSuper and Hesta.>®

e Emerging Operators: Specialist management platforms are appearing, such as Novus *°,
UKO #, and Essence Communities (linked to UniLodge).* Arklife (linked to ADCO)
developed assets subsequently sold to Hines/OTPP.>*

The scale of operations varies significantly. Franklin Street's January 2024 data indicated
average project sizes ranging from 575 units for Lendlease down to 113 units for Pellicano, with
Mirvac, Home, and Greystar typically developing projects in the 430-440 unit range.”

The initial dominance of foreign capital and expertise is gradually being balanced by increased
participation from major Australian developers and, more recently, domestic superannuation
funds (primarily via affordable housing initiatives). This diversification signals growing market
maturity and confidence. However, the pursuit of operational scale, crucial for efficiency in the
BTR model, may drive future consolidation among platforms, potentially through acquisitions of
operating assets or smaller platforms.”*

5. Sydney Spotlight

While Melbourne established itself as the early leader in Australia's BTR sector, Sydney is
rapidly gaining momentum and is poised to become a major focus for investors and developers
in 2025 and beyond.'* This shift is driven by the city's compelling, albeit challenging, market
dynamics, including strong population growth, severe housing affordability pressures, and
evolving policy support. However, Sydney also presents unique hurdles related to land
availability, construction costs, and planning complexity.

5.1 Macro Context

Sydney's macroeconomic and demographic fundamentals create a fertile ground for BTR
demand.

e Population Growth: As Australia's most populous city, Greater Sydney reached 5.56
million residents at June 2024.!%7 The city added 107,538 people in the preceding 12
months, a robust growth rate of 2.0%.'°” A key driver is net overseas migration, which
contributed a net gain of 120,886 people to the capital city region in 2023-24, although this
was partially offset by a net loss of 41,086 people due to internal migration to other parts of
Australia.'%®
Nelson grew 22% '°7), indicate significant expansion pressure.

High-growth corridors, particularly in the outer north-west (e.g., Box Hill -



Incomes: Greater Sydney boasts high household incomes, with a median of $2,077 per
week recorded in the 2021 Census.!?” This is significantly higher than the national median
(81,746 ') and reflects the concentration of high-value jobs in the city. While providing
capacity to pay higher rents, this average masks disparities, with specific areas like the City
of Sydney LGA showing even higher medians ($2,225 ''!) and a large proportion of very
high earners (>34% earning over $3,000/week ''2).

Housing Affordability & Stress: Despite high incomes, Sydney remains one of the world's
least affordable housing markets.** Housing stress is acute, particularly for renters. In 2021,
nearly half (49%) of very low-income renters, 38% of low-income renters, and 23% of
moderate-income renters in Greater Sydney were spending more than 30% of their income
on housing.** NSW consistently records the highest housing cost-to-income ratios nationally
for both mortgagors (17.0%) and private renters (22.2%) based on 2019-20 data *°, and
conditions have likely worsened since.**

Rental Market Conditions: The rental market is exceptionally tight. Median weekly rents
are the highest in the country, reaching $781 for dwellings in March 2025.! While the pace
of annual rental growth moderated from peaks in 2023/24, it remained positive at around
4% year-on-year to March 2025 2, still exceeding pre-COVID averages.? Quarterly growth
saw a resurgence in Q1 2025 (+1.4%).? Residential vacancy rates hover at crisis levels,
around 1.6% as of late 2024 / early 2025.?
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Office Market Context: In contrast to the tight residential market, the Sydney CBD office
market recorded a vacancy rate of 12.8% at the end of 2024 / start of 2025 !4, although this
is expected to have peaked due to slowing supply additions.!'* Sublease vacancy was lower
at 1.6%.''° This divergence highlights the potential for office-to-residential conversions.



This combination of strong population inflows, high income potential (supporting rent levels),
severe rental stress (indicating unmet demand), and critically low vacancy rates creates an
extremely strong underlying demand profile for new rental housing supply in Sydney. However,
the city's status as the most expensive land and construction market in Australia '° presents a
major feasibility challenge, creating a tension between market need and development viability.

Table 5.1: Sydney Key Macro Indicators (Latest Available)

Indicator Value Source & Date

Population Growth (Greater 2.0% ABS, Jun 2024 08

Sydney, YoY)

Median Household Income $2,077 / week ABS, 2021 Census '’
(Greater Sydney)

Median Dwelling Rent (Sydney) $781 / week CoreLogic, March 2025 2
Rental Growth (Sydney Dwelling, +3.8% CoreLogic, March 2025 2
YoY)

Residential Vacancy Rate 1.6% SQM Research, Sept 2024 4y
(Sydney) CoreLogic 2

Housing Stress (% Low-Income 38% (Low Income) NSW DCJ (via Shelter NSW),
Renters >30%) 2021 Census >°

CBD Office Vacancy Rate 12.8% PCA / CBRE, Jan/Q1 2025 '

5.2 BTR Stock & Pipeline

Reflecting the high barriers to entry but strong underlying demand, Sydney's BTR pipeline is
substantial and growing rapidly, though still smaller than Melbourne's in absolute terms.

e Scale: As of Q4 2024 / Q1 2025, estimates place Sydney's total BTR pipeline (operational,
U/C, approved, planned) at ~15,000 - 19,500 units.’ Knight Frank reported 15,089 units
(3,584 completed/U_C + 11,505 pipeline) 4, while Franklin Street estimated Sydney held



29% of the national 65,575 unit pipeline (~19,000 units).’ JLL data suggested a lower share

(~17% of pipeline).”?

e Status: While operational stock was initially limited (e.g., Mirvac's LIV Indigo *°), the
number of projects under construction and approved has accelerated significantly.!* Knight
Frank identified ~3,584 units completed or U/C and ~11,505 planned/approved as of Q4
2024.'* Franklin Street forecasts 14% of the 5,928 units completing nationally in 2025 will
be in NSW (~830 units).’

e Geographic Clustering: Sydney BTR development is concentrated in specific precincts:

o CBD & Fringe: Includes Investa/Oxford's operational Indi Sydney (234 units) above
Gadigal Metro station.'* Potential conversions of older office stock are also focused
here. High land values are a major constraint.

o Sydney Olympic Park (SOP): Home to Mirvac's operational LIV Indigo (316 units).”
Freecity Group has become a major landowner, acquiring multiple sites (3 Figtree Dr, 6
Herb Elliott Ave) with large-scale mixed-use BTR/student/affordable plans.''® SOP
benefits from master planning, significant parkland amenity, and the future Metro West
station ''?, positioning it as a key node within the Greater Parramatta to Olympic
Peninsula (GPOP) corridor.'"”

o Parramatta: Emerging as a significant BTR hub, leveraging its status as Sydney's
second CBD.'?! Projects include Home Apartments' development at 87 Church St

and Freecity's large-scale plans for ~900 BTR units on George St.!'* UKO also operates
121

103

in Parramatta.** Strong transport links and employment base are key attractors.
o Other Key Nodes: Development is occurring along transport corridors and in major

renewal precincts:

m  North Shore: North Sydney (Freecity conversion planned ''®), St Leonards (Home
planned '%%), Chatswood (Novus planned **), Top Ryde (UKO operational **).

m [nner West: Camperdown (Landcom essential worker project U/C %, UKO
operational *%), potentially leveraging Parramatta Road corridor renewal.'??
South Sydney: Zetland/Green Square (Greystar 190 units U/C #1).
West: Westmead (AXA IM Alts/SGCH 397 units U/C *7), Rouse Hill (Freecity
project mentioned ''%).

This clustering strategy targets areas with strong connectivity (existing or planned rail/Metro),
significant employment anchors (CBD, Parramatta, Macquarie Park, Westmead), or large-scale
regeneration providing land release opportunities and planned amenity (SOP, Green Square).

