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12" October 2020

The Committee

Body Corporate for Southport Central Residential CTS 35751
56 Scarborough Street

Southport QLD 4215

Dear Committee,
Statement of Advice

Thank you for the opportunity to advise on your financial affairs. We have pleasure in presenting your
Statement of Advice (SOA), which sets out our specific recommendations for your consideration.

This Statement of Advice is based on details of your relevant personal circumstances and forms the basis of
our recommendations. If any information in this report is incorrect, or if you have anything further to add,
please advise us before proceeding any further.

Several steps are involved in designing a strategy to reflect your personal circumstances. The
recommendations made in this Statement of Advice are the starting point of this process and therefore
should only be undertaken after consulting with us.

It is very important that you take full ownership of your financial decisions. To that end, we can assist you
in making the appropriate decisions, but those decisions remain yours. If necessary, please seek more
information and advice from us until you are comfortable to do so.

We look forward to being of service to you in implementing the recommended strategies and assisting you
in the attainment of your personal and investment objectives.

Should you have any queries in relation to the above or should you wish to fine-tune any aspect of the
recommended strategy, please do not hesitate to contact me.

Yours sincerely,

Ben McGrath
Authorised Representative 337146
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Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

Executive summary

A summary of our advice is provided below.

Background summary

This Statement of Advice (SOA) has been prepared based on our discussions and the information you have
provided in the Fact Find. The below is a summary of the reasoning leading you to seek advice:

The BC has engaged the services of body corporate specialist lawyer Robert Herd, of Herd Law. Robert has
advised that the BC should obtain financial advice with respect to the exercise of the power of investment
as contained in section 96(2) of the Body Corporate and Community Management Act (“BCCM Act”). The
financial advice among other things should examine the cashflow implications to the BC's Sinking Fund, and
consider the investment return as well as the diversification benefits of using the BC’s surplus funds.

The BC wishes to diversify its investments to include higher yielding assets other than just Cash. The BC is
considering investment into units in a property unit trust, with a focus on residential units in the local area
within the next 12 months.

Robert has confirmed that the BC has the power to invest by section 96(2) of the BCCM Act as well as
section 144(4) of the Body Corporate and Community Management (Accommodation Module) Regulation
2008. The BCCM Act stipulates that the BC may invest its funds in the same way and in the same types of
investments that a Trustee can invest. The Trusts Act 1973 (QLD) outlines that the BC may invest in any
form of investment unless prohibited by the instrument creating the trust; In making any investment the BC
must exercise care, diligence and skill of a prudent person. The Trusts Act outlines the matters which the
BC must take into account in exercising the power of investment and stipulates that the BC may obtain
independent advice from a person competent to give such advice. The strategy of the Body Corporate is to
invest in units in a property trust that invests in residential investment units with a focus on local real
estate including units located within the scheme. Investment in units in a property trust is a permissible
investment under the Trusts Act.

The BC is aware there is always the risk of the misuse of BC funds. This has played into the BC’s decision to
use those funds to invest in property so that the risk of theft of the funds is substantially reduced given that
asset will be units in a unit trust that has invested in ‘real property’.

The main objective and purpose of the BC investing the surplus capital relates to increasing the
diversification within the Sinking Fund and earning a higher return rather than continue to have it decrease
in value in real terms given the current Cash return less than CPI.

The BC currently has $5.7 million in Cash assets. You have stated that you always require $1.5-2 million
liquid capital within the Sinking Fund however that you wish to invest the remainder.

Scope of advice

You have subsequently asked us to provide you with advice on the following areas:

e Cash Flow Management (Body Corporate — Sinking Fund)
e Investment

Private and confidential 4



Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

The Body Corporate’s needs and objectives

In preparing our recommendations we have taken into consideration your personal and financial goals and
objectives. These are outlined below:

You want to consider investment options that will realize both income and capital growth;

You want to receive strategic advice on the cash flow effects and diversification benefits of using
surplus funds in the Sinking Fund to invest in growth assets through the acquisition of units in a unit
trust that has invested in residential units in the local market including within your own scheme.
Over the long term you want to achieve a higher return on the surplus capital within your Body
Corporate Sinking Fund than what cash is currently providing.

You want to use your surplus capital within your sinking fund to invest in units in the Property Trust
over the next 12 months.

From a due diligence perspective are wanting strategic advice on how the investment in units in the
Property Unit Trust will impact the sinking fund from an asset value perspective over the long-term.
You want to ensure the liquidity needs of the sinking fund, being $1.5-$2 million are met.

You require a full capital projection of your sinking fund to illustrate how the Unit acquisition
strategy will benefit the sinking fund’s position moving forward, when compared to maintaining
your current approach of being 100% invested in cash.

You want to be able to demonstrate to lot owners that you have sought financial advice before
making your decision to invest in this manner.

Strategy recommendations

We recommend you implement the following strategies to assist you achieve your needs and objectives:

Via the advice of your Solicitor, we recommend that you conduct due diligence on the Unit
Property Trust which is to be utilised for the purposes of making the investment.

