
[Council- Thursday, 18 February 2016] 

KEYSTART - CAPITAL ADEQUACY RATIO 

1. Hon KEN TRAVERS to the Minister for Housing: 

I refer to part (3) of question 42, in which I asked the minister-

Prior to the implementation on Keystart of the loan guarantee fee, what was Keystart's policy on its 

required capital adequacy ratio? 

To which the minister replied-

The loan guarantee fee has not changed Keystart's capital adequacy policy. 

Does the minister accept that that does not answer my question and I now ask whether the minister will 

undertake to table Keystart's policy on its required capital adequacy ratio at the next sitting; and, ifnot, why not? 

Hon COL HOLT replied: 

I thank the member for his question. I will have to get some advice for the honourable member on that. It is a 

very technical part of Keys tart's business and I certainly would not like to mislead him. 

Hon Ken Travers: I was asking for a copy of the policy. If the minister is going to tell me no and he wants to go 

to the Auditor General, that is fine, but give me a straight answer. 

Hon COL HOLT: I am telling the member that I will get some advice on it. 

Keystart advises: 

The minimum capital requirement is calculated in accordance with Keystart's Internal Capital 
Adequacy Assessment Process (ICAAP). The ICAAP adopts the same principles as used by 
banks in meeting their prudential requirements. 

Under the ICAAP, Keystart determines its target capital percentage based on a five year 
simulation of the loan pOlifolio. The simulation subjects the Keystati portfolio to economic 
stressors to derive an income statement and balance sheet. The stressors are principally 
increasing unemployment, economic recession, declining property prices, and reducing net 
interest margins. The results of the simulation is used to calculate a target capital percentage 
(currently 6.8%) based on Keystart's minimum capital percentage (currently 4%). 

The tat'get capital percentage is applied to risk weighted assets on a monthly basis to 
detelmine the target capital amount. Risk weighted assets are calculated as Keystmi's total 
loan portfolio adjusted by the risk weighted assets percentage. The risk weighted assets 
percentage is calculated using a financial model driven by current loan to value ratios and the 
W A house price index. 

Keystmi is regulated by the Australian Securities and Investment Commission and audited by 
the Auditor General. 

I table Keystmi's ICAAP Summary Statement, which presents information on Keystati's 
ICAAP and risk weighted asset calculations for each risk type incorporated in Keystmi's 
capital adequacy assessment. 
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1 Introduction 

Keystart Loans Limited (Keystart) is a non-listed public company regulated by the Australian 
Securities and Investments Commission (ASIC), the Corporations Act 2001 (Cth) and holds an 
Australian Credit Licence under the National Consumer Credit Protection Act 2009 (Cth). 

Keystart has a unique organisational structure rarely observed in Australia, with the State 
Government's Depatiment of Housing (DoH), being its sole shareholder and source of funding. 
This unique organisational structure affords Keystart the continued support of the DoH during 
industry downturns, market-risk events and adverse economic conditions that could have 
unfavourable effects on Keystart.Keystart is not an Authorised Deposit-taking Institution (ADI) 
regulated by the Australian Prudential Regulation Authority (APRA) and thus is not required to 
adhere to Capital Adequacy prudential standards. Nevertheless, Keystart seeks to benchmark and 
align its corporate risk, governance and capital framework against existing prudential standards 
and global best practice, whilst simultaneously considering Keystati's unique organisational 
structure as a government owned entity. 

This report is prepared in consideration of external auditor recommendations, prudential 
standards, Keystart Board of Directors (Board) endorsements and Board approved policies and 
procedures. The report presents information on Keystart's Internal Capital Adequacy Assessment 
Process (ICAAP) and risk weighted asset (RW A) calculations for each risk type incorporated in 
Keystart's Capital Adequacy assessment. 

1.1 Purpose of the ICAAP 

An ICAAP involves an integrated approach to risk management and capital management, based 
around assessing the level of, and appetite for, risk in an organisation and ensuring that the level 
and quality of capital is appropriate to that risk profile. 

The ICAAP sets out Keystati's Capital Management Plan and the current and projected capital 
levels. It provides a detailed analysis of the outcomes of applying the ICAAP over the reporting 
period, relative to the planned outcomes, and it describes any material changes to the 
organisations risk profile and capital framework. 

The Board of Keystart take ultimate oversight and ownership of the ICAAP framework, ensuring 
its continual compliance and application within the organisation. 

1.2 Distribution and use 

The ICAAP provides a summary description of Keystart's current capital management process 
and reports on the outcomes of applying the ICAAP for the period I January 2015 to 1 January 
2018. The ICAAP is updated by the Chief Risk Officer (CRO) at least annually or more 
frequently upon the occurrence of an event that may cause material changes to the ICAAP, 
including changes to business operations, the organisations structure, market conditions or 
material revisions to Keystart's Strategic Business Plan, risk appetite or capital resources. Revised 
iteration of the ICAAP are approved by the Board and endorsed by the Chief Executive Officer 
(CEO). 

This repmi serves as a roadmap to the ICAAP and facilitates the Board's understanding of the 
organisations capital management process. The repmi will be circulated to Keystati's sole 
shareholder, the DoH, for its consideration. 
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2 . Overview of the ICAAP 

2.1 ICAAP objectives 

Keystart's primary capital management objective is to maintain appropriate capital commensurate 
with our risk exposures and business strategy and to deploy capital in a manner that is prudent 
and in the best interest of our sole shareholder, the DoH, and Keystart. 

The ICAAP forms part of Keystart's integrated Risk Management Framework for managing its 
risk exposures and is designed to reflect the size, nature and complexity of Keystart's operations, 
in both a timely and effective manner. 

In line with Keystart's commitment to good corporate governance, the Board endeavours to 
maintain an appropriate level and quality of capital commensurate with the extent of the risks to 
which Keystati is exposed from its operating activities. 

Keystart endeavours to align its ICAAP with APRA's prudential standards, whilst simultaneously 
considering Keystati's unique organisational structure as a government owned entity, in order to 
facilitate the development of a strategic initiative to maintain adequate capital within the 
organisation. 

2.2 Key features of Keystart's ICAAP methodology 

The ICAAP encompasses policies, procedures, systems, controls and personnel employed to 
monitor and manage the risks arising from Keystati's activities and the capital held to mitigate 
those risks. The key features ofKeystati's ICAAP include: 

• a clearly defined and robust process for risk identification, assessment, monitoring and 
management; 

• a clear defined Risk Appetite Statement that is commensurate with Keystati's short and 
long term risk drivers; 

• the setting of target capital levels in accordance with the risks associated with the current 
and projected financial position of Keystart (represented as a Target Capital Ratio); 

• a clearly defined strategy for managing capital levels, including under stressed scenmios; 
and 

• a clearly defined process relating to the reporting of Capital Adequacy. 

The resulting Target Capital Ratio (TCR) of Keystati is well founded and is consistent with 
Keystati's risk profile and current operating enviromnent. 

2.3 ICAAP governance framework 

The Board is ultimately responsible for approving Keystart's ICAAP governance fratnework. As 
part of this responsibility, the Board maintains a comprehensive framework of governance 
standards that are aligned with the best standards of governance evinced by both Australian and 
international financial services organisations. The comprehensive framework of governance 
standards maintained, are designed to manage and mitigate both known and emerging risks and 
ensure adequate levels and quality of capital are maintained for Keystart's risk profile. 
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Keystati's ICAAP extends beyond the establishment of capital targets, to exert influence on 
organisational strategic business decisions, involving risk mitigation, asset and liability 
management, business planning and product criteria. 

Keystart has an established governance framework for the oversight of its ICAAP, commencing 
with the Board, who have overall responsibility for the governance of the ICAAP; the Board 
committees, which assist with oversight of components of the ICAAP; the CEO and CRO, who 
oversee the ICAAP's implementation and review process; and the Executive Team and managers 
who are responsible for their respective risk-taking activities. 
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The assigned responsibilities and accountabilities for the ICCAP are illustrated as follows: 

ICAAP Responsibilities 

Board 

Board committees 

Executive Team 

• the Board are the custodians of the ICAAP; 

• the Board are accountable for approving the ICAAP, the related 
policies and the capital triggers; 

• the Board are responsible for monitoring the extent to which 
Keystart operates within the ICAAP; 

• the Board are responsible for approving substantial alterations to the 
ICAAP; and 

• the Board are responsible for the annual review of the ICAAP. 

• the Board appointed the Audit Risk & Information Communication 
Technology Committee (Audit Committee) to canoy out corporate 
governance responsibilities in relation to Keystart's financial 
reporting, internal control systems, risk management systems, 
compliance framework and audit functions; and 

the duly appointed Funding & Lending Committee (Funding 
Committee) oversee the strategic asset and liability framework of 
Keystart. This oversight requires the Funding Committee to review 
and provide recommendations on Keystati's funding, lending, 
liquidity and investment pOlifolio strategies and policies. 

• the Executive Team implement the ICAAP; 

• the Executive Team monitor the staff and managerial 
implementation of the ICAAP; 

• the Executive Team aid the development of the ICAAP; 

• the CEO ensures that the necessary financial and human resources 
are in place to enable Keystart to performs its obligations under the 
ICAAP; 

• the CRO, in association with the CFO, monitors Keystati's capital 
position on a continuous basis and reports concerns to the CEO and 
the Boat'd; 

• the CRO, in association with the CFO, continuously monitors the 
capital triggers; 

• the CRO is responsible for overseeing the ICAAP's implementation 
on an ongoing basis; 

• the CRO monitors the organisations adherence to the ICAAP; 

• the CRO is responsible for reviewing the ICAAP and the Capital 
Management Plan, and reporting outcomes to the Board; 

• the CRO performs an annual review of the ICAAP and reports any 
recommendations to the CEO and the Board; 

• the CRO will ensure the ICAAP is independently audited; and 

• the CRO assists staff with procedural aspects of the ICAAP. 
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Managers • managers are accountable to the CEO for integrating the ICAAP 
into the day-to-day activities of Keys tart; 

• managers are required to take an active role in ensuring staff adhere 
to the ICAAP, through oversight and performance management; 

• managers assist in developing department specific policies, controls 
and procedures in relation to the ICAAP; and 

• managers review the adequacy of the internal controls to ensure that 
they are operating effectively and are appropriate for achieving the 
ICAAP governance objectives. 

Audits • internal and independent audits are performed in accordance with 
the Audit and Compliance Plan; and 

• formal reports are produced in response to the audits and circulated 
to the Board for their consideration. 

2.4 Review process 

2.4.1 Ongoing monitoring 

The effectiveness of the ICAAP and its internal controls are evaluated through compliance testing 
and reviewed by both internal and independent auditors. The associated findings of the reviews 
are reported to senior management and presented to the Board. 

The following mechanisms are utilised to ensure ongoing monitoring of the ICAAP: 

• internal reviews of components of the ICAAP are conducted periodically by the internal 
auditor; 

• the CRO continuously monitors and reviews Keystart's capital management process and 
capital position; 

• capital forecasts are conducted, which consider the ongoing appropriateness and accuracy of 
Keystart's defined target capital levels; 

• rolling reviews are performed on emerging prudential standards, statutory obligations and 
changes in industry best practice relating to Capital Adequacy; 

• risk management reviews are conducted on a regular basis; and 

• Keystart's capital position and risk and governance framework are frequently addressed at 
Board meetings. 

2.4.2 Independent review 

Keystart also conducts an extensive independent review of the ICAAP once every three years. 
The scope of the review extends to cover: 

• the ongoing appropriateness of assumptions and methodologies; 

• the appropriateness of Stress, Scenario and Sensitivity Testing; 
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• ICAAP limitations; 

• the accuracy and extent of data relied on; 

• consistency of outcomes with Keystart's risk appetite; 

• the effectiveness of key controls relied upon for the purpose of the ICAAP; 

• any non-compliance with policies and procedures underpinning the ICAAP; 

• appropriateness of planned capital outcomes; 

• appropriateness of planned changes to the ICAAP; 

• changes to the external environment; and 

• improvements in industry best practice. 

The CRO is responsible for obtaining the independent review and circulating the findings to 
senior management and the Board. 

