HomeStart Finance

Financial report
for the year ended
30 June 2021



Government of South Australia

/ &) ¢4
7 §
INDEPENDENT AUDITOR’S REPORT 2\5@:‘ AuiforGensralls DeparTnait
STRNS
Level 9
State Administration Centre
200 Victoria Square

Adelaide SA 5000

Tel +618 8226 9640
Fax  +618 8226 9688

ABN 53 327 061 410

audgensa@audit.sa.gov.au
www.audit.sa.gov.au

To the Chair
HomeStart Finance

Opinion

I have audited the financial report of HomeStart Finance for the financial year ended
30 June 2021.

In my opinion, the accompanying financial report gives a true and fair view of the financial
position of HomeStart Finance as at 30 June 2021, its financial performance and its cash
flows for the year then ended in accordance with relevant Treasurer’s Instructions issued
under the provisions of the Public Finance and Audit Act 1987 and Australian Accounting
Standards.

The financial report comprises:

. a Statement of Comprehensive Income for the year ended 30 June 2021
. a Statement of Financial Position as at 30 June 2021

. a Statement of Changes in Equity for the year ended 30 June 2021

. a Statement of Cash Flows for the year ended 30 June 2021

. notes, comprising significant accounting policies and other explanatory information
. a Certificate from the Chair, the Deputy Chair, the Chief Executive Officer and the
Chief Financial Officer.

Basis for opinion

I conducted the audit in accordance with the Public Finance and Audit Act 1987 and
Australian Auditing Standards. My responsibilities under those standards are further
described in the ‘Auditor’s responsibilities for the audit of the financial report’ section of my
report. I am independent of HomeStart Finance. The Public Finance and Audit Act 1987
establishes the independence of the Auditor-General. In conducting the audit, the relevant
ethical requirements of APES 110 Code of Ethics for Professional Accountants (including
Independence Standards) have been met. '



I believe that the audit evidence I have obtained is sufficient and appropriate to provide a
basis for my opinion.

Responsibilities of the Chief Executive and Board for the financial report

The Chief Executive is responsible for the preparation of the financial report that gives a true
and fair view in accordance with relevant Treasurer’s Instructions issued under the provisions
of the Public Finance and Audit Act 1987 and the Australian Accounting Standards, and for
such internal control as management determines is necessary to enable the preparation of the
financial report that gives a true and fair view and is free from material misstatement, whether
due to fraud or error.

In preparing the financial report, the Chief Executive is responsible for assessing the entity’s
ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the assessment indicates that
it is not appropriate.

The Board is responsible for overseeing the entity’s financial reporting process.
Auditor’s responsibilities for the audit of the financial report

As required by section 31(1)(b) of the Public Finance and Audit Act 1987 and section 27(4)
of the Urban Renewal Act 1995, 1 have audited the financial report of HomeStart Finance for
the financial year ended 30 June 2021.

My objectives are to obtain reasonable assurance about whether the financial report as a
whole is free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with Australian Auditing
Standards will always detect a material misstatement when it exists. Misstatements can arise
from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of this
financial report.

As part of an audit in accordance with Australian Auditing Standards, I exercise professional
judgement and maintain professional scepticism throughout the audit. I also:

. identify and assess the risks of material misstatement of the financial report, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for my
opinion. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control

. obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of HomeStart Finance’s internal control



. evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Chief Executive

. conclude on the appropriateness of the Chief Executive’s use of the going concern basis
of accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the entity’s
ability to continue as a going concern. My conclusion is based on the audit evidence
obtained up to the date of the auditor’s report. However, future events or conditions
may cause an entity to cease to continue as a going concern

. evaluate the overall presentation, structure and content of the financial report, including
the disclosures, and whether the financial report represents the underlying transactions
and events in a manner that achieves fair presentation.

My report refers only to the financial report described above and does not provide assurance
over the integrity of electronic publication by the entity on any website nor does it provide an
opinion on other information which may have been hyperlinked to/from the report.

I communicate with the Chief Executive and Board about, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that I identify during the audit.

L3

e M

Andrew Richardson
Auditor-General
22 September 2021



HomeStart Finance

Certification of the Financial Statements

For the year ended 30 June 2021

We certify that the:

- financial statements of HomeStart Finance:

- are in accordance with the accounts and records of HomeStart Finance
- comply with relevant Treasurer's instructions; and
- comply with relevant accounting standards; and

- present a true and fair view of the financial position of HomeStart Finance at the end of the financial year and the result of its operations and cash flows
for the financial year.

- internal controls employed by HomeStart Finance for the financial year over its financial reporting and its preparation of financial statements have been effective.

Signed in accordance with a resolution of the board members.