Table 5.2: Sydney BTR Pipeline Details (Selected Projects)



Project Developer / Est. Units Status Est. Notes Snippet
Name / Operator Completio ID(s)
Location n
LIV Indigo Mirvac 316 Operational 2020 Sydney 46

Olympic

Park
Indi Sydney | Investa/ 234 Operational 2024 CBD 104

Oxford (above
Properties Gadigal

Metro)
UKO UKO Varies Operational - Parramatta 44
Parramatta
Central
UKO UKO Varies Operational - Camperdo 44
Camperdow wn
n/ Urban
UKO Top UKO Varies Operational - Top Ryde 44
Ryde
888 Bourke Greystar 190 Under Early 2027 Zetland 41
Street Constructio

n

Home Home TBC Under - Parramatta 103
Parramatta Apartments Constructio
(87 Church (GFM) n
St)
Landcom Landcom 500 Under ~2028 200 units 106
Camperdow Constructio essential
n n worker

housing




AXA M AXA M 397 Under Late 2025 Westmead, 58
Alts / Alts / Constructio significant
SGCH Deicorp n affordable
Westmead component
Home St Home TBC Planned - St Leonards 103
Leonards Apartments
(GFM)
Home Home TBC Planned - Concord 103
Concord Apartments
(GFM)
Freecity Freecity Large Planned Starts SOP, 1138
SOP Group 20267 Mixed
(Figtree/He BTR/Stude
1b Elliott) nt/Affordab
le/Hotel/Of
fice/Retail
Freecity Freecity 387 Planned - North 1138
North Group Sydney,
Sydney Office
(153-157 conversion
Walker St) (part), plus
177-key
hotel
Freecity Freecity ~900 Planned - Parramatta, 118
Parramatta Group Office
(81-91 replacemen
George St) t, plus
commercial
/retail
Novus Novus 257 Planned - Chatswood 58
Chatswood (second
project)

Note: TBC = To Be Confirmed. Status and unit counts based on latest available public
information from cited sources.




5.3 Site Economics

The financial viability of BTR projects in Sydney is heavily influenced by the city's high cost
base for both land and construction, necessitating strong rental performance and efficient
operations.

Land Costs: Sydney consistently ranks as having the most expensive residential land in
Australia. Median greenfield lot prices reached $666,670 in 2024 15, significantly above
other capitals. While greenfield data is less relevant for typical infill BTR sites, it indicates
the general premium. Valuer General data showed Greater Sydney residential land values
increased 9.4% in the year to July 2024.'> Indicative land costs per buildable unit or per
square metre of Gross Floor Area (GFA) vary enormously by location, zoning, and site
specifics. For example, City of Sydney's affordable housing contribution calculations imply
underlying values exceeding $11,000/sqm TFA in some areas.*® A hypothetical BTR
feasibility suggested land cost might represent around 10% of the total cost per unit
(estimated at ~$650k total) '?%, but this proportion can fluctuate significantly. High land
costs remain a primary barrier to entry.'?’

Construction Costs: Sydney is also Australia's most expensive city for construction.'®
Indicative costs per square metre for multi-storey residential buildings range widely
depending on quality and complexity, but benchmarks suggest figures between $3,500/sqm
and $5,500+/sqm for medium-to-high rise apartments (excluding site works, high-end
finishes, etc.).?’ Turner & Townsend reported Sydney construction costs at US$3,017/sqm
(~AUD 4,600/sqm) in 2024.''7 A key challenge for BTR is the inability to claim GST input
tax credits on construction costs, unlike BTS projects, adding an effective 10% burden.>?
Construction costs have seen significant inflation post-pandemic %°, although the rate of
escalation may be stabilising.’

Gross-to-Net Leakage: Operating expenses (OPEX) significantly impact net returns. Key
OPEX items include council rates, land tax (even with concessions), insurance, repairs and
maintenance, utilities (common areas), on-site management and staffing, amenity upkeep,
and marketing. Benchmarks from overseas suggest OPEX can consume 25-30% of gross
rental income.!” Land tax remains a particularly significant impost in NSW, even with the
50% BTR concession.”” Vacancy and concessions (especially during lease-up ) further
reduce effective income. Efficient management is crucial to control this leakage.

Stabilised Yields & Cap Rates: Given high capital values (land + construction), initial net
operating income (NOI) yields for stabilised BTR assets in Sydney are expected to be
relatively tight, likely in the 3.5% to 4.5% range. This reflects a premium for asset quality
and location but is compressed by the high cost base. Target yields on cost (Stabilised NOI /
Total Development Cost) need to be higher, typically in the 4.75% to 5.25% range, to
provide an adequate development margin.'’ The spread between the yield on cost and the
expected exit cap rate (stabilised market yield) is a key feasibility metric. While direct BTR
cap rate evidence is still emerging in Sydney, comparisons are often drawn with prime
office or retail assets, or international multifamily benchmarks. A positive spread (yield on



cost > exit cap rate) is required to generate development profit. The spread between BTR
yields and traditional BTS apartment yields (often measured gross for individual investors,
e.g., 4.64% Sydney average '°") is less relevant than the comparison of overall project
returns (IRR vs development margin).

e Feasibility Equation: Achieving target institutional IRRs (often cited in the 6-8% ungeared
range for stabilised assets ') in Sydney's high-cost environment is challenging. It relies
heavily on achieving rental premiums, sustaining strong rental growth (driven by market
undersupply), minimising OPEX leakage through efficient management, and benefiting
from future cap rate compression upon stabilisation and exit.** Policy settings, particularly
land tax relief and MIT concessions, are critical inputs to the feasibility equation.

Table 5.3: Indicative Sydney BTR Site Economics Breakdown (Per Unit / Per m* GFA)

BTR vs BTS Site Economics Breakdown (Per Unit)
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Assumptions: Indicative mid-to-high rise BTR project in inner/middle ring Sydney. Costs and
returns are highly sensitive to specific location, project scale, quality, capital structure, and
market timing. GFA = Gross Floor Area.

5.4 Demand Metrics

Operational data from early Sydney BTR projects, supplemented by benchmarks from other
markets and related sectors, provides insights into tenant demand and asset performance.



BTR Operational Performance - Sydney Projects
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Note: Data is limited and based on publicly available disclosures. Rent data often reflects initial
asking rents. Retention data is particularly scarce for Sydney projects.

Effective Rents: While gross or asking rents—such as Sydney’s median of $781/week—are
often cited, effective rents, which account for incentives like rent-free periods during lease-up
phases, are the true revenue indicator. Build-to-Rent (BTR) projects typically achieve a 10-25%
rental premium. Stabilised BTR assets in Australia consistently demonstrate high occupancy
levels, often exceeding 95%. The lease-up velocity of new projects is also critical; although
Sydney-specific data is limited, strong results in Melbourne’s CBD fringe—averaging 30—40
units leased per week in 2024—indicate rapid absorption is possible in high-demand locations,
likely supported by early leasing incentives. Early data also shows that BTR projects attract a
diverse range of tenants. For instance, Mirvac’s LIV Indigo project (2020) reported a unit mix of
50% one-bedroom, 40% two-bedroom, and 10% three-bedroom apartments. A key advantage of
the BTR model lies in its potential for higher tenant retention, driven by longer lease options,
professional services, and strong community engagement. Although comprehensive Sydney
retention data is still emerging, Sentinel’s The Elements project in Perth recorded an impressive
71% retention rate. These strong initial operating metrics highlight the growing appeal of BTR in
undersupplied urban markets and support its long-term value proposition over traditional rental
models.



Tenant Retention Metrics: BTR vs Traditional Rental (Bubble Chart)
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5.5 Case Study: Mirvac LIV Indigo, Sydney Olympic Park

Location: 2D Figtree Drive, Sydney Olympic Park, NSW 2127. Situated in Sydney's middle-
ring, ~16km west of the CBD and ~8km east of Parramatta CBD. Benefits from proximity to
extensive parklands, sporting facilities, and the future Sydney Metro West station.*’

Project Description: Australia's first large-scale, operational BTR development by a major
listed group. Comprises 316 apartments across two towers, offering a mix of one (50%), two
(40%), three (10%), and four-bedroom units.*’ Designed exclusively for renters with a focus on
amenity and community. Features include a resident amenities floor ("The Deck') with co-
working spaces, meeting rooms, multimedia room, demonstration kitchen/bar, BBQ areas,
function space, gym/training studio, and outdoor terraces.*’ Sustainable initiatives include EV
charging, double glazing, solar panels, recycled water, and bike sharing.*® On-site management
and maintenance teams provide professional service.*®

Capital Stack: Developed and initially fully owned by Mirvac. In June 2023, Mirvac established
a $1.8bn BTR Venture, seeding it with LIV Indigo and LIV Munro (Melbourne), plus pipeline
assets. Cornerstone investors include the Clean Energy Finance Corporation (CEFC) and
Mitsubishi Estate Asia (MEA). Mirvac retained a 44% interest and provides investment,
property, development, and construction management services to the Venture.>> This structure
demonstrates a typical institutional BTR funding model: developer partners with long-term
institutional capital (often including impact/ESG-focused investors like CEFC).