2.4.3 Triggers for review of the ICAAP 

To ensure Keystart continuously maintains an appropriate ICAAP, the following capital triggers 
are in place to serve as an early warning indicator that the capital needs of the organisation 
require consideration: 

• significant changes in economic variables or conditions (for example, changes in interest 
rates, yield curves, unemployment or bankruptcy rates); 

• unexpected or amplified cyclical changes in the economy; 

• significant alterations to relevant contracts; 

• applicable changes to legislation and policies ofthe executive branch of Government; 

• significant business disruptions and/or systems failures; 

• maj or reputational damage or relationship deterioration; 

• significant organisational legal exposure; 

• substantial accident or natural disaster; 

• substantial damage to physical assets; 

• major changes to the organisations risk culture, risk appetite andlor Strategic Business Plan; 

• significant turnover of staff; 

• substantial issues relating to employment practices andlor workplace safety; 

• consistent failure to deliver departmental and organisational objectives; 

• consistent complaints relating to products andlor business practices; 

• significant incongruities in the repricing of Keystart' s interest-sensitive assets and liabilities; 
and 

• positions that significantly exceed the predetermined capital limits and tolerance. 
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2.5 Reporting and monitoring of Capital Adequacy 

Monitoring and repOliing are integral parts of the ICAAP, with monitoring of adherence to the 
ICAAP and Capital Management Plan, and reporting through individual programs. 

The outcomes of the ICAAP are reported to the Board and to senior management for their 
consideration, implementation and to ensure future iterations of the ICAAP are improved. 

Keystart employs a robust monitoring and reporting system, which is primarily the responsibility 
of the CRO, with Board oversight. 

Reporting Reporting Obligations 
Responsible 

Frequency Entity 

The capital position of Keystart is monitored monthly by way CFO 
of balance sheet review and presented to the Board. If the 

Monthly 
capital levels are outside the predefined targets, the capital 
position is monitored more frequently. If cOlTective action is 
required, recommendations are escalated to the CRO and 
CEO. 

An assessment of Keystati's overall Capital Adequacy in CRO and CFO 
relation to its risk profile is conducted quarterly and reported 
to the Board. 

Quarterly Continuous reviews are conducted on emerging prudential CRO 
standards, statutory obligations and changes in industry best 
practice relating to Capital Adequacy. Relevant finding are 
reported to the Audit Committee quarterly. 

The effectiveness of the Capital Management Plan and its CROandCFO 
internal controls are evaluated annually and findings are 
reported to the Board. 

The CRO coordinates with the CFO, to project capital levels 
CROandCFO 

Annually and develop a capital plan forecasted over a 3 year period. 
The projected capital levels are reviewed and approved by 
the CEO and the Board. 

Formal review of the ICAAP is performed annually and the 
CRO 

outcomes of the review are reported to the Board. 

Triennially 
An extensive independent review of the ICAAP is performed CRO 
triennially and the findings are reported to the Board. 

2.5.1 Organisational integration of the ICAAP 

An ICAAP involves an integrated approach to risk management and capital management, 
structured around an assessment of the level of an appetite for risk in an institution and ensures 
that the level and quality of capital is appropriate to that risk profile. 

The ICCAP governance framework is integrated into the decision-making process, risk limit 
setting and strategic and business planning of the organisation. Keystat't's integrated approach to 
risk management and capital management is illustrated as follows: 
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Growth Ambitions 

Market Analysis 

Strategic Objectives 

Strategic Vision 

Risk Appetite 

Business Strategy 
Established in reliance on the risk appetite. 

Capital Allocation 
Determined in reliance on the business strategy and risk 

appetite. 

Responsibilities 
Aligned with risk taking activities. 
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3 Business Overview and Current Environment 

3.1 Ownership Structure 

Underpinning Keystart's ICAAP is the unique ownership structure of Keystart, with the DoH 
being the sole beneficiary of the Keystart Housing Scheme Trust and the sole shareholder of 
Keystart Loans Limited. This unique ownership structure affords Keystart the support of the DoH 
during industry downturns, market-risk events and adverse economic conditions that could have 
unfavourable effects on Keystalt's liquidity position. 

3.2 Business overview 

Keystart was established in 1989 to provide low-deposit home loans to eligible Western 
Australians unable to meet the deposit requirements of private lenders. 

Keystart holds an Australian Credit Licence under the National Consumer Credit Protection Act 
2009 (Cth). Keystart is not an ADI and does not hold an Australian Financial Services Licence. 

Keystart's operations are primarily conducted through Keystart Loans Limited as trustee for the 
Keystart Housing Scheme Trust. The DoH is the sole beneficiary of the Keystart Housing Scheme 
Trust and the 100% shareholder of its trustee, Keystmt Loans Limited. Keystmt's employees are 
employed and managed by Keystart Scheme Management Pty Limited. 

The DoH also established an External Borrowing Structure to facilitate Keystmt's borrowing 
from independent commercial markets. The structure is currently dormant and unlikely to be used 
in the foreseeable future. 

Keystmt's funding is presently provided by the Western Australian Treasury Corporation 
(W ATC) and via investment instruments utilised to maintain cash flow efficiency. Keystart is 
presently seeking to obtain funds from additional sources and instruments in order to avoid over 
dependence on the WATC. 

The trading and funding structure of Keys tart is illustrated as follows: 

Primary Trading Structure 

Western Australian Government 
Department of Housing 

Funding Structure 

Western Australian Government 
Department of Housing 

100% 
Funding 

Flindingto 
maintain cash 

'-"--'---'---'-'--'::"":""----"-'--'-....J flow 
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• Standard Loan 

As at 31 December 2014, Keystart serviced approximately 17,681 retail customers in Western 
Australia by offering a broad range of home loans products. The key features of the loan products 
include: 

• a low deposit scheme, consisting of a 2% deposit prerequisite in metropolitan areas and a 2%-
10% deposit prerequisite in regional Western Australia; 

• no Lenders Mortgage Insurance; 

• shared ownership arrangements on select products; 

• no ongoing account-keeping fees; 

• an education program designed to assist ineligible Western Australians to achieve home 
ownership; and 

• a transitional scheme, designed to transition clients to mainstream lending when financial 
circumstances permit. 

The following diagram illustrates the various Keystart loan products and their relative size in 
relation to Keystart's overall loan portfolio. 

Keystart Loans 
at 31 December 2014 

Keystart Social Loans 
at 31 December 2014 

• Shared Equity 

• SharedStart 

• Non-shared Equity " Access 

Loan with Subsidy 
Acct. 
Subsidy Account 

3.3 

3.3.1 

Current risk and capital environment 

Current and projected market overview 

8% 
2% 9% 

AHOS 

Perpetual SE 

First Start 

GoodStatt 

• Sole Parent 

The Australian economy has been operating in a low interest rate environment for a number of 
years and this has encouraged heightened activity by home buyers. 

As demand for property becomes exhausted, the number of loan approvals begins to decline. 
Housing prices inevitably follow suit. This has been a well-worn trajectory over the years. New 
data suggests the property market is approaching that stage once again. 
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For first home buyers the low interest rates should have supported activity among this segment
and perhaps it has - but the overriding impression is housing affordability and income growth 
among this cohort has deteriorated to such an extent that low interest rates no longer matter. 

First home buyers activity has declined by 10 percent from July 2013 to July 2014 and accounts 
for just 12 percent oftotalloan approvals to owner-occupiers. This is the lowest level on record. 

The deteriorating market conditions have a material effect on Keystati's risk profile and its 
framework for managing risk. Keystart is, in many respects, a countercyclical organisation in that 
performance outcomes (loans approval rates) are often negatively correlated with the overall state 
of the housing market. 

Keystart's tolerance towards risk is similarly affected by cyclical market conditions. When the 
lending market deteriorates, Keystati's tolerance for risk tends to increase in order to assist in 
breaching the affordable housing gap for individuals who are unable to meet the deposit 
requirements of private lenders. 

3.3.2 Strategic Business Plan 

Keystart's Strategic Business Plan establishes the organisations direction for delivering affordable 
housing solutions to eligible Western Australians. 

Keystart requires a continuous supply of capital given the pivotal role it plays in providing low 
deposit finance options to Western Australians, in order to fill the affordable housing gap. 

The strategic goals that form the basis of the Strategic Business Plan are considered in light of the 
risk profile of Keystati. This function assists with the identification of emerging risks and 
provides an understanding of the amount of risk required to reach each strategic goal. Material 
changes to the risk profile, resulting from strategic planning, is appropriately reviewed, 
considered, reported upon and monitored. 

The interaction between the risk profile and the Strategic Business Plan is central to creating 
transparency over risk management and is illustrated as follows: 

Strategic Goal Risk Prof'Ile 

The provision of affordable and By the nature of Keystart's modus operandi for 
accessible home loans conducting business, the organisation is exposed to 

Credit Risk due to the variable nature of its clients' 
income stream and the lack of deposit supporting the 
loan applications. 

The provision of low deposit loan The Keystart low deposit scheme adversely affects the 
portfolios organisations risk profile and exposes the organisation 

to Credit Risk, as less protection is afforded to Keystart 
in the event of a foreclosure. 

The provision of loan products with The decision not to charge Lenders MOligage Insurance 
no Lenders Mortgage Insurance adversely impacts the organisations Credit Risk profile, 

as Keystart is not afforded insurance protection in the 
event a client defaults on their home loan. 

Best practice turnaround timeframes Strict turnaround timeframes may adversely impact 
that satisfy Keystatt's customer Keystart's Operational Risk profile, as heightened 
profile pressure may increase the risk of human error and staff 
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misconduct. 

Support customers transitioning to Keystart's primary function is to provide access to home 
other lenders ownership until customers are better financially situated 

to transition to a private lender. This function decreases 
capital levels within the loan portfolio however reduces 
Keystart's exposure to Liquidity Risk and releases 
additional capital to enable Keystart to achieve its 
strategic objectives. 

Facilitate Shared Equity clients to Facilitating the purchase of additional equity in Shared 
purchase additional equity to Equity loans, inflates the capital levels within the loan 
generate recycling of equity funds portfolio and increases Keystmi's exposure to Liquidity 

Risk. 

Stay within government bOlTowing Breaching Keystart's borrowing limits would adversely 
limits and reduce aggregate impact the organisations Operational and Reputational 
bOlTowing limits Risk profile. 

A reduction in aggregate bOlTowing limits would, 
reduce Keystmi's exposure to Credit Risk. 

Develop wider funding solutions Diversifying the sources of funding will aid Keystmi's 
Liquidity and Funding Risk profile, as it will reduce 
overreliance on a sole funding source and ensure 
adequate capital is maintained to meet current and 
future business needs. 
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4 Risk Management 

4.1 Risk Management Framework 

Keystart is committed to proactively managing risk by systematically identifYing, analysing, 
treating, monitoring and reviewing all risks that directly or indirectly impact on Keystart's ability 
to achieve the objectives outlined in its Strategic Business Plan. 

The 'Risk Management Measurement Methodology' and the 'Risk Management Policy & 
Program', collectively form Keystart's Risk Management Framework. 

Risk management is to be considered at all levels of Keystart including the planning process 
(strategic or operational), governance process, executive management, program management and 
at both the departmental and individual level. 

Accountability for the Risk Management Framework is structured in accordance with the 
renowned 'Three Lines of Defence Model', which formally assigns risk management activities 
through business operations (Line 1), oversight functions (Line 2) and independent assurance 
providers (Line 3). The Three Lines of Defence Model, as adopted by Keystart, is detailed in 
Appendix 1. 

4.1.1 Sources of risk 

The process for identifying and categorising the sources of risk provides the framework for risk 
identification and analysis, and allows for meaningful comparisons to be made between the 
different departments risk exposures. Keystart maintains a comprehensive list of risk sources, 
which contribute to an effective Risk Management Framework. 

The following diagram illustrates Keystmt's three layers of ongoing risk identification and 
management. 
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establish and re'lliew the risk appeflte. 

RespollsiDility: Exerntive Team 
Develop processes to implement business s!rat~y and 

matIage principal risks; update the Board on Key R:JSks and 
exposures; maintain an effective risk: management culture; 

and identify ~ risks across the register_ 

Responsibility: Management and staff 
Identify and mitigate risks in daily p:rDCeS,-~; itnptement 

and maintam aooquate contro1s;esca1ate risk 
concernsloperatiofuillosses, and follow policies, p!lJci!dures 

and dtreCfions_ 
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Keystart distinguishes between the different categories of risk and adopts an integrated approach 
towards managing these categories. The principal risks that Keystart is exposed to can be 
classified broadly into the following nine risk categories: 

Key Risks: 

• Credit Risk; 

• Operational Risk; 

• Market Risk; and 

• Financial Risk, including Liquidity Risk and Funding Risk; 

Other risks: 

• Compliance Risk; 

• Reputational Risk; 

• Strategic Business Risk; 

• Proj ect Risk; and 

• Environmental and Social Risk. 