Tk <

Jim Kouts Chris Ward
Chair Deputy Chair
21 September 2021 21 September 2021
ohn Oliver ndrew Mills
Chief Executive Officer Chief Financial Officer
21 September 2021

21 September 2021
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HomeStart Finance

Statement of Comprehensive Income
For the year ended 30 June 2021

2021 2020
e T = A P PRI P . Note %000 $'000
Interestincome ~~— ~ i IR T T e 93234 104,630
Interest expense B L - (12,917) (25,820)
Net interest income - i o Kok 4 80,317 78,810
Otherincome ~ — — —— "~ e e DL e e RN A 61208 11,256
Broker fees R e =, LB, E (3,.310) (3,187)
Employee benefits expenses W S e 6 _ (13430) (12,733)
Bad and impaired loans income/(expense) S 10 1952 (6,595)
Depreciation and amortisation expense B - 11 O TTTTese) (2,202)
Other expenses i W1 an.n 12 (6,686) (6,969)
Profit before income tax equivalents and government guarantee fee expenses = 72,545 58,380
Government guarantee fee 9 (22,937) (27,159)
Profit before income tax equivalents )] b ey by e I A Ll i 49,608 31,221
Income tax equivalents expense b ke 2.2 (14,882) (9,366)
Profit after income tax equivalents 34,726 21,855
Other Comprehensive Income
ltems that will be reclassified subsequently to net result when specific conditions are met = e~ b, =
Change in fair value of derivatives 3,180 (247)
Total other comprehensive income 3,180 (247)
Total comprehensive result 37,906 21,608

The accompanying notes form part of these financial statements. The profit after income tax equivalents and total comprehensive result are attributable to the SA

Government as owner.
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HomeStart Finance

Statement of Financial Position

As at 30 June 2021
2021 2020
Notes $'000 $'000
Assets
Cash and cash equivalents e 30.1 " 5,565 4,235
Financial investments 14 . 1,057 855
Loans and advances N 15 2,249,595 2,187,657
Other financial assets ) = - 16 271 317
Intangible assets e 7 6,262 5,044
Property, plant and equipment 18 8,028 8,738
Other assets 19 581 392
Total assets 2,271,359 2,207,238
Liabilities T e A e " ol R AN N
Payables R - R A R 21 3355 2636
Derivative financial instuments g A S e = e 322 %269 4449
Short-term borrowings- R N S R I 100,456 651,151
Employes benefits _____ AR ORI, VAR 2,153 2437
B e T R B AT A ST - R _8AM 4265
Provision for dividend =~~~ AL e 242 et .97 1,205
Long-term borrowings L e N RO 22 _ 1,978,862 1,379,480 _
Other liabilities ) 25.1 5,762 3,190
Total liabilities 2,109,754 2,048,813
Net assets 161,605 158,425
Equity 2 i e : e A o Nl
DogenEs ; y - i L. foc B S
Retained earnings ~ SR i 162,874 152,158
Total equity 161,605 158,425

The accompanying notes form part of these financial statements. The total equity is attributable to the SA Government as owner.
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HomeStart Finance

Statement of Changes in Equity
For the year ended 30 June 2021

Retained General reserve
earnings for credit losses valuation reserve

Derivatives

Total Equity

Notes $°000 $'000 $'000 $°000
Balance at 30 June 2019 ity AL I 156,113 7,306 (4,202) 159,217
Adjustment on initial application of AASB16 (545) - - (545)
Adjusted balance at 1 July 2019 155,568 7,306 (4,202) 158,672
Profit after income tax equivalent for 2019-20 N " y .. 21855 A e iAoy doe) W 20,858
Change in fair value of derivatives 255 2 2 (247) (247)
Total comprehensive result for 2019-20 21,855 - (247) 21,608
Transfer toffrom credit loss reserve 26 . (3410) 3,410 e o T S MBUAG,
Transactions with SA Governmentasowner - o B T
Dividends paid/payable e iR (21,855) = 5 (21,855)
Balance at 30 June 2020 152,158 10,716 (4,449) 158,425
_Profit after income tax equivalent for 2020-21 i Sy R %4726 - e Rl 840726,
Change in fair value of derivatives - 255 - - 3,180 3,180
Total comprehensive result for 2020-21 34,726 - 3,180 37,906
Transfer to/from credit loss reserve % 1076 (10,716) _ G . TR PO il
Transactions with SA Government as owner A LA = W i, Nl i ot A=my e o4
Dividends paid/payable it Tl A e (34,726) s 5 (34,726)
Balance at 30 June 2021 162,874 - (1,269) 161,605

The accompanying notes form part of these financial statements. All changes in equity are attributable to the SA Government as owner.
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HomeStart Finance
Statement of Cash Flows

For the year ended 30 June 2021

Cash flows from operating activities

Notes $'000 $'000

Cash inflows 2021 2020
Interest received
____Interest received on cash - 12

Interest received on loans and advances 88,733 100,018
Fees and commissions received 1,892 1,971
Bad debts recovered 162 127
Receipts from SA Government