If you proceed with Unit acquisition strategy, we recommend that you continue to do your due
diligence and conduct independent research prior to making each investment.

We recommend that you review our 10-year comprehensive Sinking Fund future capital projection
(income and growth), which includes an analysis of current versus proposed investment yield.

We recommend you ensure you retain liquid capital within the Sinking Fund of approx. $1.9 million.

We recommend that you review the strategic information we have provided to you concerning the
investment analysis of asset classes (Property versus Cash).

We recommend that you consider further diversification within the investment strategy of the
Body Corporate Sinking Fund over-time given your desired strategy doesn’t create a full
diversification.

We recommend that you see your Accountant on an annual basis to have the Body Corporate
financial statements prepared to meet your Body Corporate obligations.
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Investment portfolio recommendations

The below figures have been provided by you, following your own independent research into the buildings
(and you will continue to do your due diligence prior to making an investment).

We have based our projections on the averages of the costs and income as outlined below. If these figures
vary greatly in reality when purchases are made, then the projections may not be relied upon.

1 Bedroom Unit (7x) 2 Bedroom Unit (5x)

Upfront Costs
e.g. stamp duty, solicitor’s fees $250,000 — $300,000 $350,000 — $400,000
figure used for projection purposes - $275,000 $375,000
Ongoing Costs -
e.g. outlays for repairs, maintenance, _ _
levies, rates, management $10,000pa — $15,000pa $15,000pa — $20,000pa
figure used for projection purposes $12,500pa $17,500pa
Ongoing Income

. $350pw — $420pw $400pw — $550pw
expected rental income ($18,200pa — $21,840pa ($20,800pa — $28,600pa)
figure used for projection purposes 5$20,020pa §26,000pa

we have assumed a 2%pa rise in the rental income & expenses

We subsequently recommend the following transactions for you:

Current Action Proposed Proposed

Investment Action
Amount Amount Amount %

Body Corporate for Southport Central Residential CTS 35751

Cash

Sinking Fund Surplus $5,700,000 Sell $3,800,000 $1,900,000 33.33%
Sub-Total $5,700,000 - S 1,-900, 000 '
Direct Property

1 Bedroom Unit @ $275,000 (7x) * SO Buy $1,925,000 $1,925,000 33.77%
2 Bedroom Unit @ $375,000 (5x) * S0 Buy $1,875,000 $1,875,000 32.90%
Sub-Total S0 53,800,000

Total $5,700,000 $5,700,000 100.00%

* This is a hypothetical simulation of purchases based on information that you have provided, based on
your stated intentions. It is not a recommendation to purchase these specific numbers and types of lots.
The transactions above are estimates as the actual amounts will depend on the property values when the
purchases take place.
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The scope of our advice

This Statement of Advice (SOA) has been prepared based on our discussions and the information you have
provided in the Fact Find. You have asked us to provide you with advice on the following areas:

e Cash Flow Management (Body Corporate — Sinking Fund)
e [nvestment

Advice limitations

During our discussions, you requested that we limit our advice to the scope of advice and the needs and
objectives as outlined in this Statement of Advice. Because of this request, it is important that you are
aware that the following advice areas have been limited:

e Cash Flow Management (Body Corporate — Sinking Fund) — My advice is limited in that | have
based my projections on forecast data provided by yourself with respect to your Sinking Fund. The
cashflow forecasts are based on previous BC financial statements and assume that similar numbers
will apply moving forward.

e Investment — | am not providing advice on the underlying unit investment given you will conduct
your own independent analysis on the properties to be acquired by the Unit Property Trust and
your investment in Units in the Trust in conjunction with the BC rental managers sales and rental
history, CBRE valuers and RP Data. My advice is further limited given my projections are based on
lot purchase figures that you have provided me. Furthermore, alternative investment vehicles and
asset classes are not being addressed in detail in light of your decision to invest in residential
property.

It is also important that you are aware that we have not provided advice on the following areas:

e Direct Property — | am not providing advice on the appropriateness and quality of the individual
Units themselves. You have stated you have full access to the complete sales history of all
properties to be acquired by the Trust and therefore will make the decisions yourselves as a
committee, in light of your belief that you have a unique advantage to identify quality purchase
opportunities.

e Legal Advice — You are in consultation with your Body Corporate lawyer, Robert Herd of Herd Law. |
am not providing advice on the legalities of using body corporate sinking fund assets to invest in
units in the Unit Property Trust, , nor am | advising on the legalities of any requirements to
establish associated entities or trusts to facilitate the purchases.

Further limitations

e We will not be able to provide the legal advice/sign off on the entity that is or will be established in
order to make the investments .

e We cannot draft an actual investment strategy document for the Body Corporate given it is not
considered a ‘financial’ product/entity, but reference can be made back to the governing Trusts
Act, which states that diversification is important and that they have the ‘power to invest’.

e We can only base our advice and future projections on estimated/assumed purchase prices and
rental income etc., given you do not know exactly what properties you will purchase first. We are
therefore relying on information you have provided to us.

e Our strategic advice purely relates to the cash flow/future projection analysis and the
diversification benefits of investing in this manner. We explained that we would require the
Sinking Fund forecast schedule for this purpose.