4.1.2 Risk assessment and management 

All identified risks are rated according to the multiple of their likelihood and consequence. This 
allows Keystart to rank risks according to their relative importance and assists the evaluation of 
the best method of handling the risk, thereby targeting resources to the most significant risk 
elements. 

To effectively manage risk, Keystart embeds the Risk Management Framework into its systems 
and processes by: 

• integrating risk management principles into existing policies and procedures; 

• instilling a pro-active 'risk aware' culture rather than being re-active; 

• incorporating risk management training into internal staff development programmes; 

• communicating the organisations risk management philosophy; 

• ensuring that internal reviews and evaluations consider the risk management culture when 
assessing performance; 

• aligning staff remuneration and incentives in line with desired risk management behaviour; 

• incorporate risk management into Keystati's operational planning; and 

• encouraging discussions on the unexpected positive or negative risk outcomes. 

Responsibility for the risk managements program is allocated throughout all levels of the 
organisation and can be summarised as follows: 

• the Board are responsible for determining the level of risk appetite; 

• the Audit Committee are responsible for the oversight of the Risk Management Framework 
and provide assurance on the adequacy of the management of risk across Keystart; 

• the CEO has overall responsibility for the implementation and monitoring of risk 
management; 
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• the CRO has responsibility for overseeing the day-to-day management of the risk 
management program and for establishing and monitoring the implementation of policies, 
procedures, risk assessments and control improvements; 

• department managers are responsible for identifYing emerging risks within their areas of 
responsibility; 

• the department managers are delegated responsibility to undertake risk assessments and 
implement control improvement programs; 

• the Risk and Compliance Officer assists with the maintenance of the risk management 
program, by reviewing critical control systems and risk management processes and providing 
assurance to the Audit Committee on the adequacy of the program; 

• the internal audits evaluate the adequacy of the risk management programs; and 

• staff are responsible for adopting sound risk management practices within their work roles. 

4.2 Risk Appetite Statement 

Keystart collaborates with its sole shareholder, the State Government's DoH, to ensure affordable 
housing solutions are provided to Western Australians who are unable to enter the housing 
market. This collaboration evidences Keystart's key role in upholding the health and progression 
of the Western Australian affordable housing market and carries with it a responsibility to 
maintain operating sufficiency and standards of excellence. By the nature of Keystart's loan 
product, risk-taking is a fundamental characteristic of its business and arises in every transaction 
it undertakes. Keystart ensures it maintains an adequate capital framework and standard of 
professional excellence to ensure it continues to fill the affordable housing gap. 

Whilst it is inherent in Keystart's business structure to take on risks, such risks are adopted in a 
considered manner to ensure the organisation takes risks that are adequately rewarded. Keystart 
has determined acceptable risks, which encompass limits to ensure that all activities are 
performed within the tolerance levels. 

Keystart determines its risk appetite by collectively considering its business strategy, risk 
capacity, trading and funding structure and organisational forecasts, in connection with the 
activities undertaken by the business. Particular consideration is also given to the material effect 
Keystart's unique ownership structure has on its risk appetite, including the support and comfort 
provided to Keystart by the DoH. 

Keystart's Risk Management Framework has been designed to ensure that the risk appetite is 
integrated with strategic and business planning, risk management and capital management. This is 
achieved by: 

• establishing appropriate risk limits on organisational activities; 

• permeating the organisations risk appetite in the culture, to ensure the appetite is 
considered when making decisions; 

• developing a capital planning process which supports all risk-taking activities; 

• monitoring and reporting on Key Risk Indicators to the Board; 

• reviewing and monitoring processes to ensure activities are performed within the 
designated risk limits and tolerances; and 

• performing reviews to ensure that strategic goals are aligned with Keystart's risk appetite. 
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The principal risk categories and how they support risk appetite are outlined in the following table 
'Principal Risks Summary'. The 'Principal Risks Table' located in Appendix 'B' contains 
additional information on the Principal Risks to which Keystart is exposed. 

Principal Risks Summary 

Credit Risk Credit Risk is the risk to current or anticipated earnings or capital arising from a 
debtor or counterparty's failure to perfornl contractual obligation or otherwise 
perform as agreed. Credit Risk is found in all activities in which settlement or 
repayment is contingent on debtor or counterpart performance, and includes 
defaults, bad debts, doubtful accounts, loan restructuring and accelerated loan 
payments. 

Keystart operates under a well-defined credit granting criteria, which specifies 
Keystart's target market, provides a thorough understanding of the borrower, as 
well as the purpose, structure and source of the loan, and is supported by extensive 
requirements relating to loan documentation. 

These stringent mitigation techniques, including the well-defined credit limits, and 
the ultimate support provided from the DoH, amount to a low residual Credit Risk 
for Keystart. 

The Credit Risk controls and mitigations techniques have been rated as strong. 

Operational Risk Operational Risk is the risk to current or anticipated earnings or capital arising from 
inadequate or failed internal processes, practices or systems (hardware and 
software), or from human error, misconduct, inadequately trained staff or external 
events. For example, inadequate or failed internal processes or systems may result 
in Keystart exceeding its borrowing limits. 

Market Risk 

Keystart adopts a robust internal control system, which is consistent with the 
renowned Three Lines of Defence Model, to manage, monitor and address 
Operational Risk. As part of the internal validation process, Keystart assesses the 
appropriateness and effectiveness of the Operational Risk Management Framework 
to ensure it continuously remains 'fit for purpose'. 

The rigorous practices employed by Keystart to mitigate Operational Risk and to 
develop and monitor appropriate operational action plans, in addition to the comfort 
provided through Keystart's ownership structure, ensures Keystalt maintains a low 
residual Operational Risk exposure. 

The Operational Risk controls and mitigations techniques have been rated as 
moderate to strong. 

Market Risk is the risk to Keystalt's current or anticipated earnings or capital 
arising from changes in balance sheet positions due to movements in market 
factors. Market Risk commonly occurs from changes in interest rates, credit 
markets, commodities, equity and legislation and policies of the executive branch 
of Government. 

Keystmt has developed a sound and well informed strategy to manage and mitigate 
Market Risk exposures. The strategy determines the level of Market Risk Keystart 
is prepared to assume. This level is set with consideration given to, among other 
factors, the underlying support provided from the DoH and the variable interest rate 
upon which Keystart borrows and lends, thus reducing its interest rate exposure. 
Keystart has developed, in response to its Market Risk tolerance, strategies and 
techniques to balance and mitigate its Market Risk exposure. 

Keystmt has determined its residual Market Risk exposure as low. 

The Market Risk controls and mitigations techniques have been rated as strong. 
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Financial Risk 
(Liquidity Risk) 

Liquidity Risk is the risk that Keystart will not have adequate capital to meet its 
financial obligations as and when they fall due. 

Keystart has established a robust Risk Management Framework to ensure it 
maintains sufficient liquidity to withstand stressed events. The comprehensive Risk 
Management Framework, the Liquidity Risk mitigation techniques, including the 
well-defined liquidity limits and the ultimate support provided from the DoH, 
amount to a low residual Liquidity Risk for Keystart. 

The Liquidity Risk controls and mitigations techniques have been rated as strong. 

4.3 Capital measurements for principal risks 
The materiality of the principal risks are measured either quantitatively or qualitatively, in 
compliance with Board approved policies, regulatory standards, global best practice and 
management experience, and include the criterion of whether a risk is subject to capital allocation. 

Risk Type Measurement Capital Allocation 

Credit Risk Quantitative and Qualitative 1/ 
Operational Risk Quantitative and Qualitative 1/ 
Market Risk Quantitative and Qualitative V 
Financial Risk Quantitative and Qualitative V 
Compliance Risk Qualitative -
Reputational Risk Qualitative -
Strategic Business Risk Qualitative -
Proj ect Risk Quantitative and Qualitative -
Environmental and Social Risk Qualitative -
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5 Capital Management Plan 

5.1 Overview 

The objective of the Capital Management Plan is to ensure that adequate capital is maintained to 
SUppOlt systematic risks, to meet financial obligations under stressful operating environments and 
to be a suitable provider and counterparty to our clients, affiliates and shareholder. The plan 
includes forecasted capital ratios and strategies for deploying capital in a manner that is prudent 
and in the best interest of Keystart and the DoH. 

The Capital Management Plan has been designed to meet the following key objectives: 

• outline the strategy for deploying capital, including the distribution of capital to Keystmt's 
shareholder; 

• to meet the material risks of the organisation as identified by the risk assessment; 

• to align capital targets with the approved Risk Appetite Statement; 

• to meet Keystart's Strategic Business Plan; 

• to consider the capital sources available; 

• to identify a target capital range (and trigger ratios) where Keystart could operate without any 
immediate capital response action; and 

• outline the management action plan required to re.store capital to the Board approved limit 
should there be a breach. 

5.2 Prudential and Keystart capital requirements overview 

Prudential minimum capital requirement 

Whilst Keystart is not required to comply with prudential requirements, consideration of APRA 
standards reflects good governance and sound financial acumen. 

The prudential standards require an AD! to retain a minimum Prudential Capital Ratio (peR) of 
8% of its total RWA, 6% of which is required to be Tier 1 Capital (going-concern capital). APRA 
is permitted to increase an individual institution PCR as required. 

It is important to note that further integration of the Basel III requirements in Australia will likely 
see the minimum PCR increase from 8% to 10.5% to account for a Capital Conservation Buffer. 

Keystart minimum capital requirement 

Keystart has determined a Minimum Capital Ratio (MeR) of 4.00% of RWA, which represents 
the minimum amount of capital elected by Keystmt to be maintained in order to meet its 
obligations, including contractual and capital distribution obligations. 

Keystmt has also determined a stress tested TCR that represents the amount of capital elected by 
Keystmt to be maintained in order to provide a financial buffer against extreme, but plausible 
stressful events. 

Keystart's TCR is determined by simultaneously considering the APRA regulatory capital 
formulae for the Key Risks, together with peer comparisons of capital ratios, Stress Testing and 
Scenario Analysis and Keystmt's risk appetite. 

Keystmt has determined its TCR as 6.80% of its total RWA, 4.00% of which comprises the MCR. 
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Keystart employs numerous strategic initiatives to ensure target levels of capital are maintained 
and additional sources of capital are available when required (section 5.4). 

Keystati's capital position is continuously monitored and repOlied upon quarterly to the Board. 
The Capital Management Plan, forecasted over a 3 year period, is formally submitted to the Board 
annually. 

5.3 Capital allocation process 

Keystati's primary capital management objective is to maintain appropriate capital commensurate 
with our risk exposures and business strategy and to deploy capital in a manner that is prudent 
and in the best interest of our sole shareholder, the DoH, and Keystart. In order to achieve this 
obj ective Keystart determined a TCR, represented as a percentage of R W A, that reflects the level 
of operating capital required to be retained by Keystart to balance the groups Key Risk exposures. 

The TCR is set at a level determined by Keystart to be appropriate, sustainable and consistent 
with Keystart's Strategic Business Plan, Risk Appetite Statement, Capital Management Plan and 
capital deployment strategy. 

Keystart quantified the capital levels for the Key Risks inherent in its business activities (over a 3 
year period) by using a baseline internal calculation, based on Keystart's net income, RWA, loan 
to value ratio, Probability of Default, Loss Given Default, Exposure at Default and APRA 
prudential formulas. 

Keystart benchmarks the baseline calculation figures against peer comparisons, to obtain an 
understanding of its capital retention position within the market. 

This benchmarked capital figure is measured against the organisations risk profile and scaled 
where appropriate to reflect Keystati's appetite. 

The capital allocation process of Keys tart is illustrated as follows: 
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Capital Allocation 

Risk 
Components 

Market Risk 

Operational Risk 

Baseline Capital Allocation Process Benchmark Capital Allocation Process 

Keystart's benchmark capital level for Market Risk is determined by reference to the Market Risk capital allocation figures of a 
specific collection of institutions deemed analogous to Keystart for the purpose of the capital benchmark. The required data is 
sourced from the respective entities quarterly APS330 Public Disclosure Reports, which details the institutions Capital 
Adequacy, capital instruments and remuneration practices. 