EquityStart grant received - 130

Community Service Obligation subsidy received 7,553 7,256
Other receipts 1,203 682
Cash generated from operating activities 99,543 110,196
Cash outflows b2y m W _
Employee benefitpayments " = o e e e v e o O e (12,535)
Payments for supplies and services - e e s NN o= 3 (3.665) (6,446)
Payments to brokers e - - T o ~ (4,363) ~ (3.877)
Borrowing costs paid N i — — = e ey = (12,982) (26,808)
Government guarantee fee paid N o o _ (23,044) (27,537)
Tax equivalent paid (10,976) (8,959)
Cash used in operating activities (68,741) (86,162)
Net cash (used in)/provided by operating activities 30.2 30,802 24,034
Cash flows from investing activities
Cash inflows
Shared appreciation components of Breakthrough Loan repaid 32.4 6,201 5,652
Shared appreciation components of Shared Equity Option Loan repaid i 32.4 430 422
Proceeds from investments 144 = 107
Customer loans repaid 466,870 424,889
Cash generated from investing activities 473,501 431,070
Cash outflows Hit 01 ¥ o -
Purchase of property, plant and office and computer equipment (482) (419)
Purchase of software (2,221) (1,907)
Purchase of investments designated at fair value through profit or loss (202) -
Shared appreciation component of Shared Equity Option Loan settled 324 (2,955) (2,081)
Customer loans settled (519,554) (408,717)
Cash used in investing activities (525,414) (413,124)
Net cash (used in)/provided by investing activities (51,913) 17,946

Cash flows from financing activities

Cash inflows

‘Proceeds from borrowings 600,000 100,000
Cash generated from financing activities 600,000 100,000
Cash outflows o e e
Dividends paid to SA Government > . N (26,205)  (22,349)
Repayment of | e o L (658) ____ (608)
Repayment of borrowings (550,696) (117,938)
Cash used in financing activities (577,559) (140,890)
Net cash (used in)/provided by financing activities 30.3 22,441 (40,890)
Net (decrease)/increase in cash and cash equivalents 1,330 1,090
Cash and cash equivalents at the beginning of the period 4,235 3,145
Cash and cash equivalents at the end of the period 30.1 5,565 4,235

The accompanying notes form part of these financial statements.
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HomeStart Finance

Notes to and forming part of the Financial Statements
For the year ended 30 June 2021

NOTE 1 About HomeStart Finance

1.1 About HomeStart Finance

HomeStart was established as a for-profit State Government organisation and operates under the Urban Renewal (HomeStart Finance) Regulations 2020 .
It reports to the Treasurer of South Australia.

HomeStart is an individual entity. HomeStart does not control any investee, has no joint arrangements and no interest in unconsolidated structured entities.

HomeStart’s reason for being is to make home ownership a reality for more people in more ways.

HomeStart Loans
HomeStart provides home loans principally to low to moderate income households and other needs groups. HomeStart Loans are the primary loan product
and the outstanding value of the product as at 30 June 2021 was $2.047 billion ($1.990 billion, 2019-20).

In addition, HomeStart offers a range of shared equity products and the outstanding value as at 30 June 2021 was $50.3 million ($49.1 million, 2019-20).

HomeStart also offers a Seniors Equity (reverse mortgage) product and the outstanding value as at 30 June 2021 was $77.0 million ($78.8 million, 2019-
20).

Subsidies
HomeStart provides subsidised Advantage Loans of up to $45 000 to lower income earners.

As at 30 June 2021, the interest rate applying to Advantage Loans was 2.00% (2.43%, 2019-20). The outstanding value of Advantage Loans at 30 June
2021 was $77.2 million ($78.7 million, 2019-20).

For the year ended 30 June 2021, HomeStart received a Community Service Obligation (CSO) subsidy payment of $4.5 million ($4.0 million, 2019-20) from
the Department of Treasury and Finance for Advantage Loan subsidies provided.

1.2 Impact of COVID-19 pandemic on HomeStart Finance

The COVID-19 pandemic continued to have direct impact on the operations of HomeStart at various times during the year. The key impacts in 2020-21
were:

- 783 loans had requested some form of negotiated payment arrangement due to the effect of the virus. Of this group, by 30 June 2021, 648 had
completed their arrangements and continued under normal loan management processes. A further 135 loans had discharged subsequent to entering
arrangements.

- The HomeStart loan product is designed so that the instalment is indexed upward by CPI each year. At the onset of the pandemic in late 2019-20,
HomeStart paused the indexation of home loan repayments as a means of providing some form of cash flow assistance. The pause remained in effect
for the full financial year. This has the effect of providing a small amount of cash flow relief to home loan customers and has minimal cash flow,
portfolio, or financial impact on HomeStart.

