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Benchmarks

Regulatory Guide 69: Debentures and notes: improving disclosure for retail investors applies to the
Company, as an issuer of Secured Notes. The guide establishes 8 benchmarks which issuers of notes
should address in their disclosures on an ‘if not, why not’ basis. ASIC expects the benchmarks to be
followed (as applicable) and if not followed, then explained on an, if not, why not, basis. ASIC has
developed the benchmarks to assist investors to understand the risks, assess the rewards being
offered and decide whether such an investment is suitable for them. Details of the benchmarks, as
they apply o the Company’s Secured Notes are described in the Prospectus dated 19 July 2019.

This report has been prepared as at 30 September 2020 and updates the disclosure contained in the
Prospectus. The Company does not consider anything in this update to be materially adverse to
investors. Investors should consider all benchmarks and other information provided in the current
Prospectus dated 19 July 2019 and not rely solely on the information contained in this benchmark
report or on any one benchmark o make an investment decision. We currently satisfy benchmarks
2,3,4,5,6 and 8 and reasonably consider that we will continue to satisfy those benchmarks on an
ongoing basis. We do not satisfy benchmarks 1 and 7. Further details in relation to these
benchmarks are set out below.

Benchmark 1: Equity ratio
The benchmark requires issuers to maintain a minimum equity capital ratio of 8% and when lending
funds for property development which are more than a minor part of the issuer’s activities — the issuer

should maintain a minimum equity capital ratio of 20%. The ratio is defined as:

Total equity
Total liabilities + Total equity

Total equity is the money invested by the owners of the Company (the issuer) (ie the shareholder’s
equity in the balance sheet) plus any retained profit.

It provides a ‘buffer’ to the Company in the event of financial difficulties, and it also provides the
Company's owners with an incentive to operate prudently and responsibly, which may not exist if
there is a low level of equity in the Company.

As at 30 September 2020 none of the Company's lending portfolio represented funding for property
development. The Company's equity ratio as at 30 September 2020 is approximately 4.80%
reflecting the initial shareholders capital contributed, plus accumulated operating profits.

This compares with an equity ratio of 4.80% as at 30 September 2019.

Benchmark 1 seeks to address concerns that without an appropriate equity capital ratio, an issuer’s
interests may not be dligned with note holders, and the issuer have less incentive to ensure the
prudent management of the business. Further, without sufficient equity, if an investment runs into
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difficulties, there will be no source of funds to tide the investment over, other than by raising further
funds.

Although the Company does not meet this benchmark, the Company seeks to address these
concerns in the following ways.

The Company has $700,000.00 of Preference Shares on issue. The Preference Shares are repayable
at the absolute discretion of the Company and dividends will only be distributed at the absolute
discretion of the Company.

The Company may also call on shareholders and/or directors from time to time for an injection of
funds in the form of additional share capital or unsecured loans to support the Company’s
requirement. As at 30 September 2020, the balance of shareholder loans is nil.

The directors closely monitor capital and liquidity, having regard to the Company’s obligations
under its AFSL and the Trust Deed. Furthermore, although lending for construction and development
activities has historically been more than a minor part of the Company’s activities, lending is made
only on a progressive funding basis, requiring certification by an independent quantity surveyor
about the cost to complete the project before drawdowns can be made to pay for works fo date.

The Company has a rigorous credit policy in place to reduce the risk of the Company suffering from
credit losses, and hence reduce the risk of having to rely on shareholders' equity to meet any
financial difficulty. Measures under this policy, include taking a conservative approach to lending
for property development and ensuring that the Company lends for property development on
security of real estate not exceeding 70% of the valuation of the development.

The credit policy is informed by the Company's operating history and experience, and is reviewed at
least annually by the Directors. Accordingly, the Company believes that its current policies ensures
that it maintains an appropriate equity capital ratio for its business, and would allow the Company
to continue to operate, even if the Company encountered a level of financial difficulty. To this end,
the Company periodically stress tests its liquidity assumptions by considering the possibility of
disruption to cash flows.