Development Pro-forma (Illustrative - Based on Public Data & Benchmarks):

e Costs: While specific costs are confidential, typical TDC for such a project in Sydney
would likely be in the range of $180m - $250m+ ($570k - $800k+ per unit), considering
land acquisition (within SOPA precinct), high-quality construction, extensive amenities, and
finance costs during development (2019-2020 build period).

e Revenue: Initial asking rents (Sept 2020) were $535/wk (1 bed), $630/wk (2 bed),
$1,000/wk (3 bed).*® Gross Potential Rent likely ~$11-13m p.a. initially. Rents reported to
be ~30% above suburb median, reflecting premium offering.'*’ Strong rental growth
achieved since opening (7.4% net effective growth reported Yr to May 2023 '%%).

e Operating Expenses: Likely targeting 25-30% of EGI benchmark '°, covering
management, rates, utilities, amenities, R&M. Land tax concession (50% value reduction)
would apply.

e Net Operating Income (NOI): Estimated stabilised NOI likely in the $7.5m - $9.5m p.a.
range (based on estimated revenue and OPEX ratio).

e Yield: Initial yield on cost likely in the ~4.0% - 5.0% range. Stabilised market yield (cap
rate) likely tightened post-stabilisation and with market growth, potentially towards ~4.0%
or lower, reflecting prime asset quality and secure income stream.

Investment Return Analysis (Illustrative):

e Hold Period: Held by Mirvac initially, now part of a long-term institutional venture (10+
years typical).

e Exit Valuation: Based on a potential stabilised cap rate of ~4.0%, the asset value could be
notionally $190m - $240m-+.

e Return Metrics: Unlevered IRR likely targeted 6-8% over long term, potentially higher
given early success and market rent growth. Levered returns depend on Venture's debt
structure.

ESG Credentials: Incorporates solar panels, recycled water, EV charging, double glazing.*
Focus on community building and resident wellbeing through amenities and events. Mirvac has
broader corporate ESG targets. Specific Green Star/NABERS ratings for LIV Indigo not cited in
provided snippets but likely pursued given CEFC involvement in the Venture.

Exit Scenarios: Primary exit is long-term hold within the institutional Venture. Secondary
market sale to another institutional BTR investor is plausible given FIRB exemption for
established BTR.* Strata subdivision unlikely due to 15-year restriction under NSW policy '*
and institutional ownership model.

The LIV Indigo case study demonstrates the successful delivery and operation of large-scale

BTR in Sydney by a major player. It highlights the importance of location (transport, amenity),
quality design, extensive resident amenities, professional management, and securing long-term
institutional capital partners. Its strong occupancy and rental growth performance validates the



underlying demand for well-executed BTR product in the Sydney market, despite premium
pricing. The project's economics underscore the reliance on achieving rental premiums and
sustained growth to offset high development costs, and the critical role of supportive policy
settings like land tax concessions.

5.6 Policy Nuances (Sydney/NSW Specific)

Navigating the specific policy landscape in NSW is crucial for BTR development and investment
in Sydney.

e NSW Land Tax Discount: As detailed in Section 3.2, the 50% reduction in land value for
eligible BTR projects provides significant OPEX relief.” Key operational points include the
post-1 July 2020 commencement date, the 50-unit minimum, the single management entity
requirement, and the 10% specific labour hours rule during construction.” The long duration
(until 2040) offers considerable certainty. The restriction on foreign surcharge relief to
Australian-incorporated entities is a notable nuance for offshore investors.® The 15-year
subdivision clawback reinforces the long-term rental intention.”

e Housing SEPP (State Environmental Planning Policy): The Housing SEPP
(incorporating former BTR SEPP provisions) provides the primary planning framework.'**
It permits BTR development broadly where apartments are allowed and in key
commercial/mixed-use zones (B3, B4, B8, E2, MU1, SP5), facilitating site identification.'**
While applying council Height and Floor Space Ratio (FSR) controls, it allows for flexible
application of the detailed Apartment Design Guide (ADG) standards.'** This flexibility is
critical, acknowledging that BTR's focus on communal amenities may justify variations in
individual unit attributes compared to BTS standards. The SEPP mandates minimum car
parking rates but respects council maximums.'** The 15-year restriction on residential
subdivision (absolute ban in E2/SP5 zones) is a key feature defining BTR in NSW planning
law.!** The State Significant Development (SSD) pathway for projects exceeding $50m
Capital Investment Value ($30m outside Sydney LGA) aims to streamline approvals for
large projects 3%, though effectiveness depends on assessment efficiency.

e Affordable Housing Interfaces: NSW policies interact with the federal 10% affordable
mandate. The state government's direct initiatives, like the essential worker housing
program using surplus government land (e.g., Camperdown project '*°), demonstrate a
willingness to integrate BTR with specific social objectives. Furthermore, proposed
planning reforms offering significant density bonuses (30% FSR/height) for projects
including 15% affordable housing ** could create an alternative pathway for achieving
affordability targets, potentially separate from the federal concession requirements if
developers forgo those tax benefits. Developers must also navigate existing local council
affordable housing contribution schemes (e.g., City of Sydney levies *°), adding another
layer of complexity.



The NSW framework offers substantial support through land tax relief and planning pathways
designed for BTR. However, developers must carefully manage specific state requirements
(labour hours, Aus-incorp for foreign relief) and the interplay between federal, state, and local
affordable housing policies, alongside the significant constraint of the 15-year subdivision lock.

5.7 Sydney-Specific Risks

While benefiting from strong demand, BTR development in Sydney faces several heightened
risks compared to other markets or asset classes.

Infrastructure Bottlenecks & Delays: Sydney's geography and growth patterns place
immense strain on infrastructure. Delays or de-scoping of critical transport projects, such as
the Sydney Metro West line connecting the CBD to Parramatta and Westmead via Olympic
Park 2%, can significantly impact the accessibility assumptions underpinning BTR projects
in these growth corridors, potentially delaying value uplift or impacting tenant demand.
Construction Cost Inflation & Labour Shortages: Sydney consistently ranks as
Australia's most expensive construction market.'® While cost escalation may be moderating
nationally °, Sydney remains vulnerable to spikes driven by competition for labour and
materials from major infrastructure projects and a large residential pipeline. Union-
negotiated wage increases are also adding pressure.'*> Unforeseen cost blowouts pose a
major threat to BTR project feasibilities, which often operate on tight margins in Sydney.
Planning Approval Timelines & Complexity: Despite the SSD pathway for larger
projects ¥4, navigating Sydney's planning system can be protracted and complex,
particularly for large-scale or controversial developments, or those involving heritage or
significant site constraints.'*° Delays add significant holding costs and uncertainty,
impacting IRRs.?! The interaction between state SEPPs and local council controls can also
create ambiguity.

ESG Regulatory Tightening: NSW has relatively stringent environmental planning
controls (e.g., BASIX). There is a risk of future tightening of energy efficiency standards
(beyond current NABERS/Green Star benchmarks), water usage regulations, waste
management requirements, or the introduction of mandatory embodied carbon targets.'”
This could increase costs for new developments or necessitate expensive retrofits for
existing assets to maintain competitiveness or compliance.

Submarket Competition: As the Sydney BTR pipeline delivers more projects '4, specific
submarkets or precincts could experience heightened competition for tenants, particularly if
multiple large projects launch concurrently. This could potentially moderate achievable
rental premiums or slow lease-up velocity, especially if broader economic conditions soften.
Policy Uncertainty: While current state policies are generally supportive, future changes to
land tax concessions, planning rules (especially density bonuses or affordable housing
requirements), or federal settings (GST treatment remains unresolved) could materially
impact the economics of existing and future BTR projects.



These Sydney-specific risks necessitate a higher risk premium and more conservative
underwriting compared to potentially less complex markets. Successful navigation requires deep
local market knowledge, strong relationships with planning authorities and builders, robust
contingency planning, and careful site selection focusing on locations with resilient demand
drivers and committed infrastructure delivery.

6. Redevelopment & Conversions

Alongside ground-up development, the conversion of existing buildings — particularly
underperforming office and hotel assets — into BTR represents a significant and growing
opportunity within the Australian real estate landscape. This trend, often termed 'asset recycling'
or 'adaptive reuse', is driven by structural shifts in commercial property demand, the pressing
need for more housing, and increasing focus on sustainability outcomes.