- At times during the year HomeStart conducted a majority of operations remotely, including undertaking new loan applications, approving and settling
applications in flight, and discharging mortgages where repaid.
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HomeStart Finance

Notes to and forming part of the Financial Statements
For the year ended 30 June 2021

NOTE 2 Significant accounting policies

21 Basis of preparation

The financial statements are general purpose financial statements prepared in compliance with:

- Section 23 of the Public Finance and Audit Act 1987;
- Treasurer's Instructions and Accounting Policy Statements issued by the Treasurer under the Public Finance and Audit Act 1987; and
- relevant Australian Accounting Standards.

HomeStart has applied Australian Accounting Standards that are applicable to for-profit entities, as HomeStart is a for-profit entity. The financial statements
are prepared based on a 12 month reporting period and presented in Australian currency. All amounts in the financial statements and accompanying notes
have been rounded to the nearest thousand dollars ($'000), except when otherwise indicated.

2.2 Taxation

In accordance with Treasurer's Instruction 22 Tax Equivalent Payments, HomeStart is required to pay to the SA Government an income tax equivalent.
The income tax liability is based on the State Taxation Equivalent Regime, which applies the accounting profit method. This requires that the corporate
income tax rate be applied to the profit. The current income tax liability relates to the income tax expense outstanding for the current period. HomeStart is
also liable for payroll tax, fringe benefits tax and goods and services tax (GST).

Income, expenses and assets are recognised net of the amount of GST except:

- when the GST incurred on a purchase of goods or services is not recoverable from the ATO, in which case the GST is recognised as part of the cost
of acquisition of the asset or as part of the expense item applicable; and

- receivables and payables, which are stated with the amount of GST included.

HomeStart, being a provider of financial services, is classified as an input taxed entity for GST purposes and consequently absorbs GST costs passed on
by suppliers. Reduced input tax credits can only be claimed on a very limited number of input costs.

The net amount of GST recoverable from, or payable to, the ATO is included as part of receivables or payables in the Statement of Financial Position.

Cash flows are included in the Statement of Cash Flows on a gross basis and the GST component of cash fiows arising from investing and financing
activities, which is recoverable from, or payable to, the ATO is classified as part of operating cash flows.

23 Income
2.3.1 Interest income — non-subsidised loans

Interest income is recognised as it accrues using the effective interest rate method, except for impaired loans where interest income is recognised as it is
recovered (as described in note 2.3.3).

23.2 Interest income — subsidised loans

Where HomeStart provides subsidised loans, such as Advantage Loans and EquityStart Loans, at rates lower than market interest rates, the initial
recognition of these loans at fair value may result in a loss that is recognised in the Statement of Comprehensive Income, the loss being the difference
between the amount disbursed and the fair value. Fair value is measured by discounting the expected cash flows using a market interest rate.

Interest income on these subsidised loans is brought to account using the effective interest rate method at a rate of interest, based on South Australian
Government Financing Authority (SAFA) bonds of the followings maturities;

- Seven years for Advantage Loans; and
- Ten years for EquityStart Loans.

233 Interest income - impaired loans

HomeStart ceases accruing interest income on loans when it considers that it is unable to recover that interest income from either the customer or from the
sale of the security. Interest on these loans is only brought to account when realised or when loans are returned to accruing status.

A loan is no longer considered impaired if all arrears have been eliminated and HomeStart judges that the customer is capable of servicing their future
obligations under the facility, or when it otherwise becomes well secured.
234 Loan origination fees received or receivable

Loan origination fees are recognised over the estimated life of loans in the portfolio using the effective interest rate methoed.

The average life of loans in the originated loan portfolio used for loan fee income recognition is reviewed periodically to ensure the amortisation
methodology is appropriate.
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HomeStart Finance

Notes to and forming part of the Financial Statements
For the year ended 30 June 2021

2.3.5 Government grants

Grants from the SA Government are recognised at their fair value where there is reasonable assurance that the grant will be received and HomeStart will
comply with all attached conditions.

Government grants are recognised in the Statement of Comprehensive Income over the periods in which the related costs for which the grants are
intended to compensate are recognised as expenses.

2.3.6 Investment income

For financial assets measured at fair value through profit or loss (FVTPL), changes in fair value (both realised and unrealised) are recognised in the
Statement of Comprehensive Income as they occur.

2.3.7 Net gain/loss from disposal of non-financial assets

Net gain or loss from disposal of non-financial assets is recognised when control of the asset has passed to the buyer and is determined by comparing
proceeds with carrying amount. The gains or losses arising from disposal of non-financial assets are recognised on a net basis as income or an expense.

238 Other income

Other income is recognised when earned or recovered and is measured at the fair value of the consideration received or receivable.

24 Expenses
241 Government guarantee fee

The government guarantee fee is expensed as it accrues at the rate imposed by the Department of Treasury and Finance.