The Board regularly undertakes a review of the Company's up to date cash flows and considers the
Company's ability to meet its ongoing obligations and to respond to a disruption of cash flows. The
Company has also appointed external legal advisers to provide compliance oversight and review
the Company’s compliance with its policies at least once a year. In light of the above measures
and the Company’s operating history, the Company believes that its equity capital ratio is
appropriate for its business.

Benchmark 1 has nof been met by the Company as at 30 September 2020,

Benchmark 2: Liquidity

Liquidity is an important measure of the short-term financial health of a business. Without sufficient
liquidity, a company may be unable to meet its short term financial obligations.

This benchmark requires issuers to have cash flow estimates for the next three months and ensure
that at all fimes they have on hand cash or cash equivalents sufficient to meet their projected cash
needs over the next three months.

The Company prepares estimates of cash fiows for a rolling three month period and ensures at all
tfimes it holds cash or cash equivalents sufficient to meet projected cash needs for each three month
period.
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To assist with liquidity requirements, the practice of the Company is to raise funds for terms that align
with the Company’'s loan portfolio activities. In addition, the Company at all times maintains a
minimum of 7% of funds raised in a cash liquidity reserve in the form of a Company at-call bank
account.

In addition, the Company periodically ‘stress tests’ its liquidity assumptions by considering the
possibility of disruption to cash flows, the possibility of ASIC issuing a stop order, thereby preventing
any rollover or new issue of Secured Notes and the possibility of a significant reduction in the rate of
investor rollovers.

Specifically, the Company has close relationships with a number of Secured Note holders and key
alliance partners who introduce investors. These close relationships, together with our constant
communication with investor’s assists us with our cash flow forecasting. Further, a pattern of
investment maturities and rollovers has been established over our initial years of operations and while
past patterns are not necessarily indicative of future investment patterns, they assist the Company in
its cash-flow modelling. An analysis of our investor rollover patterns suggests rollover rates of some
920% may be expected. However, the Company would have access 1o sufficient cash to meet
projected cash needs if the percentage of funds rolled-over was less than expected and in
particular, if the percentage of funds rolled-over in the next 3 months were 20% lower than the
percentage rolled-over in the past 3 months.

As early redemptions are only considered in special circumstances, the Company does not consider
redemptions to be a significant factor which could impact on liquidity.

The Company reviews the maturity profiles of its assets and liabilities on a monthly basis and reports
its results fo the Trustee. From time to fime, in order to maintain a high liquidity ratio, the Company
may call on shareholders and/or directors, at their option, for an injection of funds in the form of
either share capital, investments or shareholders loans as appropriate.

Benchmark 2 has been met by the Company as at 30 September 2020.

Benchmark 3: Rollovers

Benchmark 3 requires issuers to disclose their approach to rollovers, including whether the ‘default’ is
that investments are automatically rolled over.

As detailed on page 7 of the Prospectus, the Company will notify each investor prior to their
investment maturity date (in practice this will occur between two and four weeks from the maturity
date) to determine the investor's intention regarding either reinvestment or partial or full repayment
of their investment at maturity.

This nofification includes details of options for the investor to access the current version of the
Prospectus (where one is available} and any updated disclosure reports or nofices which have been
issued by the Company, to ensure the Investor is able to make an informed decision whether to roll
over the investor's Investment.

If the Company does not receive instructions from an investor, the invested amount will be rolled
over for an equivalent maturity term and interest payment frequency, but at the new interest rate
applicable at the maturity date for that term and interest payment frequency.

Benchmark 3 has been met by the Company as at 30 September 2020.

Benchmark 4: Debt Maturity

The benchmark requires all issuers to disclose:
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° an analysis of the maturity profile of interest-bearing liabilities (including debt securities such
as secured notes on issue) by term and value; and

° the interest rates, or average interest rates, applicable to their debts.

As at 30 September 2020 the Company's debt maturity profile (comprised solely by notes already on
issue) was:

. Due within 1 year, $30,218,180.84 with an average interest rate of 6.45% per annum; and
. Due 1 to 3 years $5.324,250.00 with an average interest rate of 6.84% per annum.