Keystart's Market Risk benchmark capital level is calculated on the average of the comparable institutions' Market Risk 
allocation figures, as per the most recent APS 330 Public Disclosure Reports. 

The collection of institutions deemed analogous to Keystart for the purpose of the Market Risk benchmark, includes: 

• Heritage Bank Limted; 
• Goldfields Money Limited; and 
• Defence Bank Limited (collectively referred to as Comparable Entities). 

The Comparable Entities are deemed analogous to Keystart due to similar nature ofthe respective entities product offerings, the 
structure oftheir loan portfolios, the clientele base and the shareholding structure. 

The Comparable Entities suitability is analysed and reported upon on an annual basis. If a Comparable Entity is considered 
unsuitable for the purpose ofthe benchmark, the entity may be removed and replaced by another institution. A minimum of two 
entities' are required to be utilised for the purpose ofthe benchmark. 

The Operational Risk baseline 
calculation is performed in accordance 
with the APRA APS1l4 formulae. 
Keystart calculates the Operational Risk 
capital requirement using the APRA 
prescribed standard method. 

Keystart's benchmark capital level for Operational Risk is determined by reference 
to the Operational Risk capital allocation of the Comparable Entities. The required 
data in sourced from the respective entities quarterly APS330 Public Disclosure 
Reports. 

Keystart's Operational Risk benchmark capital level is calculated on the average of 
the Comparable Entities' Operational Risk allocation figures, as per the most recent 
APS 330 Public Disclosure Reports. 

The Comparable Entities suitability is reviewed, analysed and reported upon on an 
annual basis. If a comparable entity is considered unsuitable for the purpose of the 
benchmark, the entity may be removed and replaced by another institution. A 
minimum of two entities' is required to be utilised for the purpose of the 
benchmark. 

Assessment of Baseline 
Capital ratio Against 

RiskAppetite 

The baseline capital ratio for 
Market Risk is adjusted to 
reflect Keystart's risk 
appetite. 

The baseline capital ratio for 
Operational Risk is adjusted 
to reflect Keystart's risk 
appetite. 
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Credit Risk 

Model Risk 
Factor 

Capital Buffer 
(predetermined 
Liquidity Risk) 

The Credit Risk baseline calculation is 
perfonned in accordance with the APRA 
APS112 fonnulae. Keystart calculates 
the Credit Risk capital requirement using 
the APRA prescribed standard method. 

The Credit Risk baseline capital 
allocation figure is Stress Tested in 
accordance with APRA Stress Testing 
procedures. The Stress Testing will 
model Keystart's Credit Risk estimates 
and stress them to reflect a housing price 
double-dip scenarios as prescribed by 
APRA. 

Keystart's benchmark capital level for Credit Risk is detennined by reference to the 
Credit Risk capital allocation of the Comparable Entities. The required data in 
sourced from the respective entities quarterly APS330 Public Disclosure Reports. 

Keystart's Credit Risk benchmark capital level is calculated on the average of the 
Comparable Entities' Credit Risk allocation figures, as per the most recent APS 
330 Public Disclosure Reports. 

The Comparable Entities suitability is reviewed, analysed and reported upon on an 
annual basis. If a comparable entity is considered unsuitable for the purpose of the 
benchmark, the entity may be removed and replaced by another institution. A 
minimum of two entities' is required to be utilised for the purpose of the 
benchmark. 

The baseline capital ratio for 
Credit Risk is adjusted to 
reflect Keystart's risk 
appetite. 

A Model Risk Factor of25% ofthe Credit Risk TCR has been applied to allow for uncertainties in the Credit Risk capital models, including errors in modelling, 
methodology or assumptions. 

The Model Risk Factors applied to adjust for known and unknown errors in calculating the Credit Risk TCR, include: 

• 15% to account for Loss Given Default errors, due to known modelling sample mismatches between Keystart and APRA; 
• 7.5% to account for modelling errors due to mismatches between modelling assumptions and observed data; and 
• 2.5% to adjust for unexpected changes in economic conditions. 

Keystart's liquidity is provided by the W ATC and an investment instrument utilised to maintain cash flow efficiency. 

In light of the overreliance on the WATC funding source, a Capital Buffer may assist to protect against changes in the WATC's operating capacity, which may 
increase Keystart's funding costs and expose it to difficulties in raising capital. However, the support provided to Keystart through its unique ownership 
structure is considered when detennining its Liquidity Risk exposure. 
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5.4 Monitoring actions 

The monitoring process is designed to trigger capital management actions according to the level of 
capital held relative to the TCR, thus reducing capital if the level is above the TCR and progressively 
increasing management intensity and triggering specific corrective actions as capital reduces below 
the TCR. 

The following table outlines Keystart's approach to capital management: 

24 



Capital trigger and action plan 

Trigger 
Point 

Material 
deviation 

a:bove target 
level 

Minor 
deviation 

above target 
level 

TCR 

Target 
Capital Ratio 

8.20% 

7.50% 

6.80% 

Action Plan & Management Responsibility 

Minor corrective· action J:equired, incLuding: 

distribute dividends; 
~n6I1e~s:en:eiW projec!sand business; 
eha:nge il;lvestme!1t~trategy; 
changetheb11Sinessm~x; amI/or 
take: on. additional risk 

ResponsiQility: 

eRO and CPO; and 
CEO and Board qVeJ;sight. 

Timeftame: l.monthto develop a praIl. 

Unless the situation is considered likely to deteriorate, no 
corrective action is required. Monitor the TCR and Key 
Risk Indicators. 

Responsibility: 

CFO; and 
CRO oversight. 

No corrective action is required. Monitor the TCR and Key 
Risk Indicators. 

Responsibility: 

CPO; and 
CRO oversight. 

Credit Risk Market 
Risk 

Capital Movement Procedure 

Liquidity 
Risk 

Operational Risk 

Review performance circumstances and determine ifthe deviation is short-term and 
likely to correct itself in a reasonable time, or warrants corrective action: 

1. If trend is considered likely to correct itself, establish a plan for ongoing 
monitoring. 

2. If the identified trend is unlikely to correct itself and warrants a targeted solution, 
establish a plan and implement one or more of the corrective actions. 

3. Determine impact of utilising excess capital. 

4. Determine the extent to which the action would improve the capital position. 

5. Continue monitoring Key Risk Indicators and the TCR. 

6. Report actions to the Board. 

7. Determine the impact ofthe actions on the value ofthe business and its ability to 
operate as a going-concern. 

1. No corrective action required. 

2. Monitor TCRs and Key Risk Indicators. 

1. No corrective action required. 

2. Monitor the TCR and Key Risk Indicators. 
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Minor 
deviation 

below target 
level 

Material 
deviation 

below target 
level 

6.10% 

5.40% 

4.70% 

Minor corrective action required, including: 

reduce expenses; 
reconsider new projects; and/or 
reduce risk on the balance sheet (reduction ofRWA). 

Responsibility: 

CRO and CFO; and 
CEO and Board oversight. 

Timeframe: 1 month to develop a plan. 

Review performance circumstances and 
determine ifthe deterioration is short-term 
and likely to correct itself in a reasonable 
time, or warrants corrective action: 

1. Iftrend is considered likely to correct 
itself, establish a plan for ongoing 
monitoring. 

2. Ifthe identified trend is unlikely to 
correct itself and warrants a targeted 
solution, establish a plan and implement 
one or more of the corrective actions. 

3. Determine the extent to which the 
Corrective action Jeql;lired, intludiIJ,g: action would improve the capital 

reduc~expen'$es~ ..... position. 
recon.srderc()mmencingn.ewpr:~;i.ects; .. 4. Determine whether the action is 
reduc~ risk on ;the balance sheet (reduction ofRW A); realisable in a severely stressed 
oft1o~dexistingrisk; scenario. 
elii:nrnateadditiQtJ.al ri.s~s;. 5. Determine the impact ofthe actions on 
change the investment strategy; and/or . the value of the business and its ability 
request additional capltalfrom.tlie DoH. to operate as a going-concern. 

Responsibility: 6. Consider the requirements to limit 
CRQ.alldCF0;ruld ... . lending. 
CEO 'and BOlll'd oversight. 7. Adjust the Trust Distribution Policy. 

8. Report actions to the Board. 

Review performance circumstances and 
determine if the deterioration is short
term and likely to correct itself in a 
reasonable time, or warrants corrective 
action: 

1. If trend is considered likely to 
correct itself, establish a plan for 
ongoing monitoring. 

2. If the identified trend is unlikely to 
correct itself and warrants a 
targeted solution, establish a plan 
and implement one or more of the 
corrective actions. 

3. Establish if deviation is related to 
internal controls and implement 
action plans, if required. 

4. Determine ifthe trend is product 
or project specific and whether or 
not a product's design, pricing 
and/or recruitment strategy should 
be reviewed. 

5. Establish if deviation is due to a 
business continuity matter. 

6. Determine the extent to which the 
action would improve the capital 
position. 

7. Determine whether the action is 
realisable in a severely stressed 
scenario. 

8. Determine the impact ofthe 
actions on the value ofthe 
business and its ability to operate 
as a going-concern. 

9. Adjust the Trust Distribution 
Policy. 

10. Report actions to the Board. 
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1. Consider all prudent options; and 

2. Report capital position and action plans to the DoH. 

4.00% 
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5.5 Sources of capital 

The availability of capital, in terms of amount, type and speed of access, are important factors in 
determining the amount of risk Keystart is willing to assume. 

The strategy and business plan recognises: 

• the target levels of capital required for growth in the business; 

• the composition of capital that is appropriate for the scale and nature of the assumed risks; 
and 

• the composition and levels of Tier 1 and Tier 2 capital Keystart seeks to retain. 

The current capital resources available to Keystart to meet unanticipated losses, which are 
considered in the Board and senior management's assessment of Keystart' Capital Adequacy, 
include: 

Estimated size of capital 
Speed at which capital can 

Sources source at 30 June 2015 
$'000 

be accessed 

Settled Sum 240,747 Weekly 

Current year net profit 82,511 Immediate 

Short term deposits 100,000 Immediate 

Term Deposits 175,187 Up to 3 months 

Undrawn debt facilities 717,971 Weekly 

General reserve for credit 
losses 

10,044 Immediate 

Further assessment of 
dividend policy 

43,996 Monthly 

Immediate access is available for a source which is readily convertible to cash. Access within a 
week reflects the time to arrange new debt draw-downs, which are dependent on market activity 
and Keystmt's acceptance of pricing. Term deposits are held to maturity and the accessibility is 
dependent on maturity dates. 
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6 Capital position and forecast 

6.1 Target Capital Ratio and Minimum Capital Ratio 

The MCR is determined as the minimum acceptable level of capital that can be held across the 
stressed scenario simulation period. The MCR was determined by Keystart Management based 
on the initial run of the Stress Scenario modelling described in Section 7. The MCR is an 
expression of Keystart's risk appetite, and must be reviewed periodically. The MCR is proposed 
as 4.00%. 

The TCR is derived using statistical models and forecasts that consider the most likely [mancial 
projection and adopts this as the baseline condition. The process considers a number of 
variables to determine a starting position that will support minimum financial performance 
under stressed conditions. Given the forecast operational circumstances and expected pressures 
on Net Interest Margin, the TCR is proposed as 6.80%. 

The capital allocation methodology is outlined in detail at Section 5.3. 

Risk components Minimum Capital Ratio Target Capital Ratio 

Market Risk nla 0.00% 

Operational Risk nla 0.88% 

Credit Risk nla 5.92% 

Total 4.00% 6.80% 

Market risk is based upon benchmarking against Comparable Entities using results published in 
accordance with APS330 Public Disclosures at 31 December 2014. The amount reported in the 
table is the average of the comparable entities. 

Operational risk is calculated with reference to formulae contained in APS 114 Operational Risk. 

Credit risk is calculated with reference to the CETl Capital Ratio and determined by modelling 
the effects of stressed scenarios on the following variables: 

• R W A, which is the outstanding balance of loan receivables adjusted for risk exposures. 
The risk exposures are represented by the Risk Weight Ratio (RWR), which is 
calculated using a statistical model based upon the probability of default and loss given 
default; 

• Net Interest Margin (NIM), which is the difference between interest income as a 
percentage of interest earning assets and interest expense as a percentage of interest 
earning liabilities; and 

• declining Keystart loan portfolio, based on the combined impact of reduced new 
lending under stressed conditions, due to both tighter lending criteria and reduced 
demand, plus increased loan closures. The reducing loan portfolio is matched with 
declining operating costs as Keystart business activity declines. 

