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Executive Summary

prefabAUS welcomes the opportunity to provide a submission on the Tasmanian Government's draft
Modular Housing Finance Guarantee Bill 2026 and strongly supports the Government's initiative to
address one of the most persistent barriers to the adoption of prefabricated and modular housing in
Australia: access to construction finance during off-site manufacture.

Traditional residential construction lending has developed around progress payments for work
undertaken on, and progressively incorporated into, the borrower's land. Modular construction
changes this relationship. Significant value can be created within a manufacturing facility before the
dwelling is transported to and installed on the customer's land. Manufacturers require payment as
this value is created, while lenders have traditionally been reluctant to advance funds against an
asset that has not yet become part of their mortgage security.

The proposed Finance Guarantee directly addresses this structural financing gap.

This is an issue prefabAUS has worked extensively on with industry and financial institutions,
including through its work with Commonwealth Bank of Australia (CBA) and the development of a
standard form contract for Class 1 prefabricated and modular residential construction. That work
demonstrates that the financing challenge can be addressed when lending, contractual, payment,
ownership and risk arrangements are designed specifically for off-site manufacture.

prefabAUS supports the enabling nature of the Bill and considers that Tasmania has an opportunity
to establish a financing model capable of informing similar approaches nationally.

However, particular attention should be given to sections 5, 6 and 7 of the Bill.

prefabAUS strongly supports the Government's objective of developing Tasmanian manufacturing
capability, employment and supply chains. However, requiring eligible homes to be constructed or
assembled exclusively within Tasmania could constrain the scheme if existing Tasmanian
manufacturing capacity is insufficient to meet demand.

The Finance Guarantee should therefore be used not simply as a financing intervention, but as a
market and industry development mechanism.

Our central recommendation is:
The Finance Guarantee should use housing demand to build Tasmanian manufacturing capability,
rather than limit housing demand to the manufacturing capability that exists in Tasmania today.

A staged pathway could enable qualified Australian manufacturers to initially supply the Tasmanian
market while progressively increasing local participation through Tasmanian assembly, local supply
chains, workforce development and ultimately investment in Tasmanian manufacturing where
sufficient demand exists.
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This would allow the Government to simultaneously address immediate housing needs and build a
stronger Tasmanian prefabricated and modular construction industry.

1. About prefabAUS

prefabAUS is the peak body representing Australia's prefabricated and off-site construction industry
since 2013. Our membership encompasses manufacturers, designers, architects, engineers, builders,
suppliers, technology providers, researchers and other organisations involved in manufacturing-led
construction.

prefabAUS advocates for the greater adoption of advanced manufacturing and prefabricated
construction as a means of improving housing supply, productivity, quality, sustainability and
workforce capability. Our industry strategy, Building the Future We Want — Smart Building Industry
Roadmap 2023-2033, identifies access to finance, procurement reform, standardisation, regulatory
certainty, workforce development and predictable demand pipelines as critical conditions for scaling
Australia's prefabricated construction industry.

The Tasmanian Government's proposed Modular Housing Finance Guarantee is strongly aligned with
these objectives.

2. prefabAUS supports the Bill

prefabAUS strongly supports the intent of the Modular Housing Finance Guarantee Bill 2026.

The proposed scheme addresses a genuine structural impediment to modular housing delivery.
Traditional residential construction finance has developed around progress payments linked to work
physically incorporated into land.

That approach works reasonably effectively for conventional construction because the lender's
security progressively increases in value as construction occurs on the borrower's property.
Modular and prefabricated construction fundamentally changes this relationship.

A substantial proportion of the value of a modular dwelling may be created within a manufacturing
facility before the dwelling, or significant components of it, are installed on the customer's land.
Manufacturers nevertheless incur significant expenditure during this period, including materials,
labour, design, engineering, procurement and manufacturing costs.

The manufacturer requires payment as value is created, while the lender may be reluctant to release
funds because the manufactured asset has not yet become part of its conventional mortgage
security. The result can be larger consumer deposits, significant working-capital requirements for
manufacturers, restricted access to residential finance and ultimately reduced uptake of modular
housing.

This is not fundamentally a failure of modular construction. It is the consequence of applying a
financing system designed for conventional construction to a manufacturing-led construction
process. The Tasmanian Government's proposal correctly recognises this distinction.

3. Lessons from prefabAUS's work with Commonwealth Bank

prefabAUS has worked closely with Commonwealth Bank to examine the barriers preventing
conventional residential construction lending from supporting prefabricated and modular housing.
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A significant outcome of this work has been the development of a standard form contract for Class 1
prefabricated and modular residential construction.