Lifecycle Timeline of a BTR Conversion Project
Site Acquisition [3 mo
Feasibility & Planning 3 mo
Design & DA Approval r 12 mo
Construction & Conversion 12 mo
Lease-Up 12 mo
Stabilised Operations | 12 mo

Refinance / Exit| 6 mo

0 10 20 30 40 50 60
Months

6.1 Asset Recycling Rationale

Asset recycling, in this context, involves repurposing existing, often underutilised or obsolete,

real estate assets for a new, higher-value use — primarily converting commercial buildings into
residential BTR apartments.'*” The rationale is compelling, stemming from several converging
factors:

e Underperforming Commercial Assets: The post-COVID normalisation of hybrid work
models has led to structural shifts in office demand. Many organisations are consolidating
into smaller, higher-quality spaces, leading to rising vacancy rates, particularly in older B-
and C-grade office buildings.'® These buildings often struggle to compete with new
premium stock without significant, costly upgrades to meet modern tenant demands for
amenity, technology, and ESG credentials.'*’ Similarly, older or poorly located hotels may



face increased competition from new supply or changing travel patterns, impacting their
viability.'*! For owners of such assets, conversion offers an alternative to prolonged
vacancy, declining values, or costly demolition and rebuilding.'®

Acute Housing Shortage: Australia faces a well-documented housing supply crisis,
particularly in major cities like Sydney.! Converting existing structures offers a potentially
faster way to deliver new housing units compared to lengthy greenfield or brownfield
development processes, directly addressing the supply shortfall.!®

Sustainability Imperative: Adaptive reuse inherently offers significant environmental
benefits compared to demolition and new construction. By retaining the existing structure
and envelope, vast amounts of construction waste are avoided, and more importantly, the
significant 'embodied carbon' associated with producing new materials like concrete and
steel is saved.!” This aligns strongly with corporate ESG goals, investor mandates, and
government net-zero targets.'*®

Urban Revitalisation: Converting empty office towers in CBDs or commercial precincts
into residential buildings can help revitalise these areas, particularly outside business hours.
Introducing residents brings 24/7 activity, supports local retail and hospitality, and
contributes to the creation of more vibrant, resilient mixed-use neighbourhoods.'®
Potential Financial Upside: If an underperforming commercial asset can be acquired at a
discount reflecting its low occupancy or obsolescence, and conversion costs can be
managed effectively, the resulting BTR asset may achieve a higher stabilised value and
yield than the original use, creating value uplift for the developer/investor.'

The convergence of these factors — struggling commercial assets, desperate housing need, ESG
pressures, and urban planning goals — creates a powerful strategic case for exploring BTR
conversions. It presents an opportunity to align financial returns with positive social and

environmental outcomes, making it an attractive proposition for developers, investors, and

policymakers alike.

6.2 Feasibility Framework

Despite the compelling rationale, converting commercial buildings to residential BTR is complex

and not universally feasible. A rigorous assessment framework is required to identify suitable

candidates. Key feasibility factors include:

Location and Context: The building must be situated in a location suitable for residential
living, offering good access to transport, retail, schools, parks, and other amenities.'®
Converting an isolated office park is less viable than repurposing a well-located CBD or
fringe building within a walkable, mixed-use precinct.

Acquisition Cost: The purchase price of the existing building must be sufficiently below
the cost of acquiring a comparable vacant site to offset the complexities and potentially
higher costs of conversion versus new build.'?° Falling values for secondary office stock
may improve this equation.'*’



e Building Form and Structure:

o

o

Floor Plate Depth: This is often the most critical physical constraint. Ideal floor plates
are relatively shallow (maximum depth ~30m or 100ft from core to facade) to allow
natural light penetration into residential units.'® Deep office floor plates can result in
unviable unit layouts or require costly interventions like carving out atriums.'*®
Structural Grid: Column spacing must be adaptable to residential layouts without
excessive modification.'*

Ceiling Heights: Floor-to-floor heights need to accommodate residential service
requirements (plumbing, ventilation) while providing acceptable finished ceiling
heights.!*® Older offices sometimes have lower heights.

Load Capacity: Structural capacity must be sufficient for residential loads, which differ
from office loads.

e Facade and Envelope: Existing facades often require significant upgrades for thermal
performance (energy efficiency), natural ventilation (operable windows), and aesthetics
(balconies are desirable for residential).'® This can be a major cost component, especially if
heritage constraints apply.

e Building Services (MEP): Existing Mechanical, Electrical, and Plumbing systems are
rarely suitable for residential use and typically require complete replacement or major
reconfiguration to service individual apartments (individual metering, ventilation, plumbing
risers).'¢ Core layout (location of lifts, stairs, service risers) must be adaptable.'®

e Planning and Regulatory Hurdles:

o

o

o

o

Zoning: The underlying zoning must permit residential use, or a rezoning/change-of-use
application must be feasible.

Building Codes: Conversion triggers compliance with current Building Code of
Australia (BCA) requirements for residential buildings (Class 2), which differ
significantly from office standards (Class 5) regarding fire safety, acoustics,
accessibility, energy efficiency, etc. Upgrades can be substantial.

Heritage: 1f the building is heritage-listed, restrictions on alterations (especially to the
fagade) can significantly impact feasibility and design options.'*°

Approvals: Obtaining Development Approval (DA) for a change of use can be complex
and time-consuming, requiring detailed assessments (e.g., Heritage Impact Statements
136) and potentially facing community objections.'”

Only a fraction of existing commercial buildings will satisfy these stringent criteria. US studies
suggest perhaps only 30% of older office stock might be suitable candidates for conversion.'*’

Therefore, thorough technical and planning due diligence is paramount before committing to a

conversion project.

Table 6.1: Conversion Feasibility Checklist



Factor

Assessment Criteria
(Ideal)

Assessment Criteria
(Acceptable)

Assessment Criteria
(Challenging)

Location/Amenity Prime residential area, Good access to Isolated, poor transport,
high walkability, amenities, improving lack of local services
transport, retail precinct

Zoning/Planning Residential use Rezoning Rezoning
permitted as-of-right likely/supported by difficult/unsupported

policy

Building Structurally sound, Requires moderate Major structural issues,

Age/Condition well-maintained, repairs, manageable extensive remediation
minimal hazardous asbestos removal required
materials

Floor Plate <30m core-to-fagade, 30-40m depth, potential >40m depth, irregular

Depth/Shape regular shape for light wells shape, deep unusable

space

Ceiling Height (Floor- >3.5m 3.0m-3.5m <3.0m (difficult for

Floor) services)

Structural Compatible with Requires some Incompatible grid,

Grid/Capacity efficient apartment modification, minor major structural
layouts, adequate strengthening needed upgrades required
capacity

Facade Good condition, easily Requires significant Full replacement

Condition/Adaptabilit adaptable thermal upgrade, some needed, heritage

y (windows/balconies) modifications possible constraints limit

adaptation

Core Layout Efficient layout, Requires some Inefficient layout, major

(Lifts/Stairs) potential to reuse shafts reconfiguration core changes needed

for services




Services (MEP) Sufficient riser space, Requires significant Major constraints on
Capacity adaptable plant new risers/plant space integrating new services
locations
Heritage Status Not listed Listed, but allows Highly significant
internal adaptation listing, major external
constraints
Acquisition Cost Significant discount to Moderate discount Minimal discount,
replacement land cost approaches vacant land
value

6.3 Cost Metrics

Quantifying the costs and benefits of conversion versus new build is crucial for investment
decisions.

Conversion Costs (Strip-out + Re-fit): Estimating conversion costs is complex and site-
specific. International benchmarks vary widely. US figures range from USD $250-$650 per
square foot (approx. AUD $4,000 - $10,500 per square metre), depending on project
complexity.'*” An Australian Unity seniors living conversion in Melbourne cost
approximately $6,300/m?, slightly less than their estimated new build cost of $6,700/m? for
a similar facility.!*> However, other studies suggest refurbishments can sometimes be more
expensive than new builds, particularly if extensive structural or fagade work is needed.'*®
Costs for converting to co-living models might be 25-35% lower than traditional apartments
due to shared kitchens/amenities concentrating services.'*’ A reasonable indicative range for
a typical office-to-BTR conversion in Australia, excluding major structural work but
including new services and finishes, might be AUD $4,000 - $8,000 per square metre GFA.
This excludes the initial acquisition cost. Embodied Carbon Savings: This is a significant
advantage of adaptive reuse. By retaining the primary structure (foundations, columns,
floors) and potentially the envelope (fagade, roof), the large amount of embodied carbon
associated with manufacturing and transporting new structural materials (concrete, steel) is
avoided.!” Slattery estimates retaining the structure and envelope of an office building can
save 300-500 kgCO2e per square metre GFAcompared to an equivalent new build.!” This
represents saving approximately 74% of the upfront embodied carbon.!” Case studies like
Melbourne's Queen & Collins refurbishment demonstrate savings exceeding 22,000 tonnes
of CO2e for a large complex.!” As carbon pricing or mandatory reporting (including Scope
3 emissions like embodied carbon ') becomes more prevalent, these savings will translate
into tangible financial value. This aligns with circular economy principles prioritising reuse
and resource efficiency. Time-to-Stabilisation Differential: Conventional wisdom suggests