Due to the reduced scope of our advice, this SOA may not address all of your issues and needs. Therefore,
the advice is, or may be, based on incomplete or inaccurate information relating to your relevant personal
circumstances. Because of this, before acting on this advice, you should consider the appropriateness of
our advice with regard to your objectives, financial situation and needs.
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The Body Corporate’s objectives

Agreed needs and objectives

In preparing our recommendations we have taken into consideration your personal and financial goals and
objectives. These are outlined below:

You want to consider investment options that will realize both income and capital growth;

You want to receive strategic advice on the cash flow effects and diversification benefits of using
surplus Sinking Fund capital to invest in growth assets through the acquisition of Units in the
Property Unit Trust which has investments in real estate including lots in your own scheme.

Over the long term you want to achieve a higher return on the surplus capital within your Body
Corporate Sinking Fund than what cash is currently providing.

You want to use your surplus capital within your sinking fund to make the investments

You are not wanting advice on the form of investment, including the properties within the Unit
Trust, but from a due diligence perspective are wanting strategic advice on how the investment will
impact the sinking fund from an asset value perspective over the long-term.

You want to ensure the liquidity needs of the sinking fund, being $1.5-52 million are met.

You require a full capital projection of your sinking fund to illustrate how the Lot acquisition
strategy will benefit the sinking fund’s position moving forward, when compared to maintaining
your current approach of being 100% invested in cash.

You want to be able to demonstrate to lot owners that you have sought financial advice before
making your decision to invest in this manner.
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Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

The Body Corporate’s financial position

Here is a summary of the relevant aspects of your personal and financial details that you have provided to
us. We have taken this into consideration when developing our advice so if any information is incomplete
or incorrect, please advise us before proceeding.

Body Corporate Structure Information

Body Corporate Scheme Details

Body Corporate Name Southport Central Residential CTS 35751
Constitution Date of Body Corporate B 09/08/2006
Date Scheme Registered 12/12/2008
Company ABN 71311039814
GST Registered Yes
Start of Financial Year {Body Corporate) 1 August
Date of Annual General Meeting (AGM) 1 October
Number of Lots/Units 789

The Body Corporate (BC) is responsible for the day to day management of the scheme and each owner of
the units is a member of the BC. The BC is a separate legal entity. The BC as a body has a committee and
elects positions, e.g. Chairman, Treasurer, committee. There are 7 members in total (including BC Manager,
Chairman and Treasurer). These 7 members make all the decisions on behalf of the 789 lot owners.

The BC engages a body corporate manager to manage the scheme; currently Complete Management Group
Pty Ltd (as of 3 years ago). The BC also engages an onsite manager (Mantra/Accor) who handles all rental
and owner payment aspects (except for the 100 lots which are managed by external real estate agents).

The BC collects levies 4 times per year and the amounts are contained in the financial statements you have
provided. The BC manager, Complete Management Group Pty Ltd, controls the funds.

(There is also a separate Commercial BC that manages the retail businesses in the Towers.)

Organisation Flow Chart

Southport Central Towers 1,2,3

789 Lots (owners)

Co-purchases Lots on behalf of BC

Body Corporate for Southport Central Residential CTS 35751
/ Owns via shares

Property Unit Trust Body Corporate Manager Onsite Manager
(name to be advised) (Complete Management Group Pty Ltd) (Mantra / Accor)
| To be established by Body Corporate Owner/contact person: Owner/contact person:
lawyer Robert Herd of Herd Law Leone Allen Gayle Elliott
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Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

Body Corporate Sinking Fund
Body Corporate Sinking Fund Assets

Description Owner : Amount
Cash _ Body Corporate $5,700,000
Total $5,700,000

You have advised that you always need $1.5-$2 million in liquid capital within the Sinking Fund, but that
you wish to invest the remainder for further capital growth to achieve a better rate of return than Cash.

Furthermore, you have provided the following information:

The'BC plans to paint Tower 2 next year and may have to paint Tower 1 again in the next few years, which
is expected to cost $1 million in total. The BC is expecting to raise between $1.1-$2 million each year for the
Sinking Fund over the next few years. This means the value of the Sinking Fund will continue to grow year
on year as it has done so in previous years (you have provided documentation to substantiate this).

The balance sheets and annual budgets etc. indicate that the BC makes provisions for more expenses than
take place each year. Therefore, the BC appears to be managing the cashflow very effectively and appears
to be very prudent with the levies it raises to avoid having to raise a special levy. The liquid capital buffer
which has been maintained allows the BC to outlay approx. $3.8 million over the course of the next 12
months to purchase the lots.

There is also an amount of $1-$2 millionfof anticipated reimbursement to the BC within the next 12 months
which relates to errors made by the previous BC manager; a matter which is now in court. This capital will
further bolster the liquidity requirements of the BC which will mean there will be less chance the BC would
ever have to sell a unit to top up the Sinking Fund.