The contract has been developed specifically around the commercial and financing characteristics of
off-site manufacture. It addresses matters including manufacturing payment milestones, ownership
and title, inspection and verification, risk allocation, transportation, installation and practical
completion. The work has reinforced an important principle. The financing problem cannot be solved
solely by providing additional capital. The contractual and risk framework supporting that capital
must also reflect how modular housing is actually produced.

The Tasmanian Finance Guarantee provides an opportunity to bridge the period during which
substantial value has been created within a manufacturing facility but conventional mortgage
security has not yet been established. prefabAUS considers this to be an appropriate and well-
targeted policy intervention. Government support should, however, complement rather than replace
appropriate lending practices, contracts, manufacturer accreditation and risk management.

4. Support for an enabling legislative framework

prefabAUS supports the Government's decision to establish the scheme through enabling legislation,
with detailed operational matters addressed through regulations, the Deed of Guarantee and
associated scheme documentation.

The modular construction industry is evolving rapidly. Building systems, manufacturing models,
contractual structures and lender requirements will continue to develop. Embedding excessive
technical or commercial detail within primary legislation could unintentionally constrain innovation.
The legislation should establish the authority, objectives and essential protections of the scheme
while retaining sufficient flexibility for its operation to evolve.

This flexibility does, however, mean that the regulations and Deed of Guarantee will be critical to the
success of the initiative. prefabAUS therefore recommends a further structured consultation with
lenders, manufacturers, builders, consumer representatives and industry bodies before these
instruments are finalised.

5. Section 5 — Supporting Tasmanian manufacturing without constraining housing supply

prefabAUS strongly supports the Tasmanian Government's objective of developing local
manufacturing capability, employment, skills and supply chains. There is a compelling strategic
rationale for Tasmania to establish a strong prefabricated and modular construction industry.

A sustainable local industry can improve housing resilience, create skilled employment, support
regional economic development and reduce reliance on construction models increasingly
constrained by workforce availability and productivity.

prefabAUS therefore understands the policy rationale behind section 5 and the requirement that an
eligible loan relate to a modular home constructed or assembled in Tasmania.

The issue is not whether Tasmania should seek to maximise local economic participation. It should.
The question is whether an absolute local manufacturing requirement is the most effective
mechanism for achieving that objective while simultaneously increasing housing supply.
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Tasmania is seeking to increase housing delivery at a time when the modular construction sector
itself needs to scale. Existing local manufacturing capacity, available building systems, workforce
capability and associated supply chains may not initially be sufficient to service the full volume or
diversity of housing demand that could be supported through the Finance Guarantee.

A strict Tasmania-only requirement could therefore create an unintended outcome. Consumers could
gain access to an innovative government-supported financing mechanism but have an insufficient
number of eligible manufacturers or housing systems from which to purchase. This could constrain
capacity, reduce competition and consumer choice, increase costs and ultimately limit the number of
homes delivered. It could also discourage established Australian manufacturers from entering the
Tasmanian market even where they are prepared to establish local assembly operations, engage
Tasmanian contractors, develop local supply chains or invest in future Tasmanian manufacturing.

A more immediate issue is that the drafting of section 5(b)(i) is itself unclear. The paragraph requires
the modular home to be constructed, or assembled, in Tasmania by an approved builder. It is not
apparent whether a home manufactured outside Tasmania and then assembled and installed in
Tasmania by an approved builder satisfies the paragraph, nor whether the requirement for an
approved builder attaches to construction, to assembly, or to both. That distinction determines
whether the delivery models described in this submission are eligible at all. If it is not resolved on the
face of the Bill it will be resolved conservatively by lenders and their advisers, and the scheme will be
used less than it should be.

prefabAUS also notes that an absolute local content condition on access to State-supported finance
sits uneasily with the National Competition Policy reform agenda, under which the Australian
Government and the states and territories commissioned the national work on modern methods of
construction referred to later in this submission. The local capability pathway described below
achieves Tasmania’s industry development objective without that tension.

6. Use demand to build Tasmanian manufacturing capability

prefabAUS recommends that Tasmania adopt a local capability pathway rather than an absolute local
manufacturing barrier. Under this approach, Tasmanian manufacturing should remain the preferred
policy outcome. However, the scheme should retain sufficient flexibility to draw upon national
manufacturing capacity where Tasmanian capacity is unavailable, insufficient or unable to meet
required delivery volumes or timeframes.

This is particularly important for manufacturing investment. Modern housing manufacturing facilities
require significant capital investment. Businesses will generally make these investments only where
there is confidence in a sufficiently large and predictable forward pipeline.

