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SUMMARY 2

SQM Rating ***** Superior. Suitable for inclusion on most APLs.

Mortgage Fund Details

Fund Name La Trobe Australian Mortgage Fund — Pooled
Mortgages Option

APIR Code LTCO002AU

Manager La Trobe Financial Services Pty Ltd
Location Level 25, 333 Collins St, Melbourne VIC 3000

esponsible Entity La Trobe Financial Asset,Management Limited
Investment Details

ki noeption

—-—

d, Open-ended
ge Fund
ified

D
$119.2 million

60.8%

7.8%

To outperform the UBSA Bank Bill Index by
%

Bank Bill Index + 1.5%

Investment Specifications Summary

A

imum Application

nimum Withdrawal N/A

inimum Holding Period 12 months

Contribution Fee Nil

Management Expense Ratio 1.5%

Distributions Frequency Monthly

Loan Facility Not applicable

La Trobe Australian Mortgage Fund — Pooled Mortgages Option SQM r/e\séa\r{:}l
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Investment Summary

The La Trobe Australian Mortgage Fund is an open-ended
unlisted mortgage fund. The Fund provides four structured
Investment Options, with exposure to loans secured by
registered mortgages over real property in Australia. In this
report, SQM Research will be reviewing the La Trobe Australian
Mortgage Fund — Pooled Mortgages Option (the Fund). All key
Fund statistics will refer to the Pooled Mortgages Option.

The Fund provides funding to all major property sectors,
including Office, Retail, Industrial, Residential, Specialised,
Construction and Vacant Land. Loans are only made where a
first mortgage security is held, the loan does not exceed 75% of
the property security value at approval, and borrowers have
demonstrated their ability to meet loan commitments. Current
LVRs may be recorded above 75%, a result of decline in
property values that the loan is secured against.

In contrast to traditional mortgage trusts, investors with an interest
in the Fund will hold their interest as ‘tenants in common’. Instead
of a unitised structure, an investor’s interest is simply recorded as a
dollar amount, instead of a number of units at a par value of
$1.00. The investment term of the Fund is set at 12 months

The Fund’s investment objective is to provide investors with regular
income streams coupled with low to medium levels of risk while
out-performing the UBSA Bank Bill Index by 1.5%. The objective is
to be fully invested in an appropriately diversified portfolio of
mortgages offering an alternative rate of return to investors.

Loans made by the Fund are primarily short-term, interest only,
and are assessed in accordance with the Fund’s standards. A
majority of loans are assessed on a ‘low documentation’ basis.
The Fund believes it is able to deliver superior returns to
competitors due to its constant flow of mortgages through the
larger La Trobe Financial Group operations, its diverse range of
mortgage origination sources, and its experienced approach to
the underwriting of loans.

The Fund has received a 4-star rating.

This rating represents an upgrade from the previous rating of
3%a stars received in December 2010.

This rating upgrade has been primarily driven by the Fund’s
stable and consistent returns over the last five years. The Fund
continues to outperform its peers and benchmark, delivering
solid returns above that achieved by term deposits and cash
accounts. The Fund continues to address its loan arrears and
loans past maturity, with loan arrears falling below 5% and loans
past maturity recorded at 3.1%. In addition to this, the Fund has
enhanced its corporate governance profile, adding a further
independent member to the Board of the Responsible Entity.
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Despite the perceived risk of low-documentation loans, SQM
Research believes La Trobe Financial has in place prudent lending
policies which are backed by sound underlying securities. The
weighted average Loan-to-Value ratio is recorded at a moderate
level at 61%. Moreover investors have not experienced any
capital losses since the Fund’s inception.

SQM Research’s Review

The rating achieved by the Fund has been positively influenced by
the skills and experience demonstrated by the team and senior
management. The team and senior management are highly
qualified across a broad set of disciplines which supplement their
extensive experience in the mortgage industry. Moreover, a
number of La Trobe Financial Groups’ senior management team
have been employed by the company for an extensive period of
time, thereby ensuring the continuity of processes. The Fund is
also highly resourced, with a lending team of nine and an arrears
management team of 18. Furthermore, La Trobe Financial Group
has incorporated a structure which ensures sufficient segregation
of duties between potential conflicting departments.

The rating has also been positively influenced by the strong niche
market developed by La Trobe Financial Group via its long
operating history in the mortgage industry. La Trobe Financial
Group has specialised in the mortgage industry since 1952, and
has concentrated on the low-documentation mortgage sector
since 1990. In addition to this, since 1952 La Trobe Financial
Group has focused on low income earners and borrowers
outside the banks’ normal lending criteria. La Trobe Financial
Group’s experience in the industry and the retention of senior
management has helped it to develop a strong position in the
low-documentation market.