Sinking Fund Forecast

We discussed the projected 15-year income flows of the Sinking Fund, based on the Sinking Fund Forecast
you provided to us (dated 4 September 2018; prepared by Seymour Consultants).

It is important to note that this is templated data created by a quantity surveyor and is not real time data.
On average, the BC raises $100,000pa imore than what is required, to absolutely avoid raising special levies
on the lot owners, given these are not tax deductible. You have therefore asked us to base our advice on
the current level of excess capital within the Sinking Fund, being approximately $3.7 million, after we factor
in a conservative $2 million liquidity buffer.
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Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

Risk profile

Based on our initial discussions and completion of a risk profile questionnaire we have assessed that you
have characteristics in line with the following investor profile(s):

Portfolio Risk profile

Body Corporate for Southport Central Residential CTS 35751 Not completed

We have explained to you that we cannot advise you on the quality of the individual investments you make.
We can discuss and project the potential outcomes of the investment based on hypothetical growth and
income figures for residential unit investments and compare that to your current investment strategy.

You have stated that you feel comfortable with this as you have full access to the complete 12-year sales
history and rental data on all Lots within the three towers, and you therefore believe you are at a unique
advantage to identify good investment opportunities in the local market and invest in the Unit Trust that
will purchase properties that become available over the next 12 months.

We had detailed conversations around the importance of diversification and the fact that this new
investment strategy does assist them in that regard.

However, we discussed alternative asset classes in a general manner to further explain the concept of
diversification given your chosen investment strategy is not completely diversified and will be heavily
skewed to property.

Arisk profile was therefore not completed in light of the unique advice being provided.

However, the following pages are excerpts from the BT Select Risk Profiler Information Booklet (pages 7,

8, 14 and 15), to provide further clarification concerning the investment analysis of asset classes
(Property versus Cash).
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Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

Picking winners isn't easy”

This graph shows the best-performing asset class sach
year in blue, and the worst-performing asset class in grey.

As you can see, there are no consistent winners or losers.
Hawever, the more growth-orientated assets (shares and
property) are more likely to provide the highest returns in

Australian International Australian
Shares Shares Fixed Interast

45 4%

Intermational
Fixed Property Altematives Cash

Interest

any given year. And they're also more likely to provide the
lowest returns m a year.
The more defensive asset classes of Fixed Interest and

Cash are rarsly the best performers, but they're rarely the
worst performers either.

000 161% 17.2% A2 0.3% 4% 250% TS

2000 5.2% T 22% 2.0% ' 133%  62% ]

2001 04 400% E5% B.5% =y
Tom02 0 % 4.6% d.a%? i =

274% BE%

sS«:w.:rce: Financial Express, Bloomberg
O Defensive O Moderate O Balanced O Growth O High Growth

*Annualised performance as at 31 Decemnber 2017. Retums are calculated using benchmark indices. Past performance is

not a reliable indicator of future performance.
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Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

Why diversification makes sense

Because it's so difficult to predict which asset classes This chart shows the average return for each asset class
will perform well in any one year, it makes sense to diversify  over the past 25 years. It also shows the retumn in the best
or spread your investrent across different asset classes. and worst years, which provides a measure of the volatility
This strategy allows you to combine the benefits of dihestim end the) Pl fous,

potentially higher returns from growth asseis with the This is compared to the performance of the "Balanced”

reduced risk that defensive assets provide. If one or two portiolio, diversified across all asset classes. This porifolio
asset classes perform poorly, you've generally got others has less vanation in return when compared to an investment

that perform better to compensate for some or all of solely in growth assets, due to the diversification acrass the
the losses. different asset classes.
The result of diversification is that you usually experience
more consistent performance.
80.0%
45 4% cpde
40.0%
M14%
25, 0% 26.9%
B%
200% | 186% a0
I 4% 10.6%
' By . q20% B.9%
% TO0% 7.9% 5.9% ?g:é
= 25% -
-4.7% ==
20.0% 214%
ST A% -248%
40.0% -3R4%
55 3%
-80.0%
-80.0%
Australisn Intemational Australian Fixed  International Fived Broperty Assrmatves Cash Balanced
Shares Brarss Imierast Interast
Note

The asset allocation scenario is based on investments in a ‘Balanced’ porifolio diversified across different asset classes.
Diversification does not assure a profit or protect against loss. It is possible to lose money in a diversified portiolio.

The Balanced model is rebalanced on an annual basis and is before tax, includes both capital growth and income.

The examples are for #lustrative purposes only and do not reflect actual performance of any investments. The datais
historical. Past performance is not a reliable indicator of future performance. It is not possible to invest directly in an index.

8
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Statement of Advice for Body Corporate for Southport Central Residential CTS 35751

Residential property vs shares”

A common dilemma for many people is whether to invest your spare money in
residential property or shares.