Requiring manufacturers to establish Tasmanian production capability before sufficient market
demand has been demonstrated risks creating a circular problem: Manufacturers require pipeline
certainty before investing, while the scheme requires local manufacturing capacity before generating
that pipeline.

The Finance Guarantee can help break that cycle. By creating predictable consumer demand and
providing an appropriate pathway for qualified Australian manufacturers to participate, Tasmania can
establish the market conditions necessary to attract further manufacturing investment.

prefabaus.org.au




< prefabAUS

7. A staged Tasmanian manufacturing pathway

prefabAUS recommends that the Government consider a staged industry-development pathway.
Rather than treating interstate manufacture and Tasmanian manufacture as binary alternatives, the
scheme could encourage manufacturers to progressively increase their economic participation in
Tasmania as demand grows.

A potential pathway could be:

Stage 1 — National manufacturing capacity

Approved Australian manufacturers could initially supply eligible Tasmanian projects where
equivalent local capacity or capability is unavailable or insufficient.

Stage 2 — Tasmanian assembly and installation

As volumes increase, participating manufacturers could establish local assembly, installation and
completion capability and increase their use of Tasmanian contractors.

Stage 3 — Local supply-chain participation

Manufacturers could progressively source materials, components, logistics, professional services and
other inputs from Tasmanian businesses.

Stage 4 — Workforce and skills development

Participating businesses could establish apprenticeships, training, skills transfer and partnerships
with Tasmanian education and training providers.

Stage 5 — Tasmanian manufacturing

Where sufficient demand and pipeline certainty exists, manufacturers could establish permanent
Tasmanian production facilities or enter partnerships with existing local manufacturers.

This approach would transform the Finance Guarantee from a stand-alone finance initiative into a
broader housing and industry development policy.

It would also provide manufacturers with a credible pathway to investment rather than requiring
substantial capital investment before market demand has been demonstrated.

8. Sections 6 and 7 — Approved builders and manufacturers

prefabAUS supports the establishment of an approved builder framework.

The State is accepting a contingent financial exposure and is therefore entitled to ensure
participating organisations demonstrate appropriate capability, financial standing and regulatory
compliance.

However, the approval framework should be transparent, objective, proportionate and open to
qualified market participants. It should not inadvertently create a closed market or restrict
participation to a small number of incumbent businesses.

This is particularly important when sections 5, 6 and 7 are considered together. A narrow local
manufacturing requirement combined with highly restrictive builder approval criteria could
significantly reduce the number of eligible suppliers. This would potentially reduce competition and
consumer choice at precisely the point when Tasmania is attempting to expand housing production.

Section 6 as drafted also contains no application process, no timeframe for a decision, no
requirement to give written reasons for a refusal, no right of review, and no provision governing the
variation or revocation of an approval or of the conditions that may be attached to one under section
6(2). Section 7(2) then requires the list of approved builders, and a summary of the conditions
imposed on each, to be published. A refusal, a condition or a revocation will therefore carry direct
commercial and reputational consequences for a business whose access to the Tasmanian market
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depends on it, without procedural protection and without a mechanism to correct an error.
prefabAUS recommends that the Bill or the regulations provide for an application process, a decision
timeframe, written reasons, a right of internal review, and clear grounds and process for varying or
revoking an approval or a condition.

9. Recognising the distinction between manufacturers and builders

The regulations should also recognise that the entity manufacturing a modular home is not
necessarily the same entity that holds the residential building contract or completes the dwelling on
site. Modern prefabricated construction can involve different organisations undertaking design,
manufacture, transportation, installation, certification and completion.

These are legitimate commercial structures and should be accommodated by the scheme. The
objective should be to ensure that responsibility, ownership, payment, risk and accountability remain
clearly allocated throughout the process—not to require every modular project to replicate a
conventional builder model.

The experience gained through prefabAUS's work with Commonwealth Bank and development of the
prefabAUS standard form contract could assist the Tasmanian Government in developing these
requirements.

10. Nationally compatible accreditation

prefabAUS recommends that the approved builder and manufacturer framework recognise
appropriate national accreditation, certification and independent third-party assessment.

An established manufacturer capable of demonstrating appropriate financial capacity, quality
systems, regulatory compliance, manufacturing capability and successful project delivery should not
be required to duplicate essentially identical assessments solely because its manufacturing facility is
located in another Australian jurisdiction.

Section 6(1)(a)(ii) already provides the mechanism for this. It permits the Minister to approve a
person who holds a prescribed qualification, authorisation or approval. prefabAUS recommends that
the regulations expressly prescribe certification under the Australian Building Codes Board’s National
Voluntary Certification Scheme for Manufacturers of Modern Methods of Construction for that
purpose once the scheme is operational, together with equivalent independent third-party
certification in the interim. Tasmania would then be the first jurisdiction to give the national scheme
practical effect, and a manufacturer certified nationally would not be required to satisfy a separate
Tasmanian accreditation covering the same ground.