conversions should be faster to deliver than ground-up construction because the structure is
already in place. This could lead to earlier rental income and stabilisation. However, the
planning and approval phase for change-of-use can be significantly longer and more
complex than for a new build on appropriately zoned land."” A US study found that while
construction might be quicker, the extended planning phase meant conversions took, on
average, almost two months longer overall from inception to delivery compared to new
multifamily projects.!” Therefore, potential time savings are highly contingent on navigating
the approvals process efficiently and the technical simplicity of the conversion itself. Faster
delivery is not a guaranteed benefit. The financial viability of conversion hinges on a
favourable balance between the discounted acquisition cost of the existing asset and the
total cost of conversion, compared to the all-in cost of a new build. While direct cost
savings might be marginal or uncertain, the key advantages often lie in the value of the
embedded structure, the potential (though not guaranteed) for faster delivery if planning
aligns, and the increasingly important environmental benefit of significant embodied carbon
reduction.

Table 6.2: Indicative Conversion vs. New Build Cost & Carbon Comparison (Per m*> GFA)

Metric Office-to-BTR New Build BTR Notes
Conversion (Indicative)
(Indicative)
Total Construction $4,000-8,000+ $5,000-9,000+ Depends heavily on
Cost (AUD/m?) structure condition
Embodied Carbon 100300 (structure) 600-1,000+ (new  Retaining frame
(kgCOze/m?) build) saves ~74% carbon
Construction 12—18 months 18-30 months Excludes planning
Duration delays
Planning & Approval High (change-of-use) Moderate (new Risk of timeline
Complexity build) extension

Note: All figures are highly indicative and depend heavily on project specifics, location, quality,
and market conditions. GFA = Gross Floor Area.

6.4 Pipeline Tracker

Identifying and tracking conversion projects provides insight into market activity and trends.
While comprehensive public databases are limited, several notable projects involving office or
hotel conversions to residential (including BTR or similar models) have been announced or are
underway in major Australian cities.

Table 6.3: Notable Conversion Project Pipeline (Australia - Selected Examples)



Project City Origina Propos Develo Status Est. Notes Snippet
Name / 1 Use ed Use per / Units ID(s)
Addres Owner
s
Sydney
153-157 | Nth Office BTR Freecity | Planned 387 Acquire 1138
Walker Sydney (387 Group (BTR) d from
St units) + GPT

Hotel Wholes

(177 ale

keys) Office

Fund

81-91 Parrama | Office BTR Freecity | Planned ~900 Acquire 1138
George tta (~900 Group (BTR) d from
St/ 1 units) + GPT
Barrack Comme
Ln rcial/Re

tail
3 Syd Office Mixed Freecity Planned Large Acquire 1138
Figtree Olympi BTR/St Group d from
Dr/6 ¢ Pk udent/A GPT,
Herb ffordabl part of
Elliott e/Hotel/ SOP
Ave Office/ Masterp

Retail lan
Former Sydney Office Hotel Not Under N/A Exampl 126
Bank of CBD Specifie Convers e of
China d ion office
Buildin conversi
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41 York (though
St) not

BTR)




Greenla Sydney Office Residen Greenla Comple ~479 Exampl 126
nd CBD (orig) tial nd ted e of
Centre Apartm Group (2021) major
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Bathurst (BTS) reuse
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d steel
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e)
Melbou
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The Melbou Office Seniors Australi Comple ~160 Exampl 142
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The Aged Unity successf
Grace Care ul office
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St) data
availabl
e)
Multiple | Melb Office Residen Hypothe | Potentia 10k-12k Study 151
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e
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ld/new
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y

Note: This list is indicative and based on publicly reported projects mentioned in snippets. Status
and details may change. Some projects listed as 'residential’ may be BTS rather than BTR unless
specified.

The pipeline data, particularly Freecity Group's acquisitions in Sydney !'8, indicates active
interest from developers in pursuing office-to-BTR conversions at scale, targeting major
employment nodes like North Sydney, Parramatta, and Sydney Olympic Park. The Hassell study
in Melbourne highlights the theoretical potential, identifying numerous older office buildings
suitable for conversion.!>! However, the relative lack of publicly announced large-scale
conversion projects compared to new builds suggests feasibility challenges remain significant.

6.5 Capital Stack Patterns

Financing BTR conversions involves structuring capital stacks that reflect the specific risks and
opportunities of adaptive reuse. Common patterns include:

e Joint Ventures (JV) with Landowner/Building Owner: A common structure involves the
existing owner contributing the asset (land and building) into a JV with a specialist
developer or capital partner who funds and manages the conversion.'>> The original owner
may receive an upfront payment, retain equity, or participate in future profits via waterfall
distributions.'>? This allows the owner to unlock value without selling at a distressed price
and allows the developer to secure a site without a large upfront acquisition cost.

e Forward Funding by Institutional Investors: Similar to new build BTR, institutional
capital (particularly super funds or offshore groups) may forward fund the conversion
project.’! The developer undertakes the conversion work under an agreement, with the
institution taking ownership upon completion and stabilisation. This provides capital
certainty for the developer and allows the institution to acquire a BTR asset without taking
direct development risk. Super Housing Partnerships' model involving super funds is an
example of this approach for affordable BTR.°!

e Developer Balance Sheet / Private Equity: Some developers or private equity funds may
acquire suitable buildings outright using their own balance sheet or fund capital, undertake
the conversion, stabilise the asset, and then either hold long-term or sell to institutional
investors.!'®

e Green Finance Tranches: Given the strong ESG credentials of adaptive reuse (embodied
carbon savings), projects may specifically target green finance.®® This could involve
dedicated green loans from banks or non-bank lenders, potentially supported or incentivised
by organisations like the CEFC.*” Loan terms may be linked to achieving specific
sustainability targets (e.g., NABERS/Green Star ratings, embodied carbon reduction).



e Debt Structure: Senior debt is typically secured against the asset, with Loan-to-Value
(LVR) or Loan-to-Cost (LTC) ratios determined by lender risk appetite, sponsor strength,
and project specifics. Mezzanine debt or preferred equity may be used to bridge funding
gaps, albeit at a higher cost. Construction loans transition to stabilised investment loans
post-completion.

The optimal capital stack depends on the risk profile of the specific project, the developer's
capabilities, and the return requirements of equity partners. The unique risks of conversion (e.g.,
unforeseen site conditions, planning delays) may require higher contingency allowances and
potentially more conservative leverage compared to straightforward new builds.

6.6 ESG Angle

Adaptive reuse for BTR inherently aligns with multiple ESG objectives, making it an attractive
strategy for impact-focused investors and developers seeking strong sustainability credentials.

e Environmental (E):

o Whole-Life Carbon Reductions: The most significant environmental benefit is the
reduction in embodied carbon achieved by reusing the existing structure and envelope.'’
This directly addresses upfront emissions (Scope 3 for developers/investors '7), which
are increasingly scrutinised.'*® Minimising demolition waste also reduces landfill
impacts. Conversions provide a clear pathway to lower the whole-life carbon footprint
of delivering housing compared to new construction.'>?

o Circular Economy Principles: Adaptive reuse embodies circular economy principles
by extending the lifespan of existing assets, preserving the value of embedded
materials, and reducing the demand for virgin resources.'*’ It prioritises reuse and
refurbishment over demolition and replacement.

o Operational Efficiency: Conversions often involve upgrading building services and
insulation, leading to improved energy and water efficiency in operation, reducing
ongoing emissions and utility costs for tenants.*” Targeting high NABERS/Green Star
ratings is common.*’

e Social (S):

o Affordable Housing: Conversions can be specifically targeted to deliver affordable
housing, potentially leveraging government funding or incentives (e.g., NHIF CT grants
for conversion projects 7%, AXA IM Alts/CEFC strategy 7). Repurposing existing
buildings in accessible locations can provide affordable homes for key workers close to
employment hubs.®’

o Community Revitalisation: Bringing residents into formerly vacant commercial
buildings can reactivate streets, support local businesses, and enhance neighbourhood
vibrancy.'®



o Heritage Preservation: Adaptive reuse allows for the preservation and celebration of
heritage buildings, retaining cultural value while giving them a viable new economic
life.!3

e Governance (G):

o Stakeholder Engagement: Successful conversions often require collaboration between
developers, government (planning, heritage, housing agencies), financiers, and the
community.

o Transparency & Reporting: Projects targeting green finance or institutional ESG
capital require robust measurement and reporting of environmental and social impacts
(e.g., carbon savings, energy ratings, affordable unit provision).*’

The strong alignment with ESG principles enhances the attractiveness of conversion projects for
investors with specific impact mandates (like CEFC or certain super funds) and can potentially
command a 'green premium' in financing or valuation.