Benchmark 4 has been met by the Company as at 30 September 2020.
Benchmark 5: Loan Porifolio

The benchmark requires issuers who on-lend funds to disclose the current nature of their loan
portfolio, as the smaller the number of loans or borrowers in the portfolio, the higher the risk that a
single negative event affecting one loan will put the overall portfolio (and investor's money) at risk.

The disclosure should include details as to the number of loans in the loan portfolio and the value of
those loans; by number and value, the interest rates applicable to the loans; an analysis of the
maturity profile of the loans; loans by class of activity and geographic region; by number and value,
the proportion of loans that are in default or arrears; by number and value, the proportion of total
loan monies that are lent on a ‘secured’ basis and the nature of the security; and by number and
value, the proportion of total loan monies lent to the largest borrower and 10 largest borrowers. In
addition, issuers should also disclose their policy on these issues and provide clear explanations
about their approach to taking security in relation to lending.

The Company’s loan portfolio as at 30 September 2020 totalled $26,862,531.01 comprised of 11 loans
(which are summarized in the table below). The largest borrowing, loan number #4053, currently
comprises an amount of $7,057,912.99 and represents 26.27% of the portfolio. Further details about
loan #4053 are included below. The second largest borrowing represents 12.45% of the portfolio.

Regional diversification of the loan portfolio comprises:-

SA loans 49.57%
WA loans 50.43%

Loan summary table

Loan Amount Maturity Term Type of Security Location | Class of Loan
number advanced Date (months) of Sec
#4053* $7.057,912.99 | 29/02/2020 6 Registered 1t Mortgage ‘ SA Commercial
*LOAN STATUS — COMPANY COMMENCED LEGAL PROCEEDINGS IN RELATION TO SECURITY PROPERTY
#4059 $1.379.011.80 | 29/11/2020 6 Registered 1¢t Mortgage WA Commercial
#A4061%%* $650,000.00 | 11/06/2020 6 Registered 1st Mortgage WA Commercial
#4064 $3.080,000.00 | 30/11/2020 9 Registered 15t Mortigage SA Commercial
#4071 $3,221,436.00 | 30/04/2020 2 Registered 1st Mortgage WA Commercial
#4073 $1,953,250.00 | 28/02/2021 6 Registered 15t Morigage SA Commercial
#A07 4*%* $1,490,830.22 | 31/07/2020 8 Registered 15t Mortgage WA Commercial
#4075 $1,960,000.00 | 31/01/2021 6 Registered 1s* Morigage WA Commercial
#4076 $1,500,000.00 | 25/02/2021 6 Registered 1t Mortgage WA Commercial
#4077 $1,225,500.00 | 29/11/2020 6 Registered 1t Mortgage SA Commercial
#4078 $3,344,590.00 | 30/11/2020 6 Registered 1st Mortgage WA Commercial
Total $24,862,531.01
Loans
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All secured loans made by the Company have a fixed rate of interest. The average interest rate across the loan portfolio is
13.10% per annum.

NB: Shows only primary security. For some loans, registered collateral securities are also held.

*The lending portfolio has experienced 1 loan default as at 30 September 2020. The loan #4053 has
an outstanding balance of $7,057,912.99, following a write down from $8,114,889.30 to $7.500,000 in
[June 2020] and the Company subsequently selling part of the secured property towards repayment
of the loan. The Company had written down the loan by $614,889.30, as a result of the Company
taking a conservative view on its ability to recover the full amount of the original loan amount. The
amount of the write down of the loan has been borne by the Company and will not be borne by the
investors (ie the noteholders). The Company continues to remain satisfied that the security it holds in
respect of the loan is sufficient to ensure that the balance of the loan amount of $7,057,912.99 can
be repaid in full.

**The loan #4071 of $3,221,436.00 is in arrears and represents 11.99% of the loan portfolio. The
security property for this loan is in the process of sale. The Company is satisfied that the security it
holds in respect of the loan is sufficient to ensure that the entire amount of the loan, plus accrued
interest can be repaid in full.