Recognition of credible national evidence would reduce administrative costs for government and
industry and make participation easier for financial institutions operating nationally. It would also
contribute to the development of a more consistent Australian market for modular construction.

11. The construction contract should be central to the scheme
prefabAUS particularly supports the requirement that the construction contract cover the modular

construction process from design through to practical completion. A successful modular financing
model requires continuity between design, manufacture, transportation, installation and completion.
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However, prefabAUS recommends establishing minimum contractual principles rather than
prescribing a single mandatory form of contract.

Eligible contracts should appropriately address:

> payment milestones corresponding with identifiable and verifiable stages of manufacture;
ownership and transfer of title for materials, components and completed modules;
identification and segregation of goods attributable to individual projects;
inspection and independent verification of manufacturing milestones;
responsibility and insurance during manufacture, storage, transportation and installation;
access to and recovery of work in progress in the event of manufacturer insolvency; and
installation, certification and practical completion.

VVVVYVYVY

These principles are consistent with the work undertaken by prefabAUS and Commonwealth Bank
and would substantially reduce the underlying risk the State is being asked to guarantee.

12. Recognising value created in the factory

An important principle underlying the scheme should be that value can be created before
construction reaches the customer's land. A modular dwelling progressing through a controlled
manufacturing process is not simply an unsecured promise of future construction. Materials have
been procured, labour has been undertaken, components have been assembled and measurable
value has been created.

The financing framework should therefore establish appropriate mechanisms through which this
value can be independently identified, verified and protected. This could include manufacturing
milestone certification, photographic or digital evidence, independent inspection, project-specific
identification of components and clear contractual transfer of title following payment. The objective
should be to give lenders confidence to recognise verified value created within the manufacturing
environment.

13. Structure the guarantee around the actual security gap

The Government's guarantee should target the period during which the lender's exposure is greatest.
The greatest financing difficulty generally exists after substantial expenditure has occurred in the
factory but before the manufactured asset has been permanently installed on the customer's land.
The guarantee should therefore respond to the security gap, rather than simply guaranteeing a fixed
percentage of the entire construction loan.

As verified value is created in the factory, the guarantee may support the lender's increased
exposure. As the dwelling is transported, installed and ultimately becomes part of the lender's
conventional property security, the State's exposure should progressively reduce.

This would minimise the Government's contingent liability while targeting the precise market failure
the scheme is intended to address.

14. Consumer protection

Greater access to finance must be accompanied by strong consumer protections. The objective of
the scheme should not be to transfer inappropriate commercial or construction risk to government.
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It should address the particular financing and security issue created by off-site manufacture.
Consumer protection should therefore be embedded through appropriate contracts, licensing,
insurance, manufacturer assessment, transparent payment milestones and independent verification
where appropriate.

The policy objective should be: To make good modular projects financeable—not simply to make
finance available to every modular project.

15. National scalability

Tasmania has an opportunity to establish a model with significance beyond Tasmania. Financial
institutions operate nationally. Manufacturers increasingly operate across state boundaries.

A financing system requiring lenders to establish entirely different contractual, assessment and
verification processes in each jurisdiction will increase costs and discourage participation.

The Tasmanian framework should therefore be designed, wherever practicable, around nationally
applicable principles for contracts, manufacturer accreditation, progress-payment verification and
lender requirements. Tasmania could become an important demonstration jurisdiction for a national
modular housing finance model.

The lessons from the scheme could subsequently inform engagement with the Australian
Government, other states and territories, lenders and the broader housing industry.

16. Recommendations

prefabAUS recommends that the Tasmanian Government:

1. Proceed with the Modular Housing Finance Guarantee Bill 2026, recognising access to
finance during off-site manufacture as a significant structural barrier to modular housing
adoption.

2. Retain the enabling and technology-neutral nature of the legislation and avoid unnecessarily
prescribing particular modular construction technologies.

3. Review the operation of section 5 to ensure the requirement for Tasmanian construction or
assembly does not inadvertently constrain housing supply, competition or consumer choice
where local capacity is insufficient.

4. Clarify on the face of the Bill whether a modular home manufactured outside Tasmania and
assembled and installed in Tasmania by an approved builder satisfies section 5(b)(i), and
whether the requirement for an approved builder applies to construction, to assembly, or to
both.