6.7 Case Study: Worked Example — Sydney CBD Office-to-BTR Conversion
(Hypothetical Example based on Benchmarks & Insights)

Asset: 30-storey, 25,000 m* GFA, 1990s B-Grade office tower in Sydney CBD (non-core
precinct). High vacancy (~40%), requires significant upgrade to compete for office tenants.
Acquired at a discount reflecting vacancy and obsolescence.

Conversion Plan: Convert to 350 BTR units (mix of studio, 1 & 2 beds). Retain existing
structure and core frame. Replace facade for thermal performance, operable windows, add
balconies where feasible. Complete strip-out and re-fit with new residential services (MEP),
apartment layouts, and finishes. Add resident amenities (lobby lounge, co-working, gym, rooftop
terrace) by repurposing lower floors/plant space. Target 5-star Green Star Buildings rating and
7.5-star average NatHERS rating. Include 10% affordable units (35 units) managed by a CHP
partner, meeting federal concession requirements.

Indicative Financials:

e Acquisition Cost: $100m ($4,000/m? GFA)

e Conversion Costs: $150m ($6,000/m? GFA - incl. facade, services, fit-out, fees,
contingency)

e Total Development Cost (TDC): $250m (~$714k per unit)
Stabilised Gross Rent: Assume avg. $800/wk/unit (blended market/affordable), ~$14.6m
p.a.

e Vacancy/Concessions: 5% -> Effective Gross Income (EGI) ~$13.9m p.a.

e Operating Expenses (OPEX): Assume 30% of EGI -> ~$4.2m p.a. (incl. land tax @ 50%
discount, management, R&M, amenities)

e Net Operating Income (NOI): ~§9.7m p.a.



e Yield on Cost (Stabilised): $9.7m / $250m = 3.88%

e Exit Valuation (Year 5): Assume NOI grows 3% p.a. to ~$11.2m. Assume exit cap rate
compresses to 4.0%. Value = $11.2m / 4.0% = $280m.

e Unlevered IRR (Simplified): Initial Outlay -$250m. Annual NOI ~$9.7m-$11.2m. Exit
Value $280m. Indicative IRR ~ 6.5 - 7.5%. (Requires detailed cash flow model for
accuracy). Levered IRR would depend on debt terms.

Scenario Analysis: BTR Project IRR Based on Rent Growth & Exit Cap Rate

2.0%

3.0%

4.0%

Annual Rent Growth

5.0%

6.0%

3.5% 4.0% 4.5% 5.0%
Exit Cap Rate

ESG Scorecard (Illustrative Summary):

e Environmental:
o Embodied Carbon: Significant savings vs new build (~400 kgCO2e/m? * 25,000 m? =
~10,000 tonnes CO2e saved).
o Operational Carbon: Targeting high NABERS/Green Star ratings, 100% renewable
energy procurement.
o Waste: High diversion rate from demolition/construction waste.
o Water: Water-efficient fixtures, potential greywater recycling.

e Social:
o Affordable Housing: 35 units (10%) provided at discounted rent for eligible tenants via
CHP partnership.

o Community: Activation of existing building, provision of needed housing, potential
local employment during operation.
o Tenant Wellbeing: High quality amenities, secure tenure options.
e Governance:



o

o

o

Compliance: Adherence to BTR regulations, affordable housing agreements.
Transparency: ESG reporting to investors/stakeholders.
Partnerships: Collaboration with CHP.

Conclusion: This hypothetical conversion demonstrates potential viability, achieving
institutional IRR targets predicated on successful execution, achieving rental targets, and
favourable exit assumptions (cap rate compression). The significant embodied carbon saving is a
key non-financial benefit. However, the relatively low yield on cost (3.88%) highlights the
sensitivity to cost overruns or revenue shortfalls. Accessing green finance and leveraging
state/federal concessions (land tax, MIT) would be critical to underpinning the investment case.

7. Financing & Capital Markets

The financing landscape for Australian BTR is evolving alongside the sector itself. Securing
appropriate and competitively priced capital through the development and stabilisation phases is
critical for project viability and attracting institutional investment.

e Senior Debt: Typically provided by major domestic and international banks, as well as
increasingly active non-bank lenders and credit funds.

o

Construction Loans: Cover the development phase. Loan amounts are based on Loan-
to-Cost (LTC) ratios, typically ranging from 55% to 70%, depending on sponsor
strength, project risk, location, and pre-commitment levels (though BTR doesn't rely on
pre-sales like BTS *?). Pricing includes a base rate (BBSY) plus a margin reflecting
risk. Rising interest rates have significantly increased financing costs, impacting
feasibility.'?” Lenders conduct thorough due diligence on the developer's track record,
construction contracts, and market assumptions.

Stabilised Investment Loans: Once the project is completed and leased up (stabilised),
construction debt is typically refinanced with longer-term investment finance. Loan
amounts are based on Loan-to-Value (LVR) ratios, typically 50% to 65%. Pricing is
usually tighter than construction loans, reflecting the lower risk profile of an income-
producing asset. Terms often range from 3 to 7 years.

e Mezzanine Finance: Provided by specialist debt funds or high-net-worth investors to
bridge the gap between senior debt and developer equity. Sits subordinate to senior debt but
senior to equity. Priced at a significant premium to senior debt (often low-to-mid teens
IRR), reflecting higher risk. Used to increase overall leverage but adds significantly to
financing costs.

e Equity: Provided by developers, institutional investors (super funds, sovereign wealth
funds, pension funds, insurance companies), private equity funds, and family offices.

o

Development Equity: Takes the highest risk during construction and lease-up. Targets
higher returns (typically 15%+ IRR).



o

Core Equity: Invests in stabilised, income-producing assets. Targets lower, more stable
returns (e.g., 6-8% unlevered IRR ). Often comes via JVs, funds, or direct
acquisitions.

e Financing Structures:

o

JVs: Common between developers and capital partners (landowners, institutions) to
share risk and capital requirements. '’

Funds: Dedicated BTR funds (closed-end or open-ended) pooling capital from multiple
investors (e.g., Mirvac BTR Venture 7, Greystar GAMV °7).

Club Deals: Smaller groups of investors collaborating on specific deals, increasingly
popular for foreign investors entering the market.'*

Forward Funding / Take-out: Institutions commit to purchase the asset upon
completion from the developer, de-risking the development phase.®

e Capital Market Trends:

o

Increased Non-Bank Lending: Growth in private credit provides alternative funding
sources, particularly for developers facing tighter bank lending criteria.>

Green Finance: Growing appetite for green loans linked to ESG performance,
potentially offering better terms or accessing dedicated capital pools (e.g., CEFC
involvement).%® Green bond issuance specifically for BTR is a potential future avenue.
REITs: While Australia has a mature REIT market, dedicated residential/BTR REITs
are currently limited compared to the US or Europe.>* Potential for existing diversified
REITs to increase BTR exposure or for new BTR-focused REITs to emerge as the
sector scales. Privatisation of existing REITs with BTR potential is also possible.>?
Institutional Allocation: Increasing allocation from global institutions is evident.*
Domestic super fund participation is growing but remains relatively low, representing
significant future potential.>® Clarity on policy (especially GST) and demonstrated track

record are key to unlocking more domestic capital.’!

The availability and cost of finance remain critical variables for BTR development. While

institutional equity appetite is strong, particularly from offshore, debt markets have tightened due

to rising rates. The growth of non-bank lending and green finance offers alternative avenues, but

overall project viability remains highly sensitive to financing costs and terms.

8. ESG Integration

Environmental, Social, and Governance (ESG) considerations are no longer peripheral but are
increasingly central to investment and development decisions within the Australian BTR sector.

Driven by investor mandates, regulatory pressures, tenant preferences, and a growing recognition
of long-term value implications, robust ESG integration is becoming standard practice.

e Environmental: Focuses on minimising environmental impact across the asset lifecycle.

o

Operational Energy Efficiency: Designing for high NABERS Energy ratings
(targeting 6-stars or higher for 'clean building' status ®) through efficient building



envelopes (insulation, glazing), optimised MEP systems, smart building controls, and
passive design strategies. Reduces operating costs and emissions.