The Fund provides investors with exposure to a portfolio of
predominately Lite Documentation loans. Lite documentation
loans allow borrowers to use alternative verification such as
accountant statements and trading statements. It is important to
emphasise the term Lite Documentation in the context of this
Fund. For Lite Documentation loans, La Trobe Financial still
undertakes all the usual underwriting steps to obtain the
information necessary to underwrite a loan prudently. While the
Fund’s Lite Documentation loans do not fall into the traditional
category of ‘sub-prime’ loans and are considered high quality
low documentation loans, investors should be aware that
low-documentation loans entail greater risk than conventional
full-documentation loans.

SQM Research has noted that in December 2011, La Trobe
Financial Asset Management Limited appointed an independent
director to the board. The appointment now means the board is
comprised of four members, three of whom are independent

La Trobe Australian Mortgage Fund - Pooled Mortgages Option
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and one executive director. The appointment of the independent
director has been viewed favourably by SQM Research.

It is important to note that since its inception, the Fund has
remained open and has continued to fulfil maturity redemption
requests. This differentiates the Fund from many of the other
funds in the industry which had to suspend redemptions in late
2008, or more recently place caps on their withdrawal facilities. It
also signals a high degree of confidence in management from
investors. The Fund has a minimum investment term of 12
months, which allows the Fund to better manage its liquidity.
dditionally the Fund is not obliged to fulfil early redemption
uests, which may be subject to a withdra
%. It is important to note t t have
ed to fixed i

the rating is the stable

the Fund since inception.

s distributions have remained
strong fall in distributions across
igh yield mortgage trusts. Monthly
tion have averaged at $0.0061 with the
| since December 2009.

has clearly demonstrated its
above its peers and the
ds in the SQM Research
est 12-month return

en-year period. The consisten
st GFC period reflect strong investment an
ills from the management team.

The Fund is well diversified across borrowers as well as
geographically, which has positively affected the rating. The
ability of the Fund to diversify its portfolio has been well
supported by the structure of the La Trobe Australian Mortgage
Fund, which allows loans to be funded by the different mortgage
options. A loan can be split between the Cash and Mortgages
Option, the Pooled Mortgages Option, the Direct Mortgages
Option and the High Yield Option. This means that the Fund (The
Pooled Mortgages Option) may have between a 0% and 100%
exposure to any particular loan, with a maximum exposure to a
single loan of $1 million. The remaining exposures (if any) will be
shared among the other mortgage options, dependent on
investor preference and investment mandates. As at August
2011, the Fund was exposed to 485 loans and borrowers.

La Trobe Australian Mortgage Fund — Pooled Mortgages Option

While the structure allows the Fund to diversify its portfolio it is
important to note potential conflicts between the different
mortgage options. As each mortgage option selects loans from
the same mortgage pool, there is a potential bias towards the
mortgage option which has first preference over the mortgage
pool. The Manager has advised that it endeavours to maintain
equality among the different mortgage options and that there
are no “first preferences’ among the mortgage options.

The Fund continues to address its loan arrears and loans past

maturity, with both falling since the last review conducted by

SQM Research. Loan arrears have fallen below 5%, the lowest
levels the last four years. The Fund has been ab
to reduce | hening its arrears process
and adding a agement
team. Despite th
above peers, record
has had a negative imp

Loans past maturity have fall
years, recorded at 3.1%, 4.2% a
and 2009 respectively. While a nu
loans that are currently in arrears, at A
represent performing loans past maturity.
being paid by borrowers from the latter |
technically not classified as loans in ar
recognises that there may be an al
past maturity and hence the re
viewed upon as favourable
the last financial year, th
the amount of mortg

nged its benchmark index,
emium to the UBSA Bank Bill Index, which ha
been viewed upon favourably by SQM Research. This seeks to
more accurately reflect the Fund’s risk profile. The UBS bank bill
index is largely a risk-free index. The enhanced margin provides
a performance target that is appropriate for the risk profile of
the Fund.

The Fund has increased its management fee from 1.4% to 1.5%
p.a. since the last review conducted by SQM Research. The Fund’s
management fee has now moved in line with peers. However
based on a 12-month holding period, the Fund’s fees are still
lower than peers given the Fund charges no contribution fee.

The Fund has experienced two staff departures directly related
to the Fund over the last year. The lending team experienced

one major departure during the year, with Robert Layh (Credit
Manager — Fund) departing the team in February 2011 and his
duties taken over by Senior Lending Manager, Steve Lawrence

SOM roscaren
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who has 32 years experience in banking, finance and lending.
Kirk Jackson (Assistant Portfolio Manager — Fund), departed the
funds management team during July 2011. Mr Jackson was
replaced by Assistant Portfolio Manager — Fund, Richard Anstey,
who reports directly to Jason Gidman. Mr Anstey has been with
La Trobe Financial for four years and worked previously as
Internal Audit Manager. He holds degrees in law and banking &
finance. While the overall investment team has experienced two
departures over the past year, it is important to note that the
senior management and executive team have remained stable.