Some of the attractions of property is that it's a tangble When you invest in shares, you don't have to manage ary of
asset, you benefit from steady income (through rental the companies you're investing in. But you do benefit from a
returns), increases in the property value and you can make company's increase in value (i.e. through its share price) and
DIY improvements to increase the value of the investment. from its profits {i.e. through dividends).

However, there are a lot of costs associated with owning Shares and investment properties can both be rewarding
property (e.g. stamp duty, loan interest, real estate agent lorg-term investments. And depending on your situation you
fees, repairs and maintenance, strata fees etc.). There are may find it's worth investing in both to add diversification to
also risks when you rent your property out (e.g. damage by your portfolio.

tenants, period of vacancy etc). Generally speaking, KSUP v, o, cefer 1o the chart below which shows the significant

to you to manage your investment to make it a success. .
differen return the between shares
There is also potential risk that the value of your property i g e =

may decrease.

$240.000
8230 585

200,000

S1BC.000

£160,000

5140,000

$120,000

$10C,000

2010 201 2 xma 2014 2014 2016 017

— Aumireisn Shaes . ———SLctraler Rasitertal Propeny

Source: Financial Express, Corelogic AP Data

* Returns on benchmark indices with an initial investment of $100,000. Past performance is not a reliable indicator of future
performance.
“
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Real returns - factoring in inflation*

To have a real impact on growing your wealth, you need your money
to grow at a faster rate than inflation.

Even if the rate of inflation remained at a relatively low 3%  The graph below shows the inflation-adjusted retums
for the next 15 years, a $1.00 purchase made today will from cash over the last 25 years.

cost $1.58 in 15 years' time. If the after-tax return on your — : i ;
investments is less than the rate of inflation, the real valus e e v g o

of your wil e term deposits, which pay reliable income but don't offer

the potential for capital growih.

30,00

SII824
Fun,om
o tull ]
210,00

S92
S1E0,000
100, 0K

NG 14 1ES GER 10N 1EE 1955 XD XM XIR 20N AXM AIE AOF XIF XDE ZER AM0 MY ANT 245 X4 ZMS ANE ANT

—— Fisiume baftes rfation - fam Depeed —— s ofter Sl - Toem Dipoat

Source: Financial Express, REA

* Retums on benchmark indices, after inflation, with an indtial investment of $100,000. Past performance is not a refiable
indicator of future performance.
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Strategy recommendations

We recommend you implement the following strategies to assist you achieve your needs and objectives.
Below, we have outlined the benefits to you, how these strategies place you in a better position and the
key aspects you should be aware of. Additional information about these strategies is available in the
Strategy Flyers we have provided to you.

Strategy recommendations

We recommend you implement the following strategies to assist you achieve your needs and objectives:

Via the advice of your Solicitor, we recommend that you proceed with the due diligence of the
entity which is to be utilised to facilitate your investment.

If you proceed with the Unit Trust acquisition strategy, we recommend that you continue to do
your due diligence and conduct independent research prior to making investment in units in the
unit trust which will purchase residential units as they become available to purchase.

We recommend that you review our 10-year comprehensive Sinking Fund future capital projection
(income and growth), which includes an analysis of current versus proposed investment yield.

We recommend you ensure you retain liquid capital within the Sinking Fund of approx. $1.9 million.

We recommend that you review the strategic information we have provided to you concerning the
investment analysis of asset classes (Property versus Cash).

We recommend that you consider further diversification within the investment strategy of the
Body Corporate Sinking Fund over-time given your desired strategy doesn’t create a full
diversification.

We recommend that you see your Accountant on an annual basis to have the Body Corporate
financial statements prepared to meet your Body Corporate obligations.

Reasons

By receiving this financial advice, in conjunction with your own legal advice, the BC will be able to
commence its preferred investment strategy.

Based on the ‘return’ assumptions made within the projections at the back of this Statement of
Advice, the asset value of the Sinking Fund will be greater over time as a result of the strategy.

The BC has a much clearer understanding of the associated benefits of an investment strategy from
an income and growth perspective when compared to the current investment approach.

Protection of the BC Sinking Fund from fraudulent use has been enhanced given less capital will be
invested in Cash.

Conservative liquidity needs have been catered for via the recommendation to keep $2 million
liquid, which is the upper end of the Sinking Fund'’s requirement.

Whilst you have obtained your own legal advice on how the Trusts Act relates to and governs your
Body Corporate, our advice supports the elements contained within the Power of Investment by
the Trustee section, in terms of the benefits of diversification and capital appreciation etc.

The overall level of diversification within the Sinking Fund has been increased.

Diversification can minimise investment risk. Investing across different asset classes means that if
one particular asset class performs poorly this may be balanced by the stronger performance of
other asset classes hence achieving smoother, more consistent returns.