Renewable Energy: On-site solar PV generation and procurement of off-site renewable
energy (aiming for 100% renewable power *’) are becoming common goals.
Electrification: Designing all-electric buildings (no natural gas) aligns with
decarbonisation pathways.*

Water Efficiency: High WELS-rated fixtures, rainwater harvesting, greywater
recycling.*

Embodied Carbon: Increasing focus on measuring and reducing embodied carbon
through material selection (low-carbon concrete, sustainable timber), design efficiency,
and particularly through adaptive reuse of existing structures.!”

Waste Management: Minimising construction waste and providing comprehensive
operational waste streams (recycling, organics).

Climate Resilience: Designing for physical climate risks (flooding, heatwaves, storms)
through site selection, building design, and material choices.®

Biodiversity: Incorporating green spaces, landscaping, and supporting local
ecosystems.

Certifications: Targeting third-party certifications like Green Star Buildings *° and
NatHERS “° to validate performance.

e Social: Focuses on impact on tenants, employees, and the wider community.

o

Affordable Housing: Integrating affordable housing components (e.g., 10% mandate
for federal concessions ') addresses housing stress and provides homes for key
workers.*” Partnerships with CHPs enhance social impact delivery.®

Tenant Wellbeing: Providing high-quality amenities (gyms, co-working, communal
spaces *Y), fostering community through events *, ensuring safety and security, offering
longer lease tenure *’, and promoting healthy building design (natural light, air quality).
Diversity & Inclusion: Promoting diversity in the workforce and supply chain,
ensuring accessibility for people with disabilities.

Community Engagement: Contributing positively to the local neighbourhood through
design integration, public realm improvements, or support for local initiatives.

e Governance: Focuses on corporate structures, ethics, transparency, and risk management.

o

Board Oversight: Strong governance structures overseeing ESG strategy and
performance.

Transparency & Reporting: Publicly disclosing ESG performance against recognised
frameworks (e.g., GRESB, TCFD, SASB *°) to investors and stakeholders.®

Risk Management: Integrating ESG risks (climate risk, social licence, regulatory
changes) into investment decisions and asset management.

Ethical Practices: Ensuring fair labour practices, responsible procurement, and anti-
corruption measures.



ESG Scorecard Approach: A scorecard provides a structured way to assess and report on ESG
performance. It typically involves defining key metrics across E, S, and G categories, setting
targets, measuring performance, and potentially assigning scores or ratings.

Table 8.1: Blank ESG Scorecard Template (Illustrative)

Rate

Category Metric / Unit Baseline / Actual Score / Notes
KPI Target Performan Rating
ce
ENVIRON
MENTAL
Operational stars / Target: 6
Energy MJ/m? stars
Intensity
(NABERS
Energy)
Renewable % Target: On-site
Energy Use 100% generation
(% of total) +
procuremen
t
Operational stars / Target: 5
Water kL/m? stars
Intensity
(NABERS
Water)
Embodied kgCO2e/m? Baseline: Compare vs
Carbon GFA XXX baseline/be
(Upfront nchmark
Al1-AS)
Constructio % Target: >90
n Waste %
Diversion




Green Star stars Target: 5

Buildings stars

Rating

Average stars Target: 7.5

NatHERS stars

Rating

Climate Y/N Target: Y Physical &

Risk Transitional

Assessment

Conducted

SOCIAL

% % Target: Rent

Affordable >10% discount,

Housing income

Units eligibility
met

CHP Y/N Target: Y For

Partnership affordable

in Place housing
component

Tenant % / score Target: >80 Based on

Satisfaction % surveys

Score

Average years Target

Lease Offer: >5

Length

Offered /

Taken

Community # / desc. Target: e.g., local

Investment Ongoing hiring,

/ events,




Engagemen
t Initiatives

partnership
s

Health &
Wellbeing
Amenities
Provided

list

Target:
Defined

Gym, co-
working,
green space
etc.

Accessibilit

y
Compliance

Y/N

Target: Y

Meets
relevant
standards

GOVERN
ANCE

ESG
Reporting
Framework
Adopted

Name

Target:
GRESB
etc.

Board /
Committee
with ESG
Oversight

Y/N

Target: Y

Modern
Slavery
Statement
Published

Y/N

Target: Y

If
applicable

Data
Security /
Privacy
Policy
Compliance

Y/N

Target: Y

Worked Example (Based on Hypothetical Conversion Case Study - Section 6.7):

Table 8.2: Worked ESG Scorecard Example (Sydney Office Conversion)




Category Metric / Unit Baseline / Actual Score / Notes

KPI Target Performan Rating
ce

ENVIRON

MENTAL
Operational stars Target: 6 Projected 6 Achieved Requires
Energy stars (Proj) post-
Intensity completion
(NABERS verification
Energy)
Renewable % Target: 100% Achieved Via
Energy Use 100% GreenPowe
(% of total) r purchase

agreement
Operational stars Target: 5 Projected 5 Achieved High
Water stars (Proj) WELS
Intensity fixtures
(NABERS specified
Water)
Embodied kgCO2e/m? Baseline: ~600 Good ~40%
Carbon GFA ~1000 saving vs
(Upfront typical new
Al1-AS) build
baseline

Constructio % Target: >90 92% Achieved Based on
n Waste % waste
Diversion contractor
Rate reports
Green Star stars Target: 5 Achieved 5 Achieved Certified at
Buildings stars Practical
Rating Completion




Average stars Target: 7.5 7.6 stars Achieved Weighted
NatHERS stars average
Rating across units
Climate Y/N Target: Y Y Achieved Report
Risk completed
Assessment during
Conducted design
SOCIAL
% % Target: 10% (35 Achieved Meets
Affordable >10% units) federal
Housing requirement
Units
CHP Y/N Target: Y Y Achieved Agreement
Partnership signed with
in Place Tier 1 CHP
Tenant % / score Target: >80 N/A (Pre- - To be
Satisfaction % Op) measured
Score post-
stabilisation
Average years Target N/A (Pre- - Lease
Lease Offer: >5 Op) documents
Length offer 5-year
Offered / terms
Taken
Community # / desc. Target: Plan In Progress Local retail
Investment Ongoing Developed activation
/ planned
Engagemen
t Initiatives
Health & list Target: Yes (Gym, Achieved As per
Wellbeing Defined Roof etc) design brief




Amenities

Provided

Accessibilit Y/N Target: Y Y Achieved Certified

y compliance

Compliance

GOVERN
ANCE

ESG Name Target: GRESB Achieved Annual

Reporting GRESB reporting

Framework cycle

Adopted established

Board / Y/N Target: Y Y Achieved Investment

Committee Committee

with ESG includes

Oversight ESG
mandate

Modern Y/N Target: Y Y Achieved Included in

Slavery corporate

Statement reporting

Published

Data Y/N Target: Y Y Achieved Policies

Security / implemente

Privacy d and

Policy audited

Compliance

ESG is no longer optional but a core component of value creation and risk management in BTR.
Integrating ESG principles from site selection and design through to operations is essential for
attracting capital, meeting regulatory requirements, satisfying tenant demand, and ensuring the

long-term resilience and performance of BTR assets.

9. Risk Matrix & Sensitivities




Investing in and developing BTR assets, while offering defensive characteristics, is subject to a
range of risks that need careful assessment and mitigation. These risks span macroeconomic
factors, policy and regulatory uncertainty, development and operational challenges, and market

dynamics.

Table 9.1: BTR Risk Matrix

Risk
Category

Specific Risk

Likelihood
(L/M/H)

Impact
(L/M/H)

Mitigation
Strategies

Residual Risk

Market &
Economic

Interest Rate
Rises

Interest rate
hedging
(swaps, caps),
conservative
leverage
(LVR/LTC
targets),
secure long-
term fixed-rate
debt where
possible,
factor rate
buffers into
feasibility.

Economic
Downturn /
Recession

Focus on
defensive
locations/tena
nt profiles,
maintain high
service levels
to aid
retention,
flexible lease
terms,
potential
counter-
cyclical
demand may
partially
offset.




Inflation
(General /
CPI)

Link rent
reviews to CPI
(where
permissible),
focus on
OPEX control,
leverage
BTR's ability
to re-price
rents relatively
frequently
compared to
commercial
leases.