It is also noted, following a resolution of shareholders on

25 March 2011, the Responsible Entity changed its name from
La Trobe Capital & Mortgage Corporation Limited to La Trobe
Financial Asset Management Limited. Aside from the name
change there has been no significant change to its state of affairs.

Fund Performance

La Trobe Financial Group has enhanced its loan administration
and management functions since the last review. La Trobe
Financial have changed their process to provide a more specific
and targeted reviews of key elements of the Fund on an
ongoing basis. These evaluations include detailed reviews as to
the ongoing performance and adequacy of a security. This will
allow the team to keep better track of the loans in its portfolio.

It is also important to mention that the Fund maintains a pooled
income reserve to protect investors’ capital balances and to help
cover arrears. The reserve is maintained by La Trobe Financial
Asset Management Limited within its own retained earnings
and is available to be used, for the sole benefit of investors, in
order to offset credit risk, as well as to manage income risk.
While other mortgage funds have adopted loan provisioning,
SQM Research believes that the reserve acts in the interest of
investors by smoothing revenue streams, driving some capital
protection and covering arrears should they occur.

6-Month Inception
Fund Total Returnt 2.0% 4.0% 8.0% 7.8% 7.8% 7.6%
Benchmark? 1.5% 2.8% 5.3% 4.7% 5.5% 5.5%
Peer Average® 1.5% 3.1% 5.7% 4.8% 5.5% 5.7%

1 Total return assuming dividend re-investment. 2 UBSA Bank Bill Index plus 1.5%. 3 The SQM Research peer group includes both conventional and high yield mortgage trusts.

SOM roscaren
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Strengths of the Fund

Other considerations

Changes since last r

A skilled and experienced team with access to a highly
resourced lending and arrears management team

La Trobe Financial Group has developed a strong niche
market, having operated in the low-documentation sector
since 1990 and in the mortgage industry since 1952

The Fund has continued to fulfil maturity redemption
requests since inception

The Fund has continuously paid regular monthly
distributions, which have remained relatively stable

istory, the Fund has clearly demonstrated i
rns above its peers and t

High levels of arrears com
Increased risk involved in low-

Potential conflicts between the mo
selecting loans from the same mortga

A minimum investment period

The Fund maintains a pool
well as to manage inco

, adding a 1.5%

ank Bill Index
The Fund increased its management fee in line with peer level

There have been two staff departures directly relevant to
the Fund

Exposure to loans past maturity continue to fall
The Fund’s loan arrears have fallen below 5%

The Responsible Entity changed its name following a
shareholders’ resolution

There has been a strong reduction in loan losses over
FY2011, however provisioning charges have increased over
the financial year

The Fund has enhanced its loan administration and
management process

SOM roscaren
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The following market overview represents the view of SQM Research at time of publication.

The uncertainty surrounding Europe has definitely clouded
investor confidence throughout late 2011. The European
sovereign debt crisis remains the driving force behind global
equity market movements with equity markets continuing to
exhibit extreme volatility, while commaodity prices surge. Fears of
a double dip recession have been predicted by many analysts
and economists alike and as such investors have been reluctant
to invest, preferring to safeguard their assets into their cash
accounts. In the midst of all the uncertainty, mortgage funds
have continued to provide investors with above cash returns. In
addition to this, the majority of mortgage funds continue to
preserve their unit price. Investors seeking stability may favour
mortgage funds, given their outperformance and resilience thus
far during the market turmoil.

However despite the benefits of investing into mortgage funds,
the freeze on mortgage fund redemptions in October 2008 has
without a doubt deterred many investors from the asset class.
Cash flow problems and mortgage defaults remain a significant
challenge for mortgage funds. In late 2008, instigated by the
global financial crisis and government guarantee on bank
deposits, a run on the mortgage sector resulted in many
mortgage funds freezing their redemptions. While some
mortgage funds have since fully re-opened, many remain
constricted, unable to fulfil the full value of redemptions
requested. The industry is moving towards monthly, quarterly or
yearly redemptions subject to available liquidity and distributed
pro-rata among investors. It is highly unlikely that the industry
will return to full daily redemptions in the short to mid-term.
SQM Research believes that monthly, quarterly or yearly
redemptions are a reasonable proposition for this asset class and
that given current experience, a return to daily liquidity may not
be the best outcome in the long-term.