You can invest for both income (paid as distributions) and capital growth (when the unit price of
the underlying asset increases in value over time). The Sinking Fund only pays minimal interest.
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Consequences

e Stamp duty may apply to the purchase of units in a property trust.

e While diversification has been increased, you are still heavily exposed to residential property. If
there is a downturn in the market, the valuation of the Sinking Fund will be negatively impacted
accordingly.

e By making this lump sum investment, your investments are no longer capital guaranteed, you are
exposed to volatility risks and may experience negative returns.

e Investment returns (both income and capital growth) are not guaranteed and your investment
amount may increase or decrease in value over time.

e Your investment, except cash, is subject to market valuations and growth assets (property and
shares) can be more volatile than other investments (cash and fixed interest).

e Investment in Units in a property trust is not as easily accessible as your savings account (illiquid).

¢ In the event of requiring more capital than usual within the Sinking Fund in the event of a large
expense, a Unit may have to be sold quickly, regardless of market conditions, to cater for your
liquidity requirements.

Trusts Act 1973 (QLD)

The following is an excerpt from the Trusts Act 1973 confirming the Trust’s Power to Invest and its Duties:

21 Power of trustee to invest

A trustee may, unless expressly forbidden by the instrument creating the trust—

(a) invest trust funds in any form of investment; and

(b) at any time, vary an investment or realise an investment of trust funds and reinvest an amount resulting
from the realisation in any form of investment.

22 Duties of trustee in relation to power of investment

(1) A trustee must, in exercising a power of investment—

(a) if the trustee’s profession, business or employment is, or includes, acting as a trustee or investing
money for other persons—exercise the care, diligence and skill a prudent person engaged in that
profession, business or employment would exercise in managing the affairs of other persons; or

(b) if the trustee’s profession, business or employment is not, or does not include, acting as a trustee or
investing money for other persons—exercise the care, diligence and skill a prudent person of business
would exercise in managing the affairs of other persons.

(2) A trustee must, in exercising a power of investment, comply with a provision of the instrument creating
the trust that is binding on the trustee and requires the obtaining of a consent or approval or compliance
with a direction for trust investments.

(3) A trustee must, at least once in each year, review the performance, individually and as a whole, of trust
investments.

Alternative strategies
We have considered and dismissed the following alternative strategies for the reasons shown:

e We considered utilising a portion of the Sinking Fund’s surplus capital to invest in other asset
classes to further diversify the Body Corporate’s portfolio (so that it is not so heavily invested in
Property based assets) however for now this has been rejected given your focus is to invest in units
in a Property Trust that will acquire local residential properties. However, you have indicated that

you are happy to review this as the surplus capital accumulates again over-time after each
investment.
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Investment portfolio recommendations

Proposed Investment Portfolio

After considering your current financial position, investment profile and financial objectives, as well as the
current economic environment, we present the following investment transactions for you:

Current Action Proposed Proposed

Investment Action
Amount Amount Amount %

Body Corporate for Southport Central Residential CTS 35751

Cash

Sinking F;nd Surplus $5,700,000 Sell  $3,800,000 $1,900,000 33.33%
Sub-Total $5,700,000 51,900,000

Direct Property

1 Bedrc;om Unit @ $275,000 (7x) * S0 Buy $1,925,000 $1,925,000 33.77%
2_Bedroom Unit @ $375,000 (5x) * SO Buy $1,875,000 $1,875,000 32.90%
Sub-Total S0 53,800,000

Total $5,700,000 $5,700,000 100.00%

* This is a hypothetical simulation of purchases based on information that you have provided, based on
your stated intentions. It is not a recommendation to purchase these specific numbers and types of lots.
The transactions above are estimates as the actual amounts will depend on the property values when the
purchases take place.

The reasons for our recommendations and associated consequences are explained below.

Reasons

The main reason for investing the surplus capital relates to increasing the diversification within the Sinking
Fund and earning a higher return rather than continue to have it decrease in value in real terms given the
current Cash return is 1%, which is less than CPI. Given you have full access to the complete sales history of
all Lots within the three towers, you believe you are at a unique advantage to identify good investment
opportunities and purchase properties as they become available over the next 12 months.

The Sinking Fund currently has $5.7 million in Cash assets. You have stated that you always require $1.5-2
million liquid capital within the Sinking Fund however that you wish to invest the remainder.

Consequences

Colin and Leone, the table below shows the costs associated with the property purchases:

1 Bedroom Unit 2 Bedroom Unit

Upfront Costs

e.g. stamp duty, solicitor’s fees $250,000 — $300,000 $350,000 — $400,000
Ongoing Costs

e.g. outlays for repairs, maintenance,
levies, rates, management

$10,000pa — $15,000pa $15,000pa — $20,000pa

Please note

The above figures have been provided by you, following your own independent research into the buildings
(and you will continue to do your due diligence as Lots become available).
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We have based our projections based on the averages of the upfront and ongoing costs outlined above (for
example, we have used the upfront cost of a 1-bedroom unit at $275,000). If these figures vary greatly in
reality when purchases are made, then the projections may not be relied upon.

Costs & Risks of Property Investment

We have included information relating to the costs and risks of ownership of investment properties to
assist you in your decisions.