*** Loans #4074 and #4061: payment of the principal amounts on these loans are currently more
than 30 days past due, however, interest continues to be paid in full on both of these loans. The
combined value of these loans is $2,140,830.22. In relation to loan #4074, the Company does not
currently intend to extend the maturity date, in accordance with its lending policy. In relation to
loan #4061, the Company is in the process of renegotiating the terms of the loan with respect to the
identity of the borrowers and maturity date only. The Company continues to remain satisfied that
the security it holds in respect of both loans #4074 and #4061 are sufficient to ensure that the entire
amount of the loans, plus accrued interest can be repaid in full.

The Company’s lending policy is outlined in Section 4 of the Prospectus, including the requirement
that the Company only lends when the primary security on offer is a first registered mortgage over
real estate in Australia, with security at prudent loan to valuation ratios (see benchmark 8 below) in
addition to taking other collateral securities as deemed necessary.

The Company has a goal to achieve a fully diversified portfolio, including a specific objective that a
single common property security or common borrower is to represent no more than 10% of the
portfolio of loans by the time the Company has a $50 million loan portfolio.  While the loan portfolio
remains smaller than $50 million, the Company's lending activity will remain subject to a degree of
concentration of lending by borrower and/or geographic region, due to the smaller number of loans
written within the portfolio.

The Company maintains a comprehensive and fully documented lending policy and engages
independent accredited valuers experienced in this sector of lending, to undertake assessment of
the value of security for mortgage lending purposes for all loans approved. The lending mortgage
documentation is completed by an external accredited panel of solicitors experienced in this sector
of lending.

Benchmark 5 has been met by the Company as at 30 September 2020.

Benchmark é: Related Party Transactions

This benchmark requires issuers who on-lend funds to disclose their approach to related party
transactions, as there is a risk that they may not be made with the same rigour and independence
as commercial, arm’s length loans.
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The Company's Board policy and the Trust Deed do not permit the Company to advance money to
any related entity. As at 30 September 2020, the Company has not and does not intfend to make
any loans to related entities.

Benchmark é has been met by the Company as at 30 September 2020.

Benchmark 7: Valuations

Information regarding valuations is important as it assists Investors to assess the risks associated with
an investment. The benchmark requires an issuer that is involved in or that lends money for property-
related activities, to value properties (ie. Real estate) on an ‘asis’ basis and development property
on an ‘as if complete’ basis, ensuring that development properties are re-valued at least every 12
months, unless funds are retained by the issuer and released in stages to cover project completion
cosfs.

Issuers should have a clear policy on how often they obtain valuations, {including how recent a
valuation has to be when they make a new loan) and should establish a panel of valuers to ensure
that no one valuer conducts more than one-third of the issuer’'s valuation work. In addition, the
appointment of valuers should be with the Trustee's consent. Issuers should also include information
about the valuation of any particular property in the issuer’s prospectus where the property
accounts for 5% or more of the total value of property assets of the issuer or where a loan secured
against the property accounts for 5% or more of the total value of the issuer’s loan book (or the loan
book of a related party through which the issuer has indirectly left money).

Ensuring that valuations are kept up-to-date and shared among a panel means valuations are more
likely to be accurate and independent.

The Company intends to lend money for property-related activities and takes the following
approach to valuafions:

e Properties are generally valued on an ‘as is' basis and where the purpose of the loan is for
property development, the property is valued on an ‘as if complete’ basis.

¢ The Company obtains valuations on a regular basis {generally every 12 months) and
valuations of properties for new loans must be dated no older than 12 months at the date of
the advance;

o  Where loans are advanced for property development, an independent quantity surveyor
with appropriate expertise applicable to the size and complexity of the development and
geographic spread in which the properties are located, is appointed by the Company to
oversee the cost to complete the property development.

¢ The quantity surveyor undertakes an onsite inspection of the property prior to each
drawdown, to provide the Company with certification and authorisation to pay for works to
date, together with an assessment of the remaining ‘cost to complete’. This process reduces
the risk that a property development funded by the Company will not be able to be
completed within the approved loan amount.

¢ To ensure that no one valuer conducts more than one-third of the Company’s valuation
work, the Company maintains a panel of independent accredited valuers diversified by
property valuation expertise and geographic spread in the areas in which our properties are
located; and
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o The Trustee has consented to the appointment of the vaiuers currently on the panel (on the
basis of having received confirmation from the Company as to appropriate due diligence
enquiries having been made by the Company on the valuers).