The lack of confidence in the mortgage funds sector is clearly
outlined by the gradual falls in funds under management.
Funds under management have dropped by almost 50% since
the freeze on mortgage funds. The larger players have
especially felt the brunt of this, experiencing significant
withdrawal request, which has required withdrawals to be
pro-rata. Additional pools of liquidity offered by these funds
have generally been oversubscribed.

What has been noted in the sector however, is the emergence
of fixed-term mortgage funds. Against the trends witnessed
across at call mortgage funds, fixed term mortgage funds have
been attracting fund flows. Moreover, the ability of these funds
to better manage its liquidity through its fixed term nature has
resulted in many of these funds providing stronger returns.

SOM roscaren

The mortgage default rates witnessed during the global financial
crisis have softened in 2011. Increased profits have been
recorded by the big four banks driven by falls in bad debt
expenses. The rate cut in November 2011 may also provide a
platform for stronger returns, with margins on mortgage funds
likely to widen. However, should Australia enter into a double
dip recession led by Europe, mortgage defaults may once again
be of major concern.

Investors should be aware that LVRs on mortgage funds remain
conservative. As such, should there be a moderate correction in
the property market, unit prices are likely to be preserved. SQM
Research believes some of the concerns surrounding the
mortgage trust sector are unwarranted.

In the current market environment, mortgage funds are
providing investors with an attractive option, capital
stability and regular income streams. Moreover as
investors come to terms with the change in redemption
cycle, renewed confidence may resurface.

Mortgage Fund Assets
20,000

18,000

16,000

14,000
12,000
10,000
8,000
6,000
4,000
2,000
0

Oct 07 Oct 08 Oct 09 Oct 10 Oct 11

Source: SQM Research, Bloomberg, Morningstar

The above chart shows the funds under management trend of a
broad sample of 35 mortgage trusts.

A gradual decline in funds under management has been evident
since October 2007, driven by the global financial crisis and the
government guarantee on bank deposits. Significantly
intensifying the problem was the freeze on redemptions. While
many mortgage funds have somewhat re-opened, investors
who are worried about a repeat of 2008 have continued to
withdraw their investments from mortgage funds. Funds under
management fell 37.9% for the year to October 2011, a
significant increase from the 19.5% experienced for the year to
October 2010.

La Trobe Australian Mortgage Fund - Pooled Mortgages Option
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Mortgage Funds provide stability against other asset Mortgage Returns vs Government Bond Rate
classes
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the 10-year period, SQM Research believes con
ide investors with positive to outperform the risk-free rat
ity and regular distributions. line with the government bond ra
gage funds delivered stronger mortgage funds fell sharply in late 2
AREIT Accumulation Index however 3.9% at January 2010. However, since t
SX200 Accumulation Index and Mercer produced by mortgage funds have increas

October 2011, stood at an average of 5
offered by mortgage funds over the
increased severely, and at Octob

La Trobe Australian Mortgage Fund — Pooled Mortgages Option SQM r/e\séa\r{:}l



CORPORATE GOVERNANCE 9

Key Counterparties

Greg O’Neill

Sole Owner

La Trobe Financial Services Pty Ltd
Investment Manager

La Trobe Financial Asset Management
Limited
Responsible Entity

La Trobe Australian Morgage Fund —
Pooled Mortgage Option

Fund Under Review

Capital T

l Distributions

Investor

The Group

La Trobe Financial Services Group (La Trobe Financial Group) was
established in 1952, and has since operated with a sole focus on
mortgage lending. La Trobe Financial Group consists of two
stand-alone entities, the main operating entity — La Trobe
Financial Services Pty Ltd (LFS) and La Trobe Financial Asset
Management Limited (La Trobe Financial Asset Management),
which acts as the Responsible Entity for the Fund. Both entities
are 100% privately owned by Chief Executive Officer Greg
O’Neill, and together employ over 137 staff, divided between
the head office in Collins Street, Melbourne and the National
Administration office in Traralgon, Victoria.

Following a resolution of shareholders on 25 March 2011,
the company changed its name from La Trobe Capital &
Mortgage Corporation Limited to La Trobe Financial
Asset Management Limited. Aside from the name
change there has been no significant change to its state
of affairs.

La Trobe Financial Group adopts a flat organisation structure
and as such has no parent company. La Trobe Financial Group is
divided into two separate business lines, with both business lines
focusing on mortgage lending.

SOM roscaren

The first business line operates on a wholesale basis, sourcing its
funds from major national and international financial institutions
regulated by APRA, while using a separate corporate structure
(namely special purpose vehicles) to undertake the lending. The
business unit has operated for over 50 years and has roughly
$0.84 billion in funds under management.