L-M

Cap Rate
Expansion /
Valuation
Decline

Conservative
exit cap rate
assumptions,
focus on assets
with strong
rental growth
potential,
maintain high
occupancy/NO
I, long-term
hold strategy
reduces
sensitivity to
short-term
fluctuations.

Policy &
Regulatory

MIT / Tax
Concession
Changes

L-M

Diversify
investor base
(domestic/fore
ign), advocate
for policy
certainty (e.g.,
GST
treatment),
structure
investments to
maximise
current
concessions,




monitor policy
developments.

Land Tax
Changes
(State Level)

L-M

Factor
potential
changes into
long-term
forecasts,
advocate for
stable state
policies,
diversify
geographically
across states.

L-M

Planning
Policy
Changes
(Density,
Affordable
Housing)

Engage
proactively
with planning
authorities,
secure
approvals
under current
policy, build
flexibility into
designs,
diversify
project
pipeline across
different
LGAs/states.

FIRB Rule
Changes

Maintain
compliance
with current
rules, focus on
new builds or
eligible
established
BTR, diversify
capital
sources.

Rent Control /
Regulation

L (Broad) M
(Specific)

Focus on
quality/service




to justify
rents, maintain
good tenant
relations,
monitor
state/territory
tenancy law
reforms,
diversify
geographically

Development

Construction
Cost Overruns

Robust cost
planning/QS
involvement,
fixed-price
contracts
(EPC) where
feasible,
experienced
contractor
selection,
adequate
contingency
budgets, value
engineering.

Planning
Approval
Delays

M-H (Sydney)

Thorough due
diligence,
experienced
planning
consultants,
early
engagement
with
authorities,
utilise SSD
pathways
where
applicable,
factor buffer
time into
program.




Construction
Delays

Experienced
project
management
team, realistic
programming,
proactive
supply chain
management,
strong
contractor
relationships.

Site
Acquisition
Failure /
Competition

Strong market
relationships
for off-market
deals, efficient
due diligence
process,
flexible
acquisition
criteria,
consider
JVs/partnershi

ps.

Infrastructure
Delivery
Delays (e.g.,
Metro)

M (Sydney)

Diversify site
locations (not
solely reliant
on one future
project),
conservative
assumptions
on
timing/impact
of new
infrastructure,
focus on
existing
connectivity.

Operational

Lower than
Forecast Rents
/ Premiums

Thorough
market
research/dema
nd analysis,
focus on target




tenant
segments,
high-quality
design/ameniti
es/service to
justify
premiums,
dynamic
pricing
strategies.

Slower Lease-
up Velocity

Effective
marketing
strategy, use
of targeted
incentives
during initial
lease-up,
experienced
leasing team,
phase project
delivery if
necessary.

L-M

Higher than
Forecast
Vacancy /
Lower
Retention

L-M

High service
levels/resident
engagement,
proactive
maintenance,
competitive
pricing/renewa
1 offers, focus
on community
building,
analyse
reasons for
move-outs.

L-M

Higher than
Forecast
OPEX

Detailed
OPEX
budgeting,
energy/water
efficient
design (lower
utility costs),




proactive
maintenance
planning,
efficient
management
structure,
benchmark
against peers.

Reputational
Damage /
Tenant
Disputes

Professional
on-site
management,
clear
communicatio
n channels,
fair dispute
resolution
processes,
compliance
with tenancy
laws.

ESG

Failure to
Meet ESG
Targets /
Standards

L-M

Integrate ESG
from design
stage, use
accredited
consultants
(Green Star,
NABERS),
robust
monitoring/rep
orting, select
partners with
strong ESG
credentials.

Physical
Climate Risks
(Flood, Fire,
Heat)

M (Location
Dep.)

Climate risk
assessments
during due
diligence/desi
gn, resilient
building
design/materia
Is, adequate




insurance
coverage.

Stranded
Asset Risk
(Due to ESG
Obsolescence)

L-M

Future-proof
design
(electrification
, adaptability),
regular
performance
monitoring,
plan for future
upgrades/retro
fits.

Social Licence
/ Community
Opposition

Early
community
engagement,

high-quality
design
sensitive to
context,
demonstrate
community
benefits (e.g.,
affordable
housing,
public realm
improvements

).

Likelihood/Impact Key: L = Low, M = Medium, H = High. Residual Risk reflects risk level after
mitigation.

Sensitivities: BTR project returns (IRR, Yield on Cost) are particularly sensitive to several key
variables:

Rental Growth Rate: Higher sustained rental growth significantly

10. Conclusion

The Australian Build-to-Rent (BTR) sector is entering a pivotal phase of growth, fueled by
demographic shifts, affordability challenges, policy support, and evolving tenant preferences. As
this report has explored, successful execution of BTR developments — including office



conversions — requires strategic site selection, rigorous cost management, strong operational
models, and alignment with sustainability imperatives.

The sector’s ability to address critical housing shortages, deliver long-term stable returns, and
align with ESG objectives positions BTR as a cornerstone of Australia’s future residential
landscape. Moving forward, careful navigation of planning frameworks, proactive tenant
engagement, and adaptive capital strategies will be essential to unlocking the full potential of this
evolving asset class.
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Build to rent: regulatory change paving the way for foreign and domestic investment,
https://www.claytonutz.com/insights/2024/september/build-to-rent-regulatory-change-
paving-the-way-for-foreign-and-domestic-investment

Property Council of Australia - Submission in response to: Build-to-rent tax concessions -
The Treasury, https://treasury.gov.au/sites/default/files/2024-05/c2024-487657-pca.pdf
Build to rent measures pass through both houses of parliament - Deloitte | tax@hand,
https://www.taxathand.com/article/38218/Australia/2024/Build-to-rent-measures-pass-
through-both-houses-of-parliament

Bill 2024: Build to Rent Developments - The Treasury,
https://treasury.gov.au/sites/default/files/2024-04/c2024-487657-em.pdf

Access to Australia's MIT Regime — a 'Captivating' Affair for Foreign Investors,
https://www.herbertsmithfreehills.com/notes/taxaustralia/2025-posts/access-to-australia-
mit-regime-a-captivating-affair-for-foreign-investors

Clarifying tax arrangements for managed investment trusts | Treasury Ministers,
https://ministers.treasury.gov.au/ministers/stephen-jones-2022/media-releases/clarifying-
tax-arrangements-managed-investment-trusts

Tax concessions to promote new housing opportunities | RevenueSA,
https://www.revenuesa.sa.gov.au/land-tax/tax-concessions-to-promote-new-housing-
opportunities

Exemptions, waiver or relief - RevenueSA, https://www.revenuesa.sa.gov.au/land-
tax/LTExemptions

Build-to-rent land tax exemption - Government of Western Australia,
https://www.wa.gov.au/government/announcements/build-rent-land-tax-exemption
Build-to-rent land tax exemption legislation passes Parliament (Western Australia),
https://kpmg.com/us/en/taxnewsflash/news/2024/05/tnf-australia-build-to-rent-land-tax-
exemption-legislation-passes-parliament-western-australia.html

BTR land tax exemption in WA receives Royal Assent - BTR News Australia,
https://www.btrnews.au/btr-land-tax-exemption-in-wa-receives-royal-assent/
foreigninvestment.gov.au,
https://foreigninvestment.gov.au/sites/foreigninvestment.gov.au/files/2025-03/guidance-
note-6-residential-land-v3.pdf

Updates to guidance material | Foreign investment in Australia,
https://foreigninvestment.gov.au/news-and-reports/news/updates-guidance-material

The Rules That Apply to Foreign Persons Purchasing Established Homes in Australia are
Going to Change on 1 April 2025...So, You May Need to Act Now - K&L Gates,
https://www klgates.com/The-Rules-That-Apply-to-Foreign-Persons-Purchasing-
Established-Homes-in-Australia-are-Going-to-Change-on-1-April-2025-So-You-May-
Need-to-Act-Now-2-19-2025

Finalisation of BTR regulations a welcome initiative to ensure more affordable housing for
Australians | UDIA National, https://udia.com.au/2025/04/finalisation-of-btr-regulations-a-

welcome-initiative-to-ensure-more-affordable-housing-for-australians/

Affordable rental homes tipped to hit the market after new rules unveiled -
realestate.com.au, https://www.realestate.com.au/news/affordable-rental-homes-tipped-to-
hit-the-market-after-new-rules-unveiled/

Policy Fact Sheet - Build-to-Rent Tax Concessions — Income Limits - The Treasury,
https://treasury.gov.au/sites/default/files/2024-04/c2024-487657-fs.pdf
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