242 Loan origination fees paid or payable

Loan origination fees are recognised over the estimated life of loans in the portfolio using the effective interest rate method.
The average life of loans in the originated loan portfolio used for loan origination expense recognition is reviewed periodically to ensure the amortisation
methodology is appropriate.

243 Employee benefits expenses

Employee benefits expenses include all costs related to employment including wages, salaries, non-monetary benefits and leave entittements. The
expenses are recognised in the period in which services are rendered by the employees.

244 Leases

At inception of a contract, HomeStart assesses where a contract is, or contains, a lease. A contract is, or contains, a lease if the contract conveys the right
to control the use of an identified asset for a period of time in exchange for consideration. To assess whether a contract conveys the right to control the use
of an identified asset, HomeStart uses the definition of a lease in AASB 16. P

HomeStart recognises a right-of-use asset and a lease liability at the lease commencement date. The right-of-use asset is initially measured at cost, which
comprises the initial amount of the lease liability adjusted for any lease payments made at or before the commencement date, plus any initial direct costs
incurred and an estimate of costs to dismantle and remove the underlying asset or to restore the underlying asset or the site on which it is located, less any
lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from the commencement date to the end of the lease term. In addition,
the right-of-use asset is periodically reduced by impairment losses, if any, and adjusted for certain remeasurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid at the commencement date, discounted using
HomeStart's incremental borrowing rate, published by the Department of Treasury and Finance.

HomeStart determines its incremental borrowing rate by obtaining interest rates from various external financing sources and makes certain adjustments to
reflect the terms of the lease and type of the asset leased. Lease payments included in the measurement of the lease liability comprise the following:

- fixed payments, including in-substance fixed payments; and

- variable lease payments that depend on an index or a rate, initially measured using the index or rate as at the commencement date.

The lease liability is subsequently measured at amortised cost using the effective interest method. It is remeasured when there is a change in future lease
payments arising from a change in an index or rate.

When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying amount of the right-of-use asset, or is recorded in
profit or loss if the carrying amount of the right-of-use asset has been reduced to zero.

The Treasurer's Instructions (Accounting Policy Statements) specify required accounting policies for public authorities in applying AASB 16. These
requirements are reflected in HomeStart’s accounting policies as follows:

- right-of-use assets and lease liabilities are not recognised for leases of low value assets, being assets which have a value of $15 000 or less, nor
short-term leases, being those with a lease term of 12 months or less, nor leases of intangible assets;

- HomeStart, in the capacity of a lessee, does not include non-lease components in lease amounts;

- right-of-use assets are not measured at fair value on initial recognition for leases that have significantly below-market terms and conditions principally
to enable HomeStart to further its objectives; and

- right-of-use assets are subsequently measured applying a cost model.
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HomeStart Finance

Notes to and forming part of the Financial Statements
For the year ended 30 June 2021

Make good provision

At the expiration of the lease of its office accommodation, HomeStart is required in accordance with the lease agreement to return the premises to its
original condition (‘'make good'). The costs involved in doing so have been included in the cost of HomeStart's ROU assets. This amount has been
calculated as an estimate of future costs.

25 Assets

Assets are classified in the Statement of Financial Position by their nature and in an order that reflects their relative liquidity. Assets have not been offset
unless required or permitted by a specific accounting standard.

Current and non-current classes are not generaily presented separately.

251 Cash and cash equivalents

Cash and cash equivalents in the Statement of Financial Position include cash at bank and on hand and other short-term, highly liquid investments with
maturities of three months or less that are readily convertible to cash and which are subject to insignificant risk of changes in value.

252 Financial assets

During the current and comparative financial years HomeStart had the following financial assets:

- cash and cash equivalents (refer to note 2.5.1)

- loans and advances at amortised cost (refer to note 2.5.3.1)

- investments at amortised cost - managed funds (refer to note 2.5.2.1)

- loans and advances at fair value through profit or loss - Shared Equity loans (including Breakthrough and Shared Equity Option) (refer to note 2.5.3.2)

- loans and advances at fair value through profit and loss - Seniors Equity loans (refer to note 2.5.3.2)
- derivative financial instruments (refer to note 2.5.5)
Initial measurement and classification

Financial assets are initially measured at fair value plus, in the case of a financial asset not at fair value through profit or loss, transaction costs.

The classification of financial assets at initial recognition depends on the financial asset’s contractual cash flow characteristics and HomeStart's business
model for managing them.

Subsequent measurement
For purposes of subsequent measurement, financial assets are classified in the following categories:
- financial assets at amortised cost (debt instruments); or
- financial assets at fair value through profit or loss.
Financial assets at amortised cost (debt instruments)
HomeStart measures financial assets at amortised cost if both of the following conditions are met:
- The financial asset is held within a business model with the objective to hold financial assets in order to collect contractual cash flows; and

- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of principal and interest (SPPI) on the
principal amount outstanding.

if financial assets do not meet the above criteria, they are measured at fair value through profit or loss.