Any decision to purchase, retain, or sell a property related assets should be carefully considered as there
are specific costs and risks associated with this type of asset. We have listed below some of the main costs
and risks relating to direct property assets.

Purchasing Direct Property

Purchase costs: There are many purchase costs associated with direct property such as time and
cost of searching for a suitable property, pest and building reports, legal and conveyancing fees,
loan establishment costs, and stamp duty.

Location, location, location: The character and location of a property can have a big influence
(positive or negative) on the current and future desirability of the property to purchasers and/or
tenants. It is important to think about changes in the suburb that will affect future prices like
planned developments or population changes.

Timeframe: Direct property should be viewed as a long-term investment. This is due to the
potential short-term volatility that the direct property market (and/or specific locations) may
experience. It may also take time to make back the significant initial and ongoing costs related to
purchasing a direct property asset.

Opportunity cost: When investing into direct property, you give up the opportunity to use that
money to invest into other assets which may be more appropriate to helping you achieve your
goals and objectives. You need to consider if a direct property investment will provide you with the
best net return after considering all estimated costs risks and returns.

Owning Direct Property

Risk vs Return: The return on direct property is impacted by various risks which affect income and
growth of the property. The rental income you receive will depend on the demand for property in
its location as well as the condition of the property. The capital growth or loss on a property
depends on the location of the property and its condition. Other influences also include movement
of interest rates.

Lack of diversification: If you invest only in direct property assets, you will have all of your wealth
concentrated in the residential property market. Poor diversification increases your risk as no one
type of asset class provides the best performance over all time periods.

Lack of liquidity: Direct property is an inflexible asset. You can’t sell off a bedroom if you need to
access some cash in a hurry. If you decide to sell a property, there is usually a lengthy time-delay
between making the decision to sell and actually receiving the sale proceeds.

Problems with tenants: There may be periods of time where you don’t have a tenant and will have
to cover all costs yourself. Tenants may also damage the property and may pay the rent late or not
atall.
Ongoing costs: There are many ongoing costs associated with direct property. These may include:

o Maintenance and repair of existing structures and fittings, both internal and external;

o Agent fees (where an agent is used to secure a tenant and/or manage the property);

o Time devoted to managing the property including attending body corporate meetings (if
applicable);
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o Council rates, water rates, insurance, land tax, body corporate fees;
o Loan interest, repayments and fees.
e Improvements: Often capital improvements to a property are necessary (for example, the

replacement of an oven or air conditioner). Such capital expenses can be costly and unplanned.
Other costs may include building or renovation work, or subdivision costs.

¢ Legislative risk: The taxation rules relating to investment properties currently allow the claiming of
certain deductions and depreciation which may make property investment more attractive to some
investors. There is no certainty that these potential tax benefits will continue into the future, as the
relevant legislation may change over time.

e International property: Where international property is being held or considered, it is important to
be aware of any applicable international tax laws, residency issues and currency risks before you
proceed with this advice.

Selling Direct Property

e Sale costs: There are many sale costs associated with direct property. These may include.
o Time needed to select an agent to manage the sale;
o Time spent preparing and vacating the property for inspections;
o Legal and conveyancing fees;
o Advertising costs; and Agent fees.

e Capital gains tax (CGT): Unless the property is your home, you may have to pay CGT on some or all
of any gain in the value of the property (i.e. the difference between the price you bought and sold
it for). This could significantly reduce the net sale proceeds available to you once the property is
sold.

e Sale date uncertainty: Unlike some other asset types, it may take months or even years to sell a
direct property. This could be due to the property’s location and desirability (or lack of), the asking
price, the length of the settlement period and/or the state of the property market. Generally, it
takes at least 2 months from the time you decide to when you receive the sale proceeds.
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The Body Corporate Sinking Fund’s Proposed Asset Allocation

Upon implementation of our recommendations, the asset allocation of the portfolio will be as follows:

Body Corporate Sinking Fund

Asset Allocation

m Cash International Fixed Interest m Australian Fixed Interest
W Australian Equities H International Equities W Property/infrastructure
Other

You have made the decision to hold a large allocation to direct property and understand the potential
risks involved. Your over-exposure to direct property adds risk due to greater concentration of funds into
this asset class. This means that if the properties significantly decline in value, it may impact the Body
Corporate’s ability to meet its financial commitmetns and growth targets.

This being the case, your stated goal of wanting to create diversification with your sinking fund will not
be fully achieved if you proceed with your desired property acquisition strategy.
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Additional information

For more information about our strategy recommendations, please read the following Additional
Information Flyers that have been provided to you:

e BT Select Risk Profiler Information Booklet (version 1.5, 2018)
e Trusts Act 1973 (current as at 24 November 2017) [Can be viewed online as well:
http://www8.austlii.edu.au/cgi-bin/viewdb/au/legis/qld/consol act/ta1973132/]

These documents provide more information about our recommendations and any associated risks. They
may assist you to make your financial decisions. If you require another copy of any of the above
documents, then please let us know. Copies will be provided free of charge.