The minimum financial performance assumes that trust income and distributions are maintained 
at levels that meet the requirements of the beneficiary. 
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6.1.1 Benchmarks 

Comparable 
Credit Market Operational Total Entities 

Heritage Bank 10.43% 0.00% 1.64% 12.07% 

Defence Bank 14.65% 0.00% 1.74% 16.39% 

Goldfields Bank 17.34% 0.00% 1.78% 19.12% 

The baseline capital figures have been benchmarked with the three Comparable Entities as 
outlined in the Capital AIlocation Process in Section 5. The Comparable Entity data is current 
with effect from 31 December 2014. 

The above are smaIl unsupported banks that have saving accounts. Keystart only provides 
residential loans with no deposit holders and accordingly its draw on capital only stems from 
mortgage sales and not from deposit holders making a large scale withdraw fi'om their saving 
accounts in difficult economic times. 

In reliance on Keystart's risk appetite and status as a government owned entity, the baseline 
capital figures have been deemed reasonable and, in turn, do not require adjustment. 
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7 Stress and scenario testing 

7.1 Stress testing methodology 

Keystart's risk measurement system extends to include a meaningful evaluation of the effects of 
stressful market conditions, historical experiences and specific financial shocks on the company. 

The Stress Testing methodology is consistent with standard APRA stress testing procedures, 
modified to reflect Keystart's business objectives and risks. Whilst Keystart is not an APRA 
regulated entity, using standard industry practice will assist Keystart in benchmarking against 
their peers. 

The Stress Testing model will be structured using the downturn scenario prescribed by APRA in 
2014; a housing price double-dip. 

The Stress Testing will model Keystart's internal risk estimates and stress them to reflect the 
above scenario. Subsequently, the model will use APRA prescribed estimates from 2014, which 
reflect the downturn scenario. 

Adequate starting capital (TCR) will be required in order to maintain the MCR over the Stress 
Testing simulation period (5 years), without management intervention. 

Whilst the CRO is ultimately responsible for the Stress Testing methodology of Keystart, the 
testing and analysis function is delegated to the CFO for execution. The Board are responsible 
for the oversight of the Stress Testing methodology and ensure its continued performance on an 
ongoing basis. 

Keystart perform annual tests on the viability of Keystart's strategic and Capital Management 
Plan, their respective risk exposures. The outputs of the tests are reviewed by the Board 
annually and appropriate action is taken in circumstances where the results exceed the 
predetermined tolerances. 

7.2 Stress scenario 

Keystart endeavours to adopt stress scenarios that reflect significant financial and market 
shocks, over a significant period of time, and estimates the correlations between the different 
risks and markets due to system wide interactions. Keystart has developed the following 
scenario for the purpose of testing and analysis: 

Housing price double-dip 

This scenario models the impacts of declining economic variables over a 5 year simulation 
period on the provision for default in the Keystart loan portfolio. The economic variables used 
in this scenario are unemployment rate, GDP, Perth residential property prices, population, and 
wage levels. The impact of these parameters on the probability of default in Keystart's loan 
portfolio was analysed over 4 years of Keystart loans' history. Based on tIllS analysis it was 
found that unemployment rate and GDP were the strongest predictors ofloan default. 

The scenario also models the direct impact on Keystart from deteriorating economic conditions. 
The impacts modelled were a declining loan book, declining operating costs, increased R W A 
percentage and reduced net interest margins over the 5 year simulation period. 

The results of this scenario are summarised in the following table. 
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7.2.1 Results of stress tests 

The Stress Test results presented in the following table show selected outputs from Stress 
Scenario 4 (illustrated in Appendix D). The Stress scenarios tested, the primary inputs into the 
Stress Tests, and the key outputs are shown in Appendix A. 

Housing price double-dip 2015/2016 2016/2017 2017/2018 2018/2019 2019/2020 

$'000 $'000 $'000 $'000 $'000 

Capital requirement 232,232 206,429 180,625 154,821 129,018 

Capital resources after dist 223,616 l32,108 106,400 98,459 79,787 

Distributions Paid 68,000 117,000 68,000 68,000 68,000 

Capital surplus 1 (deficit) (8,616) (74,321) (74,225) (56,362) (49,230) 

Total assets 4,078,244 3,555,298 2,999,824 2,670,882 2,224,808 

Net 'income 74,355 25,492 42,292 60,059 49,328 

The following Graph shows the movement in the Common Equity Tier 1 Capital (CET1) ratio 
over the 5 year simulation period. It shows that in simulation years 2016117 and 2017118 the 
CETI ratio fell close to 4%, but that it did not fall below the MCR over the 5 year simulation 
period. 

6.50% 

6.00% 

5.50% 

5.00% 

4.50% 

4.00% 

CETI Ratio over the Scenario Simulation Period 

2014/15 2015/16 2016117 2017/18 2018119 2019/20 

-ScenarioA 
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8 Appendix A - Three Lines of Defence Model 

Line 1 - Business Operations: Each departmental head is responsible for managing risk on a 
day-to-day basis within their respective area. Managers must possess the requisite knowledge to 
define and establish a departmental risk profile and assess established and emerging risks 
against this profile. The departmental managers are also required to develop early warning 
indicators to assist in the identification of risks. These identified risks are reported to the CRO 
and Key Risks are reported to the Audit Committee for review. 

Line 2 - Oversight Function: As pati of Keystati's risk and governance framework, policies 
and procedures are implemented to guide and direct the management of risk. These policies and 
procedures are administered by approved delegates, who provide assurance oversight for Board 
members. A review of this oversight function is continuously performed to ensure delegates are 
appropriately maintaining the policies, responding to strategic priorities, and identifying 
emerging risks. 

Line 3 - Independent Assurance Providers: Keystart implements a systematic, disciplined 
approach to independent auditing, which assists the organisation to achieve its objectives and 
improve the effectiveness of Keystati's internal controls, risk management and governance 
process. Formal reports are produced in response to the independent audits and are provided to 
the Audit Committee for their consideration. 
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9 Appendix B - Principal Risks Table 

Keystart has a unique ownership structure, with the DoH being its sole shareholder and source of funding. Particular consideration is given to the material effect Keystart's 
ownership structure has on its Principal Risk criterion ratings, limits and tolerances and mitigation techniques. 

Risk Category 

Credit Risk 

Risk Defmition and Governing Policy 

Credit Risk is the risk to current or 
anticipated earnings or capital arising from a 
debtor or counterparty's failure to perform 
contractual obligation or otherwise perform 
as agreed. Credit Risk is found in all 
activities in which settlement or repayment 
is contingent on debtor or counterpart 
performance, and includes defaults, bad 
debts, doubtful accounts, loan restructuring 
and accelerated loan payments. 

Investments, financial market transactions 
and Securitisation activities also expose 
organisations to Credit Risk. Keystart is 
presently testing the feasibility of employing 
the financial practice of Securitisation. The 
risk of Securitisation will be analysed if 
Keystart employs the practice. 

Governing policies: 
• Loan Administration Policy; 
• Risk Management Policy & Program; 
• Treasury Policy Manual; 
• Risk Management - Measurement 

Methodology; 
• New Loans Policy; 
• Trust Distribution Policy; and 
• Interest Rate Setting Policy. 

Risk Appetite, Limits, Framework and Mitigation Techniques 

Risk Criterion: 
Lending Risk - Keystart is prepared to adopt greater risk in lending in order to realise its strategic goals to provide 
affordable housing solutions to Western Australians who are unlikely to afford housing on the open market. Through 
the application of the likelihood and consequence multiplier, Keystart has determined its risk exposure towards 
lending inherently as 'high', but after the application ofthe controls is residually' low'. 

Concentration Risk - Inadequate diversification of debtors within a loan portfolio may negatively impact on internal 
capital. However, due to the unique role Keystart plays in providing affordable housing solutions in Western 
Australia, Keystart elects not to employ concentration limits for group exposures. 

Concentration exposures are generally countercyclical in nature. However, due to the non-commercial nature of 
Keystart's closed-end loan products, the exposure to Concentration Risk in the various market cycles is considered 
limited. Through the application of the likelihood and consequence mUltiplier, Keystart has determined its risk 
exposure towards Concentration Risk as inherently 'medium', but after the application of the controls is residually 
'low'. 
Limits and tolerances for Credit Risk: 
Lending limits and tolerances: 
• maximum loan limits for the respective loan products; 
• maximum debt to income ratio limits for the respective loan products; 
• benchmarks on property limits for the respective loan products; 
• targets for the loan product mix; 
• maximum renegotiated loan increase limits; and 
• establishment of an upper bound on the overall scale of activity with, and exposure to, a given customer. 

Financial and investment limits and tolerances: 
• financial and investment transactions may only be undertaken with institutions included on Keystart's current 

list of Approved Financial Institutions (eligible counterparties); 
• the Approved Financial Institutions must have a Standard & Poor long term rating of at least 'A+' for any 
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derivative transaction executed and 'A' (or better) for authorised investments; 
• Keystart is pennitted only to place investments with Australian financial institutions; 
• credit limits shall not exceed A$lOOM for anyone Approved Financial Institution; 
• Keystart must seek to diversify counterparty exposure by ensuring that no more than 35% of total investments 

held are with anyone Approved Financial Institution; 
• a minimum of A$lOOM of investments must be highly liquid and, subject to prevailing market conditions, 

capable of being redeemed at call; 
• predetennined maturity date limits for investments; 
• Keystart is permitted to invest in any short tenn securities issued by institutions contained in the Approved 

Financial Institutions list; 
• Keystart can only transact in approved derivatives that can be priced and revalued by Keystart or Keystart's 

Treasury Manager; 
• approved hedging instruments are listed in a Pennitted Instruments List; and 
• to avoid rollover concentration and interest re-set risk, Keystart will aim to diversify debt portfolio maturity 

dates. 

Risk framework and mitigation techniques: 
The Board are responsible for approving the Credit Risk strategy and associated policies. The strategy reflects 
Keystart's tolerance for risk and anticipated levels of profitability. Senior management are responsible for 
implementing the approved Credit Risk strategy and Board approved policies relating to the identification, 
measuring, monitoring and reviewing of Credit Risk. 

Keystart operates under a well-defined credit granting and re-financing criteria, which specifies Keystart's target 
market, provides a thorough understanding of the borrower, as well as the purpose, structure and source of the loan, 
and is supported by extensive requirements relating to loan documentation. 

Keystart has defined overall credit limits at the level of the individual borrower that aggregates in different types of 
exposures. In response to these exposures, Keystart has adopted infonnation systems and analytical techniques to 
measure the Credit Risks inherent in the loan activities. 

An independent system has been established to continuously assess Keystart's Credit Risk management process. The 
results ofthe reviews are regularly communicated to the Board and to senior management, when required. 

The controls evidenced to mitigate Credit Risk are graded as strong. 
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Operational Risk I Operational Risk is the risk to current or 
anticipated earnings or capital arising from 
inadequate or failed internal processes, 
practices or systems (hardware and 
software), or from human error, misconduct, 
inadequately trained staff or external events. 

Governing policies: 
• Governance Framework; 
• Governance Policy; 
• Governance Roles and Responsibilities; 
• Risk Management Policy & Program; 
• Treasury Policy Manual; 
• Financial Management Accounting 

Manual; 
• Risk Management - Measurement 

Methodology; 
• Trust Distribution Policy; 
• Procurement of Goods and Services 

Policy; and 
• Ethical Consumer Compliance Policy. 

Risk Criterion: 
Through the application of the likelihood and consequence multiplier, Keystart has determined its risk exposure 
towards Operational Risk as inherently 'medium', but after the application of the controls is residually' low'. 

Risk framework and mitigation techniques: 
Keystart adopts a robust internal control system, which is consistent with the Three Lines of Defence Model, to 
manage, monitor and address Operational Risk. As part of the internal validation process, Keystart assesses the 
appropriateness and effectiveness of the Risk Management Framework to ensure it continuously remains 'fit for 
purpose'. 