Financial assets at amortised cost are subsequently measured using the effective interest rate (EIR) method and are subject to impairment. Gains and
losses are recognised in profit or loss when the asset is derecognised, modified or impaired.

Other than the shared equity loans (Breakthrough and Shared Equity Option loans) and Seniors Equity loans, ali HomeStart loans are classified and
measured at amortised cost. Refer to note 2.5.3.1.

Business model assessment

HomeStart makes an assessment of the objective of a business model in which an asset is held at a portfolio level because this best reflects the way the
business is managed and information is provided to Management. The information considered includes:

- the stated policies and objectives for the portfolio and the operation of those policies in practice. In particular, whether Management's strategy
focuses on earning contractual interest revenue, maintaining a particular interest rate profile, matching the duration of the financial assets to the
duration of the liabilities that are funding those assets or realising cash flows through the sale of the assets;

- how the performance of the porifolio is evaluated and reported to HomeStart's Management; and

- the risks that affect the performance of the business model (and the financial assets held within that business model) and its strategy for how those
risks are managed.

Financial assets that are held for trading or managed and whose performance is evaluated on a fair value basis are measured at FVTPL because they are
neither held to collect contractual cash flows nor held both to collect contractual cash flows and to sell financial assets.
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HomeStart Finance

Notes to and forming part of the Financial Statements
For the year ended 30 June 2021

Assessment as to whether contractual cash flows are solely payments of principal and interest (SPPI)

For the purposes of this assessment, ‘principal' is defined as the fair value of the financial asset on initial recognition. 'Interest’ is defined as consideration
for the time value of money, for the credit risk associated with the principal amount outstanding during a particular period of time and for other basic lending
risks and costs (e.g. liquidity risk and administrative costs), as well as a profit margin.

In assessing whether the contractual cash flows are defined as SPPI, HomeStart considers the contractual terms of the instrument. This includes
assessing whether the financial asset contains a contractual term that could change the timing or amount of contractual cash flows such that it would not
meet this condition. In making the assessment, HomeStart considers:

- contingent events that would change the amount and timing of cash flows;

- leverage features;

- prepayment and extension terms;

- terms that limit HomeStart's claim to cash flows from specified assets; and

- features that modify consideration for the time value of money - e.g. periodic reset of interest rates.

Interest rates on certain retail loans made by HomeStart are based on standard variable rates (SVRs) that are set at the discretion of HomeStart. SVRs are
generally based on a central bank rate and also include a discretionary spread. In these cases, HomeStart will assess whether the discretionary feature is
consistent with the SPPI criterion by considering a number of factors, including whether:

- the borrowers are able to prepay their loans without significant penalties;
- the market competition ensures that interest rates are consistent across lenders; and

- any regulatory or customer protection framework is in place that requires lenders to treat customers fairly.

All of HomeStart's retail loans contain prepayment features. A prepayment feature is consistent with the SPPI criterion if the prepayment amount
substantially represents unpaid amounts of principal and interest on the principal amount outstanding, which may include reasonable compensation for
early termination of the contract.

In addition, a prepayment feature is treated as consistent with this criterion if a financial asset is acquired or originated at a premium or discount to its
contractual par amount, the prepayment amount substantially represents the contractual par amount plus accrued (but unpaid) contractual interest (which
may also include reasonable compensation for early termination), and the fair value of the prepayment feature is insignificant on initial recognition.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for frading, financial assets designated upon initial recognition at fair value
through profit or loss, or financial assets mandatorily required to be measured at fair value. Financial assets are classified as held for trading if they are
acquired for the purpose of selling or repurchasing in the near term.

Derivatives, including separated embedded derivatives, are also classified as held for trading unless they are designated as effective hedging instruments.
Financial assets with cash flows that are not SPPI are classified and measured at fair value through profit or loss, irrespective of the business model.

Notwithstanding the criteria for debt instruments to be classified at amortised cost or at fair value through other comprehensive income (OCl), as described
above, debt instruments may be designated at fair value through profit or loss on initial recognition if doing so eliminates, or significantly reduces, an
accounting mismatch.

Financial assets at fair value through profit or loss are carried in the Statement of Financial Position at fair value. Gains or losses arising from changes in
fair value are presented in the Statement of Comprehensive Income in the period in which they arise.

The net gain or loss includes any increase/decrease in the value of the financial asset, any dividend or interest earned on the financial asset.

Derivatives assets are also categorised as financial assets at fair value through profit or loss unless they are effective hedges of cash flows.

The two shared equity loan products (Breakthrough and Shared Equity Option) and Seniors Equity loans are required to be measured at fair value through
profit and loss under AASB 9 as the contractual terms of the loans do not give rise on specified dates to cash flows that are SPPI on the principal amount
outstanding.