The second line of business involves the Fund under review,
with funds for lending obtained from both institutional and
retail investors. Established in the 1990s, this is a more recent
arm of the business. The management investment schemes
managed within the business unit have over $433 million in
funds under management.

The investment management for both business lines is
undertaken by the main operating entity within the La Trobe
Financial Group, LFS.

SQM Research recognises that there may be potential for
conflicts between the two business units. This may arise
when a decision has to be made regarding which
business unit a particular loan should be classified. There
is no evidence of this happening since SQM Research first
reviewed this Fund in 2008, with both business lines
focusing on differing loan profiles, and management
implicitly stating that this is not an issue. However, it is
nonetheless a risk that has been identified.

La Trobe Australian Mortgage Fund — Pooled Mortgages Option
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Responsible Entity

La Trobe Financial Asset Management is the Responsible Entity
(RE) for the Fund and was incorporated in November 1989. La
Trobe Financial Asset Management acts solely as RE for the La
Trobe Australian Mortgage Fund and has no other business
activities at this stage.

Its key business objectives include:

e To preserve and grow shareholder wealth
To ensure that any growth is profitable growth

To be a respected and trusted business partn
with whom the company deal

LFS to be
of the Fund on

be Financial Asset Management
ndent members, Craig Anderson,

d, and one executive director, Greg
bers have suitable qualifications in

W, as well as experience in the financial
ent industries. The board met four
mbers of the board attending
irman of the Board.

s and experience of
the nature and

rporate Governance

s a measure of sound corporate governance, a majority
xternal and non-executive directors constitutes the board of
directors. Among the main corporate governance documents
and procedures in place at La Trobe Financial Asset
Management are the Constitution of La Trobe Financial Asset
Management, the Fund Constitution, the Board Charter,
Code of Conduct and the Fund Compliance Plan. Each of
these key documents has been previously reviewed by SQM
Research and describes the key procedures and corporate
governance practices in place to protect the Fund and ensure
that La Trobe Financial Asset Management operates within a
sound corporate governance framework.

SQM Research believes that the corporate governance
principles in place meet the peer standard and should
ensure sound practice, going forward.

La Trobe Australian Mortgage Fund — Pooled Mortgages Option

Responsible Entity’s financial performance

Key Financial Data*
Year Ended 30 June

Financial Profitability

Revenue ($m) 1.5 9.9
Net profit ($m) 0.28 0.25
Profit margin (%0) 2.4 25

ROE (%0)
Financial Liquidity/Solvency

ing capital ($m)

Current ra

Quick ratio

Debt ratio*

Source: La Trobe Financial Asset
performance should not be used a
* Total Liabilities to assets.

SQM Research has reviewe®
Management’s financial state
has noted that the company appé
and stable financial position. Revent
increased by 16%, which followed a
year prior. The increasing revenue
predominately by the increase ig
revenue as a result of increa
management. The net pro,
marked a slight increasg
liquidity ratios such
recorded at sustaj

pany’s debt

reasonably conservative level.

Investment Manager

La Trobe Financial Asset Management has appointed LFS as the
Investment Manager for the Fund, pursuant to the written
agreement currently in place. As Investment Manager, LFS
provides technical systems and personnel for the operation of
the Fund.

SOM roscaren
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Management Risk

Funds management encompasses not only the operational
capabilities of project counterparties but also the corporate
ability of the Responsible Entity to monitor operational
performance and to meet the regulatory and statutory
responsibilities required. For all mortgage funds there is a risk
that financial position and management performance
deterioration may temporarily or permanently compromise asset
condition, project and/or regulatory outcomes.

SQM Research believes that La Trobe Financial Asset
Management, LFS and associated key counterparties are
appropriately qualified to carry out their assigned
responsibilities. Management risk is rated as being in
line with peers.

SQM r/e\séa}réh La Trobe Australian Mortgage Fund — Pooled Mortgages Option
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Key Investment Staff
Responsibility

Qualifications

Years with Investment Previous Employment
Fund Experience

- Fund

Paul Wells Head of Funding & Strategy LLB, BEc, GDipCom, CA 9 15 PwC, ANZ

Chris Andrews Head of Funds Management  LLB (Hons), BCom 5 5 Minter Ellison Lawyers
Jason Gidman Portfolio Manager — Fund BBus, ASA, SAFin, DML 19 11

Cheree Cain Operations Manager — Fund 21 ASIC

Richard Anstey Assistant Portfolio Manager ~ BBus, LLB 4 4

Executive Head of Lending

Citibank, GE Money

Head of Colle

Sheriff’s Office Melbourng

Location of Team

Portfolio Managers

Investment Offices

gtaff from La Trobe

e a strong set of skills and
ly qualified across a broad set
onstrate extensive experience in
Stry, which is complemented with

er business-related fields

pce, marketing and auditing.

hly resourced across the
robe Financial Group
team over the past
ed the Fund, with
NS past maturity

ommittee structure comprised of five committees: the
Investment Committee, the Lending and Credit Committee, the
Interest Rate Committee, the Audit and Risk Committee, and
the Remuneration and Finance Committee. The roles of the key
committees are outlined below.