Keystart has employed the following noteworthy practices to mitigate Operational Risk, and develop and monitor 
appropriate action plans: 
• scenario analysis is used to consider potential sources of significant Operational Risk; 
• procedures are implemented to verify compliance with management controls; 
• procedures are implemented to mitigate risk i.e. management of borrowing limits; 
• segregation of duties; 
• evaluation of the authorisations to ensure accountability at appropriate levels; 
• established authorities and processes for approvals; 
• review of the treatment process for instances of non-compliance; 
• safeguards for access to, and use of, Keystart's assets and records; 
• appropriate staff training to maintain expertise; 
• regular reconciliation of transactions and accounts; 
• governance and oversight controls of technology use; 
• all new products, systems and processes are assessed for Operational Risk prior to implementation; 
• determined performance expectations to assist in controlling and managing Operational Risk; 
• monitoring processes that test for compliance with policies; 
• processes for conducting due diligence on potential service providers; 
• structuring of outsourcing arrangements, including the confidentiality of information; 
• established contingency plan; 
• executed comprehensive contracts with a clear allocation of responsibilities; and 
• consideration of the extent to which the risk mitigation tools reduce, transfer or create Operational Risk. 

The controls evidenced to mitigate Operational Risk are graded as strong. 
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Market Risk Market Risk is the risk to Keystart's current 
or anticipated earnings or capital arising 
from changes in balance sheet positions due 
to movements in market factors. Market 
Risk commonly occurs from changes in 
interest rates, credit markets, commodities, 
equity and legislation and policies of the 
executive branch of Government. 

Governing policies: 
• Treasury Policy Manual; 
• Interest Rate Risk Management Policy; 
• Trust Distribution Policy; and 
• Interest Rate Setting Policy. 

Risk Criterion: 
Interest Rate Risk - Interest Rate Risk is the risk to Keystart's current or anticipated earnings or capital arising from 
adverse changes in interest rates. Keystart's maturity transformation activities create mismatches in the repricing of 
its interest-sensitive assets and liabilities. Keystart manages the interest rate mismatches associated with the transfer 
priced balance sheet, through asset liability management. 

Keystart's home loan products are packaged under a variable home loan interest rate, which is determined on the 
average of the standard variable interest rate movements of the four major Australian banks. Keystart similarly 
borrows organisational funds on a standard variable interest rate and thus reduces its interest rate exposure between 
borrowing and lending. Through the application of the likelihood and consequence multiplier, Keystart has 
determined its risk exposure towards Interest Rate Risk as inherently 'medium', but after the application of the 
controls is residually' low'. 

Governmental Risk - Keystart's sole shareholder is the State Government's DoH. By reason of Keystart's 
organisational structure, it is reliant upon governmental policies, practices and governing statutes, including any 
prospective changes thereof. Through the application of the likelihood and consequence multiplier, Keystart has 
deternlined its risk exposure towards Governmental Risk as inherently 'medium', but after the application of the 
controls is residually 'low'. 

Limits and tolerances for Market Risk: 
• established VaR benchmarks; 
• established interest rate hedge ratio limits; 
• interest rate hedging can only be undertaken in respect of identified exposures and in accordance with approved 

policies; 
• interest rate hedging is only permitted to be undertaken with Keystart Approved Financial Institutions; 
• should the overall ratio of hedges to total liabilities (excluding HQLA) exceed 70%, any further implementation 

of additional hedging must be approved by the Board; and 
• the approved hedging instruments are included in the Permitted Instruments List. 

Risk framework and mitigation techniques: 
Keystart employs a sound Market Risk management framework, consisting of: 
• asset liability management; 
• Board and senior management oversight; 
• defined policies and procedures for limiting Market Risk and delineating fue lines of responsibility and 

accountability for Market Risk management; 
• monitoring and control functions; 
• adopted internal controls systems which ensure regular independent reviews and evaluations of Market Risk are 
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Financial Risk 
(Liquidity Risk 

& Funding Risk) 

Liquidity Risk is the risk that Keystart will 
not have adequate capital to meet its 
financial obligations as and when they fall 
due. 

Funding Risk is the risk of overreliance on a 
funding source, to the extent that a 
significant change in that source could 
increase funding costs and expose Keystart 
to difficulties in raising capital. 

Governing policies: 
• Treasury Policy Manual; 
• Risk Management Policy & Program; 
• Risk Management - Measurement 

Methodology; 
• Trust Distribution Policy; 
• Interest Rate Setting Policy; and 
• Fundraising Policy. 

conducted; 
• monthly review ofthe Interest Rate Risk management activities; 
• risk measurement systems that capture all material sources of Interest Rate Risk and assess the effect of interest 

rate changes; 
• sensitivity analysis performed in relation to future interest rate movements; and 
• continuous review of Keys tart's interest rate exposure position and current market expectations. 

The controls evidenced to mitigate Market Risk are graded as strong. 

Risk Criterion: 
Liquidity Risk - The predominance of Keys tart's liquidity is provided by the WATC and via investment instruments 
utilised to maintain cash flow efficiency. Through the application of the likelihood and consequence multiplier, 
Keystart has determined its risk exposure towards Liquidity Risk as inherently 'medium', but after the application of 
the controls is residually 'low'. 

Funding Risk - Keystart's funding is sourced solely under the WATC funding facility. Keystart is seeking to obtain 
funds from additional sources and instruments in order to avoid over dependence on the State Government. Through 
the application of the likelihood and consequence multiplier, Keystart has determined its risk exposure towards 
Funding Risk as inherently 'high', but after the application of the controls is residually' low'. 

Limits and tolerances for Financial Risk: 
• minimum surplus liquidity requirement targeted at a level of A$200M; 
• investment activities are managed within delegated limits; 
• established maturity date limits for investments; 
• minimum of A$100M of investments must be highly liquid (HQLA) and, subject to prevailing market 

conditions, capable of being redeemed at call; 
• a defined benchmark funding mix; 
• predetermined reserve liquidity requirements and maturity dates for authorised investments; 
• predefined limits to ensure that sufficient liquidity is available to meet due liabilities; and 
• to avoid rollover concentration and interest re-set risk, Keystart will aim to diversifY debt portfolio maturity 

dates. 

Risk framework and mitigation techniques: 
Keystart has established a robust Financial Risk management framework to ensure it maintains sufficient liquidity 
and funding to withstand stressed events. The following noteworthy practices are employed at Keystart to mitigate 
Financial Risk, and develop and monitor appropriate action plans: 
• rolling funding projections with a minimum of 12 months and up to 10 years; 
• long term funding and liquidity forecasting; 
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• short-term funding and liquidity management, including crisis management; 

• day-to-day liquidity management, including the management of short-term cash flows to meet obligations; 

• projections of cash flows arising from assets, liabilities and balance sheet items; 

• intraday liquidity position assessments under both normal and stressed conditions; 

• stress tests on Keystart specific and market wide scenarios; 

• sensitivity analysis is carried out in relation to external factors that may impact on liquidity; 

• preparation of an annual budget plan; 

• semi-annual review of the budget plan; 

• cash management processes are reviewed monthly; 

• implementation of reconciliation transaction and portfolio monitoring systems; 

• treasury activities are carried out by designated authorised staff; 

• monthly policy compliance statements are presented to the Funding Committee for analysis; and 

• monitoring of contractual obligations to ensure assets are of ~ppropriate maturities, taking into account the 
expected maturities of its liabilities. The cumulative and non-cumulative maturity mismatches are adjusted and 
the funding plan is amended accordingly. 

The controls evidenced to mitigate Financial Risk are graded as strong. 
Compliance Risk Compliance Risk is the risk of legal or Risk Criterion: 

regulatory sanctions, capital loss or loss to Through the application of the likelihood and consequence multiplier, Keystart has determined its risk exposure 
reputation suffered as a result of Keystart's towards Compliance Risk as inherently 'low'. 
failure to comply with statute, regulations or 
standards, including internal policies, codes Risk framework and mitigation techniques: 
of conduct and best practice. Keystart promotes a culture of compliance through imbedding compliance measures in processes, training, leadership 

and management bearing and oversight. Compliance with policies and procedures are detailed within staff members' 
Governing policies: job description forms and is considered within staff performance reviews, which are conducted at least annually. 

• Compliance policy; Keystart has employed the following noteworthy practices at an organisational and departmental level to mitigate 

• Compliance Procedure; Compliance Risk, and develop and monitor appropriate action plans: 

• Audit and Compliance Plan; • providing ongoing compliance training; 

• Risk Management Policy & Program; • recording, monitoring and communicating compliance issues to all staff; 
and • promoting Keystart's values, principles and intolerances through a Code of Ethics; 

• Risk Management - Measurement • established Risk Register, Breach and Issues Register and Compliance Changes Register; 
Methodology; and • inclusion of a 'compliance' element within each Audit Committee meeting and Board meeting; 

• Complaints handling Policy. • rolling reviews of the Risk Management Framework; 

• daily monitoring by line managers and employees of compliance obligations and measurers; 

• ad-hoc (quality assurance) monitoring by department managers focusing on specific elements ofthe compliance 
obligations which impact their respective departments; 

• internal compliance monitoring by the Compliance Officer as per the predefined monitoring plans; and 
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Reputational 
Risk 

Reputational Risk is the risk of loss arising 
from negative public perception on the part 
of customers, counterparties, the 
shareholder, regulators and other relevant 
parties. The risk can adversely affect 
Keystart's ability to maintain existing, or 
establish new, business relationships and 
affects Keystart's ability to access sources 
of funding. 

Reputational risk is multidimensional and 
reflects the perception of other market 
participants. Furthermore, it exists 
throughout the organisation and exposure to 
reputational risk is essentially a function of 
the adequacy of Keystart's internal risk 
management processes, as well as the 
manner and efficiency with which 
management responds to external influences 
on group-related transactions. 

Governing policies: 
• Governance Policy; 
• Compliance Procedure; 
• Corporate Governance Framework; 
• Risk Management Policy & Program; 
• Social Media Policy; and 
• Ethical Consumer Compliance Policy. 

• independent audits performed in accordance with the Audit and Compliance Plan. 

The controls evidenced to mitigate Compliance Risk are graded as strong. 

Risk Criterion: 
Legal Risk 
Legal Risk is the risk of financial or reputational loss arising from regulatory or legal action, disputes for or against 
the company, a failure to correctly document, enforce or adhere to contractual arrangements, inadequate management 
of non-contractual rights or a failure to meet non-contractual obligations. Through the application of the likelihood 
and consequence multiplier, Keystart has determined its risk exposure towards Legal Risk as inherently 'medium', 
but after the application of the controls is residually' low'. 

Residual Reputational Risk 
The potential sources of Residual Reputational Risk to which Keystart is exposed, includes funding and borrowing 
arrangements, affiliated operations, failed risk management, controversial products and services, controversial 
strategic decisions, failure to deliver minimum standards of service and product quality, unethical practices and 
inadequate corporate governance, corporate responsibility and communications. Through the application of the 
likelihood and consequence multiplier, Keystart has determined its risk exposure towards Residual Reputational Risk 
as inherently 'medium', but after the application of the controls is residually' low'. 

Risk framework and mitigation techniques: 
Keystart seeks to minimise its Reputational Risk by implementing sound risk and compliance practices and 
embedding values, principles and intolerances in all levels and structures of the organisation. The department 
managers, in consolidation with the Board, are responsible for retaining stakeholder confidence and trust. 

Keystart has employed systems to monitor its business reputation and mitigate reputational damage if necessary. The 
'Complaints Handling Policy' describes the method for registering, investigating, escalating and settling such 
complaints. 

Keystart has employed the following noteworthy practices at an organisational and departmental level to mitigate 
Reputational Risk, and develop and monitor appropriate action plans: 
• recognising a client and stakeholders right to make complaints, comments or suggestions about the level and 

quality of services and products provided; 
• recognising a client's right to make a complaint regarding the privacy oftheir personal information; 
• encouraging the submission of any complaints clients or stakeholders may have; 
• providing an efficient, fair and accessible mechanism for resolving complaints; 
• ensuring that all complaints are heard and equitably resolved as soon as possible; 
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Strategic 
Business Risk 

Project Risk 

Strategic Business Risk is the risk of 
economic loss resulting from events or 
trends that adversely impact on Keystart 
ability to meet its business objectives, 
including improper implementation of 
decisions, lack of responsiveness to industry 
changes, changes to legislation and policies 
of the executive branch of Government or 
changes in macroeconomic conditions. 