Taxation advice

| am not authorised under IFS Private Wealth'’s licence to provide specific direct property advice, taxation
services, legal services or administration and compliance of Self-Managed Superannuation Funds or
consumer credit advice.

You should give consideration to the tax implications of this strategy. Please refer to our comments within
‘Scope of our advice’.
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Fees and disclosures

This section outlines the amounts you will pay for our advice and the services provided. We also set out any
other amounts that we or any related parties may receive as a result of our recommendations to you. All
amounts are inclusive of GST (where applicable).

Advice fees

Type Fee
_Preparation / Implementation Fee $5,170
Ongoing Advice Service Fee SO

Preparation / Implementation Fee - this fee is for the preparation and implementation of my
recommendations. This fee is a flat dollar amount and will be invoiced to the Body Corporate for Southport
Central Residential CTS 35751. The fee must be paid for by the Sinking Fund.

Commission

There are no commissions paid on Investments.

Conflicts of interest

| do not have any conflicts of interest.
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Actions required

After you have carefully read this Statement of Advice and the associated information, you will need to
undertake the following steps to proceed with our advice:

Action Item Who is responsible When

Read the following documents:
- Statement of Advice and all the appendices Before you decide

Colin and Leone
to proceed

- Product Disclosure Documents or other disclosure
documents

After you have

hori p Colin and Leone decided to
- Authority to Procee proceed

Read and sign the following documents:

. . S I . Aft h
Bring documents required for client identification (Anti- eryou have

Money Laundering) purposes Colin and Leone decided to
proceed
Implementation and Follow up
e Lodge the paperwork on your behalf to
implement our advice. Ben Until complete
e Contact you when all the above actions have been
completed.
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Authority to proceed
Body Corporate for Southport Central Residential CTS 35751

Mr. Colin Buckiey
as Chairman of Body Corporate for Southport Central Residential CTS 35751

56 Scarborough Street
Southport QLD 4215

We have read and understood this Statement of Advice (SOA) prepared by our adviser and dated
17 June 2020, including the disclosure of fees and commission associated with the implementation
and ongoing management of the recommendations.

We confirm that the information provided by us and restated in this SOA accurately summarises
our current personal and financial position and our needs and objectives. We understand that if
any of this information is incomplete or inaccurate then the advice may not be appropriate to our
circumstances.

We understand that the recommendations in this SOA have been prepared for our sole use and are
current for a periad of 60 days from the date of the SOA, We acknowledge that after this time We
should not implement the recommendations without further review from our adviser to ensure
they remain appropriate.

We have received your Financial Services Gulde and understood the contents.

We have received Product Disclosure Statements for all products recommended within this SOA
and any ‘Additional Information’ listed in this SOA {(where applicable).

all recommendations.

We accept the recommendations offered in this document and authorise Ben McGrath to implement

O  We agree to proceed as varied below. We understand that by choosing to implement a variation to
the advice we risk making a financial decision that may be inappropriate to our needs.

T oo
Colin Buckley %
Chalrperson, on behalf o@
Body Corporate Committge
Southport Central Residehti

CT$ 35751

Accepted for and on behalf of IFS Private Weaith Pty Ltd by:

Ben McGrath ' < /&/l '

I SNojReae

Date

[<[19/ 2020

Authorised Representative of
IFS Private Wealth Pty Ltd sigrature

Date
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Appendix: Projections

The financial projections included in this Statement of Advice include various assumptions about likely
future economic conditions and investment performance. Details about these assumptions have been
included below. The projections provided are purely estimates, they are not guaranteed, and may vary with
changing circumstances.

Specifically, the below figures have been provided by you, following your own independent research into
the buildings (and you will continue to do your due diligence as Lots become available).

We have based our projections on the averages of the costs and income as outlined below. If these figures
vary greatly in reality when purchases are made, then the projections may not be relied upon.

Property Assumptions
1 Bedroom Unit (7x) 2 Bedroom Unit (5x)
Upfront Costs
e.g. stamp duty, solicitor’s fees $250,000 — $300,000 $350,000 — $400,000
Figure used for projection purposes $275,000 $375,000

Ongoing Costs

e.g. outlays for repairs, maintenance,

levies, rates, management $10,000pa — $15,000pa $15,000pa — $20,000pa
Figure used for projection purposes 5$12,500pa $17,500pa
Ongoing Income
Expected rental income (% 12,3250?;; _ zzzlif)s%pa) (szf)?s%%pp\z _ g:%ﬁpa )
Figure used for projection purposes $20,020pa §26,000pa

| Net Yield (Year 1) 2.73% 2.26% B
Capital Growth 4.00%pa 4.00%pa_
Indexation We have assumed a 2%pa rise in the rental income & expenses
Debt Nil

Sinking Fund Assumptions

Sinking Fund

Body Corporate Levies* $1,000,000pa

Body Corporate Expenses* $900,000pa

Indexation We have assumed a 2%pa rise in the levies & expenses
Interest Rate 1.00%pa

* For the purpose of these projections we have used these figures however in reality these will vary.
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