Investment Committee

The role of the Investment Committee is performed by La Trobe
Financial Asset Management’s Board of Directors and as such is
chaired by David Bird (Company Chairman). The committee’s
role is to manage the risk of the portfolio from the top down, as
well as allocating benchmarks and ranges. The committee’s role
ensures independence in setting Fund allocations away from the
day-to-day operation of the Fund.

La Trobe Australian Mortgage Fund — Pooled Mortgages Option

Meeting four times a year to 8
committee analyses the portfolio
allocation and sets the asset allocati
according to asset type and geographic
asset allocation is monitored by manageme
board on a quarterly basis.

Lending and Credit Cojg

The Lending and Credit Comg
lending and pricing polici
then developing the p
policies and guideli

gage assets are managed in accordance withi
olio’s risk management limits. Together with the
guidance of the Investment Committee, the Lending and Credit
Committee effectively controls the loan flow to the Fund.

The Lending and Credit Committee also regularly reviews
non-performing loans, feeding this back into the overall lending
policies of the Fund. It should be noted that the committee also
has executive oversight of the loan approval process across the
group. The committee is comprised of eight personnel and is
chaired by lain Pepper, the Executive Head of Lending.

Interest Rate Committee

The Interest Rate Committee is responsible for pricing all of La
Trobe Financial’s products, as well as determining the Fund’s
crediting rates. Meeting monthly (plus the first Friday after any
RBA rate change), the committee has the overall responsibility
for managing the interest rate risk of the Group.

SOM roscaren
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It should be noted that the interest rate profile of the portfolio is
generally determined though investor preference, with demand
for both variable and fixed rate loans. The Committee is
comprised of six personnel and is chaired by Paul Wells, the
Head of Funding and Strategy.

Other Committees

An Audit and Risk Committee and Remuneration Committee
also form part of the key executive committees within the
Fund’s operational structure. The committees meet on a
quarterly basis.

Team Summary

The Fund’s investment process has been established around a
team-based decision-making process, which effectively reduces
the reliance on any one key individual and also acts as a good
source of corporate governance.

The overall strategic direction of the Fund is determined at a
board level, whereas the responsibility for ensuring that this
direction is maintained lies with the four main management
teams, namely the Senior Management and Executive Team, the
Funds Management Team, the Lending Team and the Arrears
Management Team. Although there is an element of reliance on
Greg O’Neill, the key executive structure in place acts as a
reliable succession-planning tool.

Senior Management and Executive Team

Members of the Senior Management and Executive Team are
responsible for the broad direction of the Fund. The team meets
on a regular basis, upon which time the overall operations of the
Fund are reviewed in detail. The team is comprised of Greg O’Negill
(CEO), Brian Ford (COO0), Paul Wells (Head of Funding and
Strategy), lain Pepper (Head of Lending), Rob Clough (CFO), Philip
Coghlan (Head of Legal and Compliance), Chris Andrews (Head of
Funds Management), Justin Coates (Head of Collections), Randal
Williams (Head of International Operations), Kiran Dhaliwal (Head
of Technology) and Bev Christou (Head of Customer Operations).

Funds Management Team

Ultimately the Funds Management Team is responsible for the
day-to-day operations of the Fund and for driving the
implementation of key activities. One of the Funds Management
Team’s biggest responsibilities is to focus on the suitability of
each individual loan from a portfolio construction point of view.
Chris Andrew heads the team, with Portfolio Manager Jason
Gidman responsible for portfolio management duties including
identifying and selecting the mortgages in which the Fund will
invest. Jason Gidman is supported by Assistant Portfolio
Manager — Fund, Richard Anstey. Mr Anstey, replaces Kirk
Jackson (Assistant Portfolio Manager — Fund), who departed the

SOM roscaren

team during July 2011. Cheree Cain is also part of the team, and
is responsible for administrative and investor liaison activities.
The team is well resourced and works closely with the key-
lending executives lain Pepper and Steve Lawrence.