Governing policies: 
• Risk Management Policy & Program; 
• Strategic Plan; 
• Strategic Divisional Business Plans; and 
• Risk Management - Measurement 

Methodology. 

Project Risk is the risk to Keystart's current 
or anticipated earnings or capital arising 
from internal or external circumstances or 
events that impact specific organisational 
projects. 

Governing policies: 
• Project Management Methodology; and 
• Risk Management - Measurement 

Methodology. 

• monitoring complaints in an endeavour to improve the quality of services and products; 
• providing clients and stakeholders with information about the complaint handling process; and 
• promoting a positive attitude towards clients and stakeholders and the commitment to resolving complaints. 

The controls evidenced to mitigate Reputational Risk are graded as moderate. 

Risk Criterion: 
Through the application ofthe likelihood and consequence multiplier, Keystart has determined its risk exposure 
towards Strategic Business Risk as 'low'. 

Risk framework and mitigation techniques: 
Keystart's Strategic Business Plan is sensitive to regulatory, market, economic, political and industry changes. 
Keystart performs annual Scenario Analysis, Sensitivity Tests and Stress Tests on the viability ofKeystart's strategic 
and Capital Management Plan. 

Keystart has employed the following noteworthy practices at an organisational and departmental level to mitigate 
Strategic Business Risk, and develop and monitor appropriate action plans: 
• established Strategic Business Plan; 
• established Capital Management Plan; 
• develop strategic risk management reports; 
• internal audit health-checks performed on Keystart's strategic risk management; 
• established departmental strategic plans; 
• proactive utilisation of the risk appetite as a tool for improving strategic risk governance; and 
• established linkages between risk assessment and strategic planning processes. 

The controls evidenced to mitigate Strategic Business Risk are graded as moderate. 

Risk Criterion: 
Through the application of the likelihood and consequence multiplier, Keystart has determined its risk exposure 
towards Project Risk as 'low'. 

Risk framework and mitigation techniques: 
Keystart adopts a four stage project management process, which enables key stakeholders to review the expected 
project benefits, associated costs and potential risk exposures throughout each stage of the project. 

At each stage of the life cycle of the project, authorisation will be sought in order to enable the project manager to 
proceed to the next stage. 
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Environmental 
and Social Risk 

Risk Criterion 

Low 

Medium 

High 

Environmental and Social Risk is the risk of 
financial loss or damage to Keystart's 
reputation due to the failure of Keystart to 
manage or address environmental or social 
issues. 

Governing policies: 
• Risk Management - Measurement 

Methodology; and 
• Occupational Safety & Health Policy. 

The controls evidenced to mitigate Project Risk are graded asstrong. 
Risk Criterion: 
Through the application ofthe likelihood and consequence multiplier, Keystart has determined its risk exposure 
towards Environment and Social Risk as 'low'. 

Risk framework and mitigation techniques: 
Keystart's risk appetite towards Environmental and Social Risk is supported by control mechanisms and monitoring 
processes, which ensure business objectives are met and products are modified where necessary to reduce the 
Environmental and Social Risk exposures. 

Keystart has employed the following noteworthy practices at an organisational and departmental level to mitigate 
Environmental and Social Risk and develop and monitor appropriate action plans: 
• external advice and site inspections are performed when required; 
• environmental and social aspects are integrated into the loan approval process; 
• consideration of the impacts of changes in societal expectations; 
• consideration of community concerns in relation to Keystart's operations and the operations of its clients; and 
• consideration of relevant legislative and regulatory requirements with respect ofthe environment. 

The controls evidenced to mitigate Environmental and Social Risk are graded as strong. 

There is a low risk that this activity will result in financial loss or exposure, adverse reputational exposure, major breakdown in internal processes, systems and practices, signifi, 
incident(s) oflegislative and/or regulatory non-compliance or damage to physical assets or workplace safety. 

There is a medium risk that this activity will result in financial loss or exposure, adverse reputational exposure, major breakdown in internal processes, systems and practices, signifi, 
incident(s) oflegislative and/or regulatory non-compliance or damage to physical assets or workplace safety. 

There is a high risk that this activity will result in financial loss or exposure, adverse reputational exposure, major breakdown in internal processes, systems and practices, signifi, 
incident(s) oflegislative and/or regulatory non-compliance or damage to physical assets or workplace safety. 
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10 Appendix C - Risk Evaluation Criterion 

Description 
The event may occur only in exceptional circumstances 
The event could occur at some time 

~ ~ 

The event should occur at some time 

-t~~~'\le!1t~illpro~il.bl}'()cc1:1:fin most circumstances ~~~ 

Between $10,000 
and $100,000 

Between 
$100,000 and 
$lOmillion 

Between 
$10million and 
$50million 

Above $50million 
or Yz ofthe High 
Quality Liquid 
Assets on hand 

Individual client / broker / vendor complaint. 
Issue Rectified at local level. 

Negative media article. Low local exposure. 
Client / broker / vendor complaint handled at 
Department Manager! Complaints Manager 
Level. 

Some negative media coverage or industry 
criticism. Client / broker / vendor make 
formal complaint. CEO involved. 

Extensive public criticism. State-wide 
media exposure. Public embarrassment. 
Loss of credibility. Keystart Board or DoH 
Director General or involved. 

Sustained State and National media 
reporting. Very high impact across 
Government. Minister involved. 
Government censure. Third party actions. 

Impact absorbed through routine 
operations. 

Minor delays in achieving 
objectives. Majority of objectives 
remain on track. 

Management effort required to re
direct resources to avoid delays in 
achieving strategic intents. 
Administration ofthe program / 
project / activity could be subject to 
significant review or change. 

Significantly reduced ability to 
achieve objectives I key 
deliverables. Continued function of 
the program! project! activity 
would be threatened. 

Failure to achieve one or more key 
deliverables resulting in major flow 
on effects for external stakeholders. 

Fre<tuency 
At least once in 5 yrs 

At least ()n~ei!t 4Yls_ 
At least once in 3 yrs 
At least once in 2 yrs 

No noticeable regulatory or 
statutory impact. 

Some temporary non
compliance but no significant 
on-going issues. 

Short term non-compliance but 
with some regulatory 
requirements imposed. 

Non-compliance could 
potentially result in fines or 
penalties being imposed and 
possible termination of services. 

Non-compliance results in 
criminal charges or loss of 
required accreditation. 

Slight injury, not affecting 
work performance or 
causing disability (eg. First 
aid case). 

Tncidentrequiring medical 
treatment. 

Life threatening - severe 
injuries. 

Incident resulting in a 
fatality. 