Refer to note 2.5.3.2.
Reclassifications

Financial assets are not reclassified subsequent to their initial recognition, except in the period after HomeStart changes its business model for managing
financial assets.

Derecognition of financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is derecognised (i.e. removed from
HomeStart's statement of financial position) when:

- The rights to receive cash flows from the asset have expired; or

- HomeStart has transferred contractual rights fo receive cash flows of the financial asset and substantially all the risks and rewards of ownership.
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2.5.21 Financial investments

The investments in SAFA cash management funds are measured at amoriised cost as the cash flows from the investment represent SPPI and the
investment is held with the objective to collect contractual cash flows.

253 Loans and advances

2.5.31 Loans and advances at amortised cost

Loans and advances are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. These loans and
advances meet the SPPI test and are held within a business model with the objective to collect contractual cash flows and are therefore measured at
amortised cost.

Loans and advances are initially recognised at fair value plus transaction costs directly attributable to the origination of the loan or advance. These costs

are amortised over the estimated life of the loan. Subsequently, loans and advances are measured at amortised cost using the effective interest rate
method, net of any allowance for expected credit losses.

Subsidised Loans

For subsidised loans, fair value may be less than their face value. If this is the case, on settlement of subsidised loans, an initial loss is recognised as an
expense, being the difference between the face and fair values, which is then recognised as income over the expected life of the loan using the effective
interest rate method. The loans are measured at amortised cost.

Effective interest rate

The effective interest rate is the rate that exactly discounts estimated future cash payments through the expected life of the loan or advance to the net
carrying amount of the loan or advance. When estimating the future cash flows, HomeStart considers all contractual terms of the loan or advance
excluding any future credit losses. Included in this calculation are all fees paid or received that are integral to the contract.

Impairment - Loans and advances
HomeStart recognises loss allowances for expected credit losses ("ECL") on loans and advances at amortised cost.
HomeStart estimates ECL through modelling the probability of default, loss given default and exposure at default, as follows:

- Stage 1 - Performing - This category includes financial instruments that have not experienced a significant increase in credit risk since their
origination. For these financial instruments an allowance equivalent to 12 month’s ECL is recognised, which represents the credit losses expected to
arise from defaults occurring over the next 12 months.

- Stage 2 - Under-performing - This category includes financial instruments that have experienced a significant increase in credit risk since their
origination and are not credit impaired. For these financial instruments an allowance equivalent to lifetime ECL is recognised. Lifetime ECL is the credit
losses expected to arise from defaults occurring over the estimated remaining life of financial instruments.

- Stage 3 - Non-performing (impaired) - This category includes financial instruments that are credit impaired. The provision is also equivalent to the
lifetime ECL.

Financial instruments in stage 1, 2 and 3 are assessed for impairment collectively using an ECL model. In addition, instruments subject to specific
impairment assessment are included in Stage 3.

12-month ECL are the portion of ECL that result from default events on a financial instrument that are possible within the 12 months after the reporting
date. Financial instruments for which a 12-month ECL is recognised are referred to as ‘Stage 1 financial instruments’.

Life-time ECL are the ECL that result from all possible default events over the expected life of the financial instrument. Financial instruments for which a
lifetime ECL is recognised but which are not credit-impaired are referred to as ‘Stage 2 financial instruments’.

Measurement of ECLs
ECLs are a probability-weighted estimate of credit losses. They are measured as follows:

- financial instruments that are not credit-impaired at the reporting date: as the present value of all cash shortfalls (i.e. the difference between the cash
flows due to the entity in accordance with the contract and the cash flows that HomeStart expects to receive); and

- financial instruments that are credit-impaired at the reporting date: as the difference between the gross carrying amount and the present value of
estimated future cash flows.

Credit-impaired financial instruments

At each reporting date, HomeStart assesses whether financial instruments carried at amortised cost are credit-impaired and therefore in default (referred to
as ‘Stage 3 financial instruments’). A financial instruments is ‘credit-impaired’ when one or more events that have a detrimental impact on the estimated
future cash flows of the financial instrument have occurred.

Evidence that a financial instrument is in default and therefore Stage 3 credit-impaired includes the following observable data:
- the borrower is unlikely to pay its credit obligations to HomeStart in full, without recourse by HomeStart to actions such as realising security (if any is

held); or
- rebuttable presumption that loans which are 90 days or more past due are considered credit-impaired; or

- significant financial difficulty of the borrower; or
- the granting of a concession relating to financial difficulty that would not otherwise normally be extended to a borrower.
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Potential losses are determined on loans where reasonable doubt exists about collectability of principal and interest under the terms of the loan contract.
This includes all loans where the estimated realisable value of the security is insufficient to cover principal, interest and costs and:

- arrears exceed the lesser of 3 normal monthly instalments or $4 000; or

- repayment reductions have been negotiated; or

- loans are under an accepted hardship application; or

- loans are currently under management by HomeStart due to non-performance; or

- action is being taken to enforce realisation of security (mortgagee-in-possession).
Inputs into the assessment of whether a financial instrument is in default and their significance may vary over time to reflect changes in circumstances.