The loans referred to in the table below account for more than 5% of the Company's loan book, and
in accordance with the benchmark requirements, details of the valuation of the properties which
secure the repayment of the loan are included in the table.

Loan valuation table

Loan Loan Amount Percentage Property Value Date of Valuation
Number of Loan Book
#4053 $7,057,912.99 26.27% $8,179,000.00* 19/03/2020*
#4064 $3,080,000.00 11.47% $4.,400,000.00 23/01/2020
#4071 $3,221,436.00 11.99% $5,320,000.00 09/05/2018**
#4073 $1,953,250.00 7.27% $3.005,000.00 04/12/2019
#4074 $1,490,830.22 5.55% $4,500,000.00 13/08/2019**
#4075 $1,960,000.00 7.30% $2,800,000.00 05/12/2019
#4076 $1,500,000.00 5.58% $2,300,909.00 11/02/2020
#4078 $3,344,590.00 12.45% $5.025,000.00 23/04/2019**

*The value of the loan amount for loan #4053 has been written down from $8,114,889.30 to
$7.500,000.00 in [June 2020]. The security property for this loan is being marketed for sale. The
Company requested an updated valuation on 29 February 2020 on an "as is" basis. The loan was
previously advanced in relation to development property and was valued on an "as if complete"”
basis for the purpose of RG69. Since the Company enforced its rights in relation to the secured
property, it has elected to value the property on an "as is” basis, as the borrower will no longer be
developing the property. The updated "as is" valuation indicated that the property value was
$8.179,000. The Company has subsequently sold part of the secured property towards repayment of
the foan ,and continues to remain satisfied that the remaining security it holds in respect of the loan
is sufficient fo ensure that the balance of the loan amount of $7,057,912.99 can be repaid in full.

** Updated valuations are not required for these security properties, as they do nof relate to
development loans, and the security properties have either been contracted for sale or the loan is in
the process of being paid out. The Company is satisfied that the security it holds in respect of these
loans is sufficient to ensure that the loans can be repaid in full.

NB: Shows only primary security. For some loans collateral securities are also held.

The Company has not included in this report the following information which ASIC considers should
be disclosed:

¢ The identity of the valuers;

¢ The original cost of the properties;

e Details of the valuation method; or

o The key assumptions used in the valuation.

The Company has not provided this information as it does not consider this information to be
relevant to investors given the nature of the information disclosed regarding the appoinfment of the
valuers and the size and nature of the Company's business. In particular, as the Company operates
a pooled mortgage business with conservative LVRs on its loans, the Company does not consider
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the detdails of the individual valuations provided in respect of each property to be necessary to
disclose.

Benchmark 7 has not been met by the Company as at 30 September 2020.

Benchmark 8: Lending Principles - Loan-to-Valuation Ratios (LVR)

A high LVR means a loan is more vulnerable to changing market conditions, such as a downturn in
the property market. Therefore, the risk of Investors losing money could be higher. The benchmark
requires issuers who on-lend money in relation to property-related activities to maintain a LVR of 70%
on the basis of the latest ‘as if completed’ valuation, where the loan relates to property
development and in all other cases 80% on the basis of the latest market valuations. Where the loan
relates to property development by a second person, issuers should ensure that funds are only
provided to the developer in stages based on external evidence of the progress of the
development.

in respect to funding of development activity, all construction loans will be made on a progressive
funding basis requiring certification by a party independent from the borrower, such as an architect
or quantity surveyor, as to the value of work complete prior to funding any progressive construction
loan drawings.

The Company maintains a more conservative LVR policy than outlined in this benchmark as detailed
in the Prospectus. The maximum loan to valuation ratio applicable to loans for residential purposes is
80%, commercidl, retail and industrial is 70%, loans for vacant land is 60%, and loans for rural
purposes is 50%. Where the loan relates to construction and development activities, an LVR up to
70% of the end value of the development may be approved.

Benchmark 8 has been met by the Company as at 30 September 2020.
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