Incident resulting in a 
multiple fatality. 
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Risk Matrix 
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Rare 

~~~~~E!e!i°n 
Only acceptable with moderate controls. 

________ ~ .. _._~._. __ . _____ . _____ . _____ . _____ ._<2Il!t~~9_~1'!able with moderate controls. 
acceptable with strong controls. CEO 
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11 Appendix D - Stress Scenario Details 

11.1.1 Stress Versions Tested 

Under the stress scenarios described in section 7 above, four separate stress versions were run, 
differentiated by different stress adjustments to Keystmi's NIM. The table below summarises 
the scenario versions run, and the outputs from each version. 

1 

2 

3 

4 

Loan book -10% pa 
Opex -10% pa 
R W A Impact +20% 
NIM -30bps over 2 yrs 

Loan book -10% pa 
Opex -10% pa 
RWA Impact +20% 
NIM-3 

Loan book -10% pa 
Opex -10% pa 
RWA Impact +20% 
NIM -50bps over 5 yrs 

Loan book -10% pa 
Opex -10% pa 
RWA Impact +20% 
NIM-1 

5.80% 4.0% 

5.80% 4.0% 

6.08% 4.0% 

6.80% 4.0% 

From this modelling, version 4 has been selected as the most realistic stress scenario for NIM. 
The results of stress modelling presented below are all derived from Version 4. 
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11.1.2 Forecast Balance Sheet ($'000) Input 

Cash and liquid assets 11,068 

Short term deposits 275,188 

Sundry debtors 2,038 

Loans and advances 4,274,018 

Provision for Doubtful Debts (10,044) 

Plant & equipment 2,360 

Software 1,113 

Broker Fees 5,550 

Total Assets 4,561,291 

Payables 14,458 

Preference Shares - Floating Rate 3,710,000 

Preference Shares - Fixed Rate 185,000 

Funding Facility adjustment 372,572 

Total Liabilities 4,282,030 

Settled Sum 240,747 

Settled Capital - prior years ° 
Dividends paid (43,996) 

Accumulated surplus - current yr 82,511 

Trust Funds 279,261 
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11.1.3 Forecast Income Statement ($'000) Input 

Interest earned 217,526 

Interest on investments 7,497 

Total interest income 225,023 

Interest on bOlTowings 113,341 

Total interest expense 113,341 

Management Fee 925 

Sundry income 1,080 

GROSS INCOME 113,687 

Administration costs 2,357 

Employment Costs 13,169 

Marketing 868 

Audit fees 307 

Bad debts written off and recovered 1,503 

Bank fees 98 

BOlTowing expenses and stamp duty 14 

Community Relations & Sponsorship 352 

Consultant fees 1,299 

Depreciation and loss on sale 794 

Amortisation of software 337 

Directors fees 748 

Office Accommodation Expenses 1,113 

Legal expenses 361 

Broker Fees 6,902 

Treasury Manager fees 349 

Valuation & Sundry Loan Fees 358 

GST claims (753) 

Operating expenses 30,177 

Net income before bad and doubtful debts 83,509 

Prov bad and doubtful debts 998 

NET INCOME 82,511 
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11.1.4 Stress Testing Output - Scenario 4 

advances 
Provision 
for 
Doubtful 
Debts 

Total 
Assets 

Total 
Liabilities 
Net 
Interest 
Income 
Other 
Income 
Operating 

Prov bad 
and 
doubtful 
debts 
Net 

Settled 
Sum 
Dividents 
Paid 

Share 

21124 

7119 
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12 Glossary of Key Terms and Abbreviations 

Term Definition 

Access Access Home Loan Scheme - Access was established in 
1996 to help Western Australians with permanent 
disabilities access home ownership or make alterations to an 
existing home. Shared Equity is available under this scheme. 

ADI Authorised Deposit-taking Institution - Corporations which 
are authorised under the Banking Act 1959 (Cth). 

AHOS Aboriginal Home Ownership Scheme - AHOS was 
established in 1995, to help Aboriginal and Torres Strait 
Islander people into home ownership. Shared Equity is 
available under this scheme. 

Approved Financial 
Institutions 

APRA 

APS330 Public Disclosure 
Report 

ASIC 

ASX Corporate Governance 
Principles 

Audit and Compliance Plan 

Audit Committee 

The Keystart Approved Financial Institutions are listed on a 
register, which comprises the eligible counterparties that 
maintain a Standard & Poor long term rating in excess of 
'A+' for any derivative transaction executed or 'A' for 
authorised investments. 

Australian Prudential Regulation Authority - The regulator 
of banks, credit unions, building societies, general insurance 
and reinsurance companies, life insurance, friendly societies 
and most members of the superannuation industry. 

The APS330 Public Disclosure Report imposes obligations 
on ADIs' to produce a high quality and timely public 
disclosure report detailing an institutions risk profile, risk 
management process, Capital Adequacy, capital instruments 
and remuneration practices. 

Australian Securities and Investments Commission -
Australia's corporate, markets and financial services 
regulator. 

The ASX Corporate Governance Principles are a guideline 
for corporate governance best practice. 

The Keystati Audit and Compliance Plan assists to mitigate 
risk and provides reassurance to department managers, the 
CEO and the Board that Keystart is operating effectively and 
meeting its legislative and compliance obligations. 

Audit, Risk & Information Technology Committee - A 
committee appointed by the Board to assist the Board to 
cany out its corporate governance and oversight 
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Basel III 

Board 

Breach and Issues Register 

responsibilities in relation to Keystart's financial reporting, 
internal control systems, risk management systems, the 
compliance framework, information technology systems and 
the internal and external audit functions. 

Basel Committee on Banking Supervision Basel III - The 
reform measures developed by the Basel Committee on 
Banking Supervision to strengthen the regulation, 
supervision and risk management ofthe banking sector. 

Board of Directors. 

Keystart maintains an Issues Register and a formal 
compliance Breach Register that is updated in response to 
the identification and escalation of a new compliance breach 
or issue. 

Capital Adequacy The minimum reserves of capital Keystart elects to maintain 
in order to withstand stressed events. 

Capital Buffer The amount of capital retained by Keystart above the Target 
Capital Ratio that can be drawn down in periods of stress. 
The Capital Buffer is determined in reliance on Keystmi's 
capital exposure to Liquidity Risk. 

Capital Conservative Buffer The amount an APRA regulated entity is required to hold 
above the PCR for CETl capital. The Capital Conservation 
Buffer is 2.5 per cent of an ADI's total RWA, unless 
determined otherwise by APRA. 

Capital Management Plan The Capital Management Plan details Keystmi's strategy for 
maintaining adequate capital levels and includes the 
delineation of capital targets that provide a buffer against the 
risks involved in Keystmi's activities, how the target levels 
of capital are to be met and the means available for sourcing 
additional capital when required. 

CEO Refers to the Chief Executive Officer ofKeystmi. 

CETl Common Equity Tier 1 Capital - The highest quality of 
capital required to be maintained by an institution. 

CFO Refers to the Chief Financial Officer of Keys tart. 

Compliance Changes Register Keystmi maintains a Compliance Changes Register that is 
updated in response to the identification of changes in 
regulatory guidelines, Australian Standards or State or 
Commonwealth statutes, regulations, schemes or directions 
that impact on Keystmi's operations, to the extent that 
Keystart is obligated to comply with or is accountable to the 
aforementioned. 
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Compliance Risk Compliance Risk is the risk of legal or regulatory sanctions, 
capital loss or loss to reputation suffered as a result of 
Keystart's failure to comply with statute, regulations or 
standards, including internal policies, codes of conduct and 
best practice. 

Concentration Risk Concentration Risk is the risk of a development or event 
having a significant to high impact on the value of the credit 
portfolio due to inadequate diversification within the 
portfolio. 

Credit Risk Credit Risk is the risk to current or anticipated earnings or 
capital arising from a debtor or counterparty's failure to 
perform contractual obligation or otherwise perform as 
agreed. Credit Risk is found in all activities in which 
settlement or repayment is contingent on debtor or 
counterpart performance, and includes defaults, bad debts, 
doubtful accounts, loan restructuring and accelerated loan 
payments. 

CRO Refers to the Chief Risk Officer of Keystart. 

DoH Department of Housing - The DoH is an affordable housing 
provider involved in land development, housing construction 
and property management in Western Australian and is the 
sole beneficiary of the Keystart Housing Scheme Trust and 
the 100% shareholder of its trustee, Keystart Loans Limited. 

Environmental and Social Risk Environmental and Social Risk is the risk of financial loss or 
damage to Keystmi's reputation due to the failure of 
Keystart to manage or address environmental or social 
issues. 

Executive Team 

Exposure at Default 

Financial Risk 

First Start 

The Executive Team consists of the CEO, CRO, CFO, Chief 
Information Officer, General Manager Credit, Executive 
Manager Social Lending, Executive Manager Sales & Client 
Relations, Executive Manager Human Resources & 
Business Services and Executive Manager Innovation and 
Operational Efficiency. 

The Exposure at Default is assigned as the outstanding 
balance at the balance sheet date. 

Financial Risk consists of Liquidity Risk and Funding Risk, 
collectively. 

First Stmi Home Loan Scheme - The purpose of First Start is 
to help households on annual assessable incomes of $70,000 
or less to purchase or build a home designated as 
"affordable" by the Housing Authority. 
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Funding Committee 

Funding Risk 

GoodStart 

Governmental Risk 

HQLA 

ICAAP 

Interest Rate Risk 

Key Risk Indicators 

Key Risks 

Keystart 

Legal Risk 

Lending Risk 

Funding & Lending Committee - A committee appointed by 
the Board to assist the Board with the oversight of the asset 
and liability strategy of Keystart. 

Funding Risk is the risk of overreliance on a funding source, 
to the extent that a significant change in that source could 
increase funding costs and expose Keystart to difficulties in 
raising capital. 

GoodStart Home Loan Scheme - GoodStart was established 
in 1997 to assist the DoH tenants to transition from a public 
rental home to home ownership. Shared Equity is available 
under this scheme. 

Governmental Risk is the risk to current or anticipated 
earnings or capital arising from changes or prospective 
changes in legislation and/or policies of the executive branch 
of Government. 

High Quality Liquid Assets - A terminology contained 
within Prudential Standard APS 210 Liquidity to describe a 
portfolio of securities that is highly saleable and able to be 
liquefied to cash. 

Internal Capital Adequacy Assessment Process - A high
level document which describes and summarises the capital 
assessment and management process of Keystart. 

Interest Rate Risk is the risk to Keystart's current 01' 

anticipated earnings or capital arising from adverse changes 
in interest rates. 

A Key Risk Indicators is a measure used to determine the 
degree of likelihood that the combined probability of an 
event and its consequence will exceed Keystalt's risk 
appetite. 

Credit Risk, Operational Risk, Market Risk and Financial 
Risk, collectively. 

Keystart Loans Ltd. 

Legal Risk is the risk of financial or reputationalloss arising 
from regulatory or legal action; disputes for or against the 
company; failure to correctly document, enforce or adhere to 
contractual arrangements; inadequate management of non
contractual rights; or a failure to meet non-contractual 
obligations. 

Lending Risk is the risk of loss incurred due to non
performance or default of patties to which credit facilities 
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have been made available. 

Liquidity Risk Liquidity Risk is the risk that Keystart will not have 
adequate capital to meet its financial obligations as and 
when they fall due. 

Long Term Scenario Analysis A Long Term Scenario Analysis is the projection of the 
effects of a scenario over a prolonged period of time. One or 
more events or changes in circumstances are forecast, 
through the identification or simulation of several risk 
factors. The effects of these events or changes in a scenario 
are generated from a hypothetical shock to the organisation, 
resulting from a change in a variable or risk factor. 

Loss Given Default Loss Given Default values are assigned based on 'APRA 
Stress Testing Housing Loan Portfolios: A Regulatory Case 
Study', which is a function of the loan to value ratio and the 
age of the loan. 

Market Risk Market Risk is the risk to Keystart's current or anticipated 
earnings or capital arising from changes in balance sheet 
positions due to movements in market factors. Market Risk 
commonly occurs from changes in interest rates, credit 
markets, commodities, equity and legislation and policies of 
the executive branch of Government. 

MCR Minimum Capital Ratio - The Minimal Capital Ratio is the 
minimum amount of capital elected by Keystart to be 
maintained in order to meet our obligations. 

Mutuals Building societies, credit unions and mutuals, collectively. 

Model Risk Capital The amount of capital retained by Keystart above the Credit 
Risk Target Capital Ratio, to allow for uncertainties in the 
Credit Risk capital models. 

Office of the Auditor General The Auditor General audits the finances and activities of the 
Western Australian public sector. 

Operational Risk 

PCR 

Perpetual SE 

Operational risk is the risk to current or anticipated earnings 
or capital arising from inadequate or failed internal 
processes, practices or systems (hardware and software), or 
from human error, misconduct, inadequately trained staff or 
external events. 

Prudential Capital Ratio - An ADI's PCR is 8% of its total 
RWA, 4.5% of which is CETl capital and 1.5% is Tier 1 
capital. 

Perpetual Shared Equity Home Loan Scheme - Perpetual 
Shared Equity is a loan facility that enables select 
individuals to purchase 70 percent equity in nominated units 
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Probability of Default 

Project Risk 

Reputational Risk 

Residual Reputational Risk 

Risk Appetite Statement 

located in certain suburbs in Western Australia. 

The Probability of Default is demonstrated using a logical 
regression model to explain the causal relationship between 
a one year Probability of Default and drivers of default risk. 

Project Risk is the risk of economic loss resulting from 
internal or external circumstances or events that impact 
specific organisational projects. 

Reputational Risk is the risk of loss arising from negative 
public perception on the part of customers, counterparties, 
the shareholder, regulators and other relevant parties. The 
risk can adversely affect Keystati's ability to maintain 
existing, or establish new, business relationships and access 
sources of funding. 

Reputational risk is multidimensional and reflects the 
perception of other market participants. FUlihermore, it 
exists throughout the organisation and exposure to 
reputational risk is essentially a function of the adequacy of 
Keystart's internal risk management processes, as well as 
the manner and efficiency with which management responds 
to external influences on group-related transactions. 

Residual Reputational Risk encompasses all Reputational 
Risk exposures, excluding Legal Risk. 

Keystart's Risk Appetite Statement defines its strategic 
direction and outlines its tolerances and limits towards 
specific risks. 

Risk Register Keystati maintains a Risk Register that is updated in 
response to the identification and escalation of a new risk. 

Risk Management Framework Keystart's Risk Management Framework describes the key 
elements of the strategy adopted by Keystati to manage risk. 

R W A Risk Weighted Assets - Keystart's on and off balance sheet 
assets are weighted according to risk. 

Scenario Analysis A Scenario Analysis is the projection of the effects of a 
scenario either at a point in time or over a period of time. 
One or more events or changes in circumstances are 
forecast, through the identification or simulation of several 
risk factors. The effects of these events or changes in a 
scenario are generated from a hypothetical shock to the 
organisation, resulting from a sudden change in a variable or 
risk factor. 

Securitisation Securitisation is a structure where the cash flows from an 
underlying pool of exposures are used to service at least two 
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Sensitivity Test 

Shared Equity 

SharedStart 

Social Lending 

Sole Parent 

Standard Loan 

Strategic Business Plan 

Strategic Business Risk 

Stress Test 

TCR 

different tranches or classes of creditors, with each class or 
tranche reflecting a different degree of Credit Risk. 

A Sensitivity Test is the projection of a series of alternative 
assumptions regarding a future environment, resulting from 
one or more risks, occurring over a short or long period of 
time. 

Shared Ownership Home Loan Scheme - Shared Equity is a 
loan facility where the DoH contributes a percentage of the 
property's purchase price, up to a maximum of$150,000. 

SharedStart Home Loan Scheme - SharedStart is a loan 
facility that assists eligible home buyers to purchase with, or 
from, the DoH, a share in a newly constructed or an off-the
plan home, an existing established home owned by the DoH, 
a transportable home or construct a new home on land 
owned by the DoH. 

Shared Equity, SharedStart, Access, AHOS, Perpetual 
Shared Equity, First Start, GoodStart and Sole Parent. 
collectively. 

Sole Parent Home Loan Scheme - Sole Parent loans are 
designed to help sole parents keep their family home 
following a relationship breakdown or bereavement. The 
DoH may purchase up to 40% of the property's purchase 
price (up to a maximum of $150,000) to assist customers in 
retaining their home. 

Standards Loan Scheme - The Standard Loan is available to 
all eligible Western Australians. 

The Strategic Business Plan outlines Keystati's direction, 
objectives, strategy and purpose and examines Keystart's 
organisational status and structure. 

Strategic Business Risk is the risk of economic loss reSUlting 
from events or trends that adversely impact on Keystart 
ability to meet its business objectives, including improper 
implementation of decisions, lack of responsiveness to 
industry changes, changes to legislation and policies of the 
executive branch of Government or changes in 
macroeconomic conditions. 

A Stress Test is the projection of Keystati's financial 
position under hypothetical adverse conditions that are the 
result of significant risks over a short or long period of time. 

Target Capital Ratio - The Target Capital Ratio is the 
amount of capital elected by Keystart to be retained in order 
to provide a financial buffer against extreme, but plausible 
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Three Lines of Defence Model 

Tier 1 Capital 

Tier 2 Capital 

VaR 

WATC 

stressful events. 

The Three Lines of Defence Model enhances Keystart's risk 
management by clarifYing essential roles and duties, 
providing oversight through policies and procedures, 
obtaining independent assurance to achieve objectives and 
improving the effectiveness of internal controls and risk 
management and governance processes. 

Tiel' 1 Capital is comprised of CETl capital and additional 
Tiel' 1 Capital. 

Tiel' 2 Capital is capital that fails to qualifY as Tier 1 Capital. 

Value at Risk - VaR is a statistical technique used to 
measure risk ofloss on a specific portfolio. VaR is measured 
using three variables comprising the amount of potential 
loss, probability ofthat amount ofloss and timeframe. 

Western Australian Treasury Corporation - The WATC was 
established under the Western Australian TreasUlY 
COlporation Act 1986 (WA) as the State's central borrowing 
authority. The W A TC provides debt funding to Keystart. 
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