It is HomeStart's policy to consider a financial instrument as ‘cured’ and therefore re-classified out of Stage 3 when none of the default criteria have been
present for at least three consecutive months.

Presentation of allowance for ECL in the statement of financial position

Loss allowances for ECL are presented in the statement of financial position using a provision account and the amount of the loss is included in the
Statement of Comprehensive Income.

Write-off

All bad debts are written-off in the period in which they are classified as not recoverable. This is generally the case when HomeStart determines that the
borrower does not have sufficient assets or sources of income that could generate sufficient cash flows to repay the amounts subject to the write-off. This
assessment is carried out at the individual asset level. If a provision for impairment has been recognised in relation to a loan, write-offs for bad debts being
the difference between outstanding loan balance and the value of the security sold are made against the provision. If no provision for impairment has
previously been recognised, write-offs for bad debts are recognised as expenses in the Statement of Comprehensive Income.

Loans that are written off could still be subject to enforcement activities in order to comply with HomeStart's procedures for recovery of amounts due.

Inputs, assumptions and techniques used for estimating impairment
Significant increase in credit risk

When determining whether the risk of default has increased significantly since initial recognition, HomeStart considers both quantitative and qualitative
information, including expert credit risk assessment, forward looking information and analysis based on HomeStart's historical experience.

When modelling of a parameter is carried out on a collective basis, the loans are assessed on a porifolio basis taking into account differing credit risks with
segmentation in groups as follows:
~ Graduate loans;
- Low deposit loans;
- Standard other loans - metropolitan regions; and
- Standard other loans - non-metropolitan regions
HomeStart uses the following criteria for determining whether there has been a significant increase in credit risk:
- there is an adverse movement in credit risk or loan performance score since inception;
- the current outstanding balance has capitalised; and
- a backstop of 30 days past due.
Calculation of ECLs

ECLs are calculated using three main parameters i.e. a probability of default (PD), a loss given default {(LGD) and an exposure at default (EAD). These
parameters are generally derived from statistical models combined with historical, current and forward looking information, including macro-economic data.

For abcounting purposes, the 12-months and lifetime PD represent the expected point-in-time probability of a default over the next 12 months and
estimated remaining lifetime of the financial instrument, respectively, based on conditions existing at the balance sheet date and future economic
conditions that affect credit risk.

The LGD represents expected loss conditional on default, taking into account the collateral, its expected value when realised and the time value of money.

The EAD represents the expected exposure at default, taking into account the repayment of principal and interest from the balance sheet date to the
default event together with any expected drawdown of a facility.

The 12-months ECL is equal to the discounted sum over the next 12-months of monthly PD multiplied by LGD and EAD. Lifetime ECL is calculated using
the discounted sum of monthly PD over the full remaining estimated life multiplied by LGD and EAD.
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Incorporation of forward-looking information
HomeStart incorporates forward-looking information into both the assessment of whether the credit risk of a loan portfolio has increased significantly since
its initial recognition and the measurement of ECL.

HomeStart formulates three economic scenarios: a base case, which is the median scenario assigned a 55% probabiiity of occurring (55%, 2019-20), and
two less likely scenarios, one upside assigned a 10% probability of occurring (5%, 2019-20) and one downside assigned a 35% probability of occurring
(40%, 2019-20). The base case is aligned with information used by the HomeStart for other purposes such as strategic planning and budgeting. External
information considered includes economic data and forecasts published by governmental bodies and monetary authorities and selected private-sector and
academic forecasters.

HomeStart has identified and documented key drivers of credit risk and credit losses for each portfolio of loans and, using an analysis of historical data,
has estimated relationships between macro-economic variables and credit risk and credit losses.

Incorporating forward looking information, including macro-economic forecasts, increases the degree of judgement required to assess how changes in
these data points will affect ECLs. The methodologies and assumptions, including any forecasts of future economic conditions, are reviewed annually.

Predicted relationships between the key indicators and default and loss rates on various portfolios of financial instruments have been developed based on
analysing historical data over 2-3 years.

2.5.3.2 Loans and advances at fair value through profit or loss
Shared appreciation component of the Breakthrough and Shared Equity Option Loans

The Breakthrough and Shared Equity Option Loan facility includes two loan components (the Breakthrough Loan was discontinued from December 2017
and the Shared Equity Option Loan commenced in April 2018):

- a standard loan component with interest rates and repayments which operate under identical terms to HomeStart's current standard loan product.
(Refer to note 2.5.3.1 loans and advances at amortised cost); and

- a shared appreciation component where repayment of the loan balance is generally deferred until the sale or refinance of the property upon which time
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