Lending Team

The Lending Team has been deliberately separated from the
Funds Management function. Specifically, the decision as to
whether the individual loans meet the lending criteria of the Fund
(underwriting decision) has been separated from the loan
suitability or portfolio construction decision, which is driven by the
Funds Management team. As such, the Lending Team’s main role
is to ensure that the decision around each loan meets the key
lending criteria as set out by the Fund. The Lending team is led by
lain Pepper (Head of Lending) and supported by Steve Lawrence
(Senior Commercial Lending Manager) and Leanne Seymour
(Head of Lending Settlements). The lending team experienced
one major departure during the year, with Robert Layh (Credit
Manager — Fund) departing the team in February 2011.

The separation of duties between the Funds
Management Team and the Lending Team is seen as a
strength of the Fund.

Collections Team

The Collections Team has a dedicated team of 18 staff to
manage collections or arrears. The arrears management is
divided into a two-team process. The first team works on early
intervention (generally zero to 60 days in arrears), with
telephone calls and letters aiming to bring the borrower up to
date if the loan falls into arrears. If this is unsuccessful, the loan
in question is passed onto the second team, which concentrates
on loss recovery. Loss recovery focuses on legal action to obtain
possession of the secured property, sell it and proceed against
borrowers, guarantors, and relevant third parties such as valuers
to recover any losses. The collections team is led by Justin
Coates (Head of Collections), Shaun Wright (Early Arrears
Management), Cameron Lake (Manager) and Colleen
Worthington (Legal Action Manager).

Distribution and Sales Team

Loan origination responsibility rests with the sales and marketing
department, with members a part of the overall Business
Development Division (which includes lending, funds
management and the international desk). The Distribution and
Sales Team has the aim of developing and maintaining
relationships with third party loan originators. While the team
may ‘pre-qualify’ a loan (a preliminary indication that the loan
may be considered), they will take no further part in the
underwriting of the loan. Importantly, this function of the Fund
has been separated from the loan assessment function, allowing
an adequate separation of responsibility.

La Trobe Australian Mortgage Fund - Pooled Mortgages Option
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Direct property experience

The Fund does not display any in-house direct property
experience. However, the La Trobe Financial Group does have
access to a range of external sources including the independent
panel of valuers, and various other external resources such as
ANZ economics, Datamonitor and APRA. The Fund managers
believe that their property-specific experience stems from an
understanding of specific market trends including prices, rents,
and demographics.

The Fund does not have an internal direct property arm
om which to draw resources. However, the Fund’s long
story within the mortgage market an
tionships should ensu
igated. H

folio Manager — Fund), departed the
ing July 2011. Mr Jackson was
nager — Fund, Richard Anstey,

s experienced two
rtant to note
team have

La Trobe Financial Group aims to pay market-based
compensation and does not supplement base remuneration with
bonuses. This policy is based on an assessment of the difficulty in
linking bonus payments to measurable and sustainable long-term
improvements for investors and La Trobe Financial. Salaries will
be subject to yearly reviews across the company.

SQM Research has reviewed the staff incentive policy
and has recognized that the majority of peers offer
some form of bonus structure. This leaves La Trobe
Financial vulnerable to those peers who may be able to
offer a more competitive salary package. An expected
or average amount of staff turnover to date suggests
that this has not been an issue thus far, although it does
remain a risk.

La Trobe Australian Mortgage Fund — Pooled Mortgages Option
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Fee Structure (Retail)

Entry/Exit Fees Peer Average!
Contribution fee (%) 0.00 13

Buy spread (%0) 0.00 0.00

Sell spread (%) 0.00 0.00
Ongoing Fees Fund Peer Average!
Management fee (% p.a.) 1.50 14

Expense recoveries (% p.a.)  0.00 0.1

MER/ICR? (% p.a.) 1.50 15

1 From a sample of retail mortgage funds. 2 Management fee and expected expense recoveries.
The Fund and peers do not utilise leverage; the MER and ICR are therefore equivalent.

Entry and Exit Fees

No contribution fees are required for investments in the Fund.
The peer average is 1.3%. Some funds may charge a buy/sell
spread, which represents the difference between the application
price and the withdrawal price of the fund, a reflection of
transaction costs relating to the underlying assets. The Fund
does not charge a buy/sell spread, which is in line with the peer
standard. However the Fund does charge a withdrawal fee of up
to 1.5% for withdrawals within 12 months of investment.

Ongoing Fees

The annual management fee of the Fund is 1.5% p.a. of the
Fund’s net assets, which represents an increase from the 1.4%
management fee charged during the last review. This cost
includes the normal recovery expenses relating to the operation
of the Fund accrued and paid monthly, although it does not take
into account abnormal expenses, which may also be payable
from assets of the Fund. As the Trust’s management fee is based
on net assets its indirect cost ratio and management expense
ratio are equal. The indirect cost ratio is in line with the peer
average of 1.5%.

Overall Fees (Retail)

Peer Average

12-month (%) 15 31

36-month (% p.a.) 15 21

1 Assumes the investment is held for three full 12-month periods

As mentioned in the previous review, the Fund will distribute all
late payment fees to investors. This is the policy preferred by
SQM Research.
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Overall Fees

If held and sold over a 12-month period, total transaction costs
amount to 1.5% for an investment in the Fund, and 3.1% for
peers. These figures include the contribution fee, the indirect
cost ratio, the buy/sell spread and the withdrawal fee. The
Fund’s fees on investments held for less than 12 months are
adversely affected by the Fund’s withdrawal fee. If the
investment is held for less than a 12-month term, the Fund
charges a withdrawal fee, increasing the cost of the investment
to 3.0% annually. This remains slightly below the peer average.

SQM Research believes that the short-term fee structure of the
Fund is favourable when compared to peers, driven by the lower
than average contribution fee. On an ongoing longer-term basis,
the fee structure will converge with peers, as the indirect cost
ratio is in line with the peer average.

Redemption Policy

It should be noted that the minimum initial period for
investment in the Pooled Mortgages Option is 12 months.
During this initial 12-month period, the Fund will not be obliged
to repay any of the initial investment.

Upon the expiry of the initial 12-month period, each investor will
need to nominate an investment cycle option.

e Ordinary 100% cycle — unless withdrawal notice is given at
least five business days before the end of the initial
12-month period, the investment will be rolled over in full
for a further 12-month period.

e Regular access investment cycle — a proportionate
component of the investor’s capital frees up monthly,
quarterly or biannually as nominated by the investor.

Upon receipt by La Trobe Financial of the investor’s written
redemption request, La Trobe Financial will, subject to the
availability of cash in the Fund, repay the redemption amount
within 21 days of the end of the month in which the redemption
request is received, and interest will be paid up until payment.
While withdrawal during the minimum period is generally not
permitted, La Trobe Financial may also consider a written
withdrawal request at its discretion. If a withdrawal within the
minimum period is authorised, withdrawal will be subject to an
early withdrawal fee of 1.5% (subject to a minimum of $500).

La Trobe Australian Mortgage Fund - Pooled Mortgages Option
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Inflows and outflows trend (monthly)
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Statistical Overview — 31 August 2011

Since Inception 107-Month history

Fund Benchmark? Peer Average®

Total Returnt 7.6% 5.5% 5.7%

Risk Premium# 2.0% -0.1% 0.1%

Excess Return 2.1% - 0.2%

12-Month Statistics

Fund Rank/30 Peer Avg.
Total Returnt 8.0% 4 5.7%
Distribution Yield® 7.8% 5 6.0%
Current Yield® 7.8% 5 6.1%

1 Total returns are net of fees, assuming reinvestment of distributions. 2 UBS Australian
Bank Bill Index +1.5%. 3 The SQM Research peer group includes both conventional and high
yield mortgage trusts. 4 Risk free rate based on the government bond rate. 5 Distribution
yield is calculated as the sum of all distributions during the period divided by the initial unit
price at the start of the period. 6 Current yield is calculated as the sum of all distributions
during the period divided by the current unit price.

Since its inception, the Fund has recorded an annual net return
of 7.6% p.a. This is above the 5.5% delivered by the benchmark
and the 5.7% recorded by peers. During this period the Fund
has delivered an annual risk premium (over the risk-free rate) of
2.0%. It is important to note that although the Fund
outperformed peers and the benchmark, the majority of the
Fund’s loans are assessed on a low-documentation basis, which
entails a greater risk profile than conventional mortgage trusts.
The Fund however, has not returned a capital loss to investors
since inception.

It is evident that during the Fund’s history it has clearly
outperformed peers and its benchmark index. In particular, the
Fund has convincingly outperformed peers and the benchmark
over the 12 months to August 2011. Of the mortgage funds in
the peer group, the Fund produced the strongest 12-month
returns for the year to August 2011 (based on funds with over
$30 million in funds under management).

One-year rolling returns
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The one-year rolling returns chart shows the annualised return
of the Fund over rolling 12-month periods.

Since its inception, the Fund has consistently performed above
its benchmark index and the peer average on a one-year rolling
returns basis. Since the beginning of 2009, the gap between the
Fund and its peers and the benchmark has widened as returns
of the benchmark index and peers approximately halved in late
2009. The Fund on the other hand was able to maintain its
distribution levels above 7% per annum, showing strong
resilience during the crisis period. The consistent returns of the
Fund during the post GFC period reflect strong investment and
risk management skills from the management team.

One-year rolling risk premium!
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1 Risk free rate based on the annualised return of one-year government bond

The one-year risk premium chart shows the