5. Establish Tasmanian manufacturing as the preferred outcome, while providing flexibility for
approved Australian manufacturers to participate where local capacity, capability, product
availability or delivery timeframes are insufficient.

6. Establish a staged local capability pathway allowing participating manufacturers to
progressively move from interstate manufacture to Tasmanian assembly, local supply-chain
participation, workforce development and ultimately local manufacturing as market demand
justifies investment.

7. Use the scheme and the demand it generates to provide manufacturers with the pipeline
certainty required to support investment in Tasmanian manufacturing capacity.

8. Ensure interstate participation contributes meaningfully to Tasmania through local assembly,
employment, contractors, procurement, training, partnerships or investment.
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9. Ensure the approved builder framework under sections 6 and 7 is transparent, objective and
proportionate and does not unnecessarily restrict eligible market participants.

10. Recognise the different roles that builders, manufacturers, installers and other participants
can legitimately perform within modular construction delivery models.

11. Recognise appropriate nationally accepted accreditation, certification and independent
third-party assessment to avoid unnecessary duplication.

12. Expressly prescribe certification under the Australian Building Codes Board’s National
Voluntary Certification Scheme for Manufacturers of Modern Methods of Construction, and
equivalent independent third-party certification in the interim, as a qualification,
authorisation or approval for the purposes of section 6(1)(a)(ii).

13. Provide in the Bill or the regulations for an application process, a decision timeframe, written
reasons, a right of internal review, and clear grounds and process for the variation or
revocation of an approval or a condition under section 6.

14. Make an appropriate construction contract a central risk-control mechanism within the
scheme.

15. Require eligible contracts to appropriately address manufacturing milestones, title and
ownership, identification of work in progress, inspection, insurance, transportation,
installation and manufacturer insolvency.

16. Ensure lending arrangements recognise verified value created during factory manufacture,
rather than attempting to replicate conventional on-site progress-payment models.

17. Structure the State guarantee around the actual financing and security gap, allowing the
State's exposure to reduce as the dwelling becomes conventional mortgage security.

18. Maintain strong consumer protections through appropriate contracts, accreditation,
licensing, insurance and verification requirements.

19. Design the scheme with national scalability and interoperability in mind.

20. Undertake further consultation with lenders, manufacturers and industry—including
prefabAUS—on the regulations, Deed of Guarantee, approved builder criteria and eligible
contract requirements before implementation.

21. Undertake an initial Tasmanian modular manufacturing and supply-chain capacity
assessment to understand current production capacity, available systems, workforce
capability and likely demand.

22. Establish a formal review following an initial period of operation to assess lender
participation, consumer uptake, housing delivery, defaults, guarantee exposure,
manufacturing investment and opportunities to progressively reduce reliance on
government guarantees as the private finance market matures.

17. Conclusion

prefabAUS strongly supports the Tasmanian Government's leadership in developing the Modular
Housing Finance Guarantee. The proposal directly addresses a long-standing structural impediment
to modular housing and provides an opportunity to improve access to finance for Tasmanian
households. But its potential extends considerably further.

If appropriately designed, the Finance Guarantee can simultaneously support housing delivery,
consumer finance, industry investment, workforce development and the growth of Tasmanian
manufacturing capability. The Government should therefore avoid creating a false choice between
supporting Tasmanian manufacturing and drawing upon Australia's existing modular construction
capability. Both objectives can be achieved.
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Tasmania can utilise established Australian manufacturing capacity to meet immediate housing
needs while deliberately using the demand generated through the scheme to create the commercial
conditions necessary for greater local investment.

The central principle should be:

The Finance Guarantee should use housing demand to build Tasmanian manufacturing capability,
rather than limit housing demand to the manufacturing capability that exists in Tasmania today.

Over time, the objective should be to move from interstate supply to Tasmanian assembly, greater
local supply-chain participation, workforce development and ultimately increased Tasmanian
manufacturing where market volumes support investment. In parallel, appropriate contracts,
accreditation, independently verifiable manufacturing milestones and lending practices can
progressively reduce the risks associated with financing off-site construction.

The work undertaken between prefabAUS and Commonwealth Bank demonstrates that these
barriers can be addressed collaboratively. Tasmania now has an opportunity to bring these elements
together and establish a model that could influence the financing of modular housing across
Australia.

prefabAUS would welcome the opportunity to work with the Tasmanian Government, Treasury,
participating financial institutions and industry in developing the regulations, Deed of Guarantee,
manufacturer approval framework and contractual requirements supporting the scheme.

Sincerely,

/J( %_)
Damien Crough

Executive Chairman
prefabAUS

Peak body for Australia’s prefabricated and off-site construction industry since 2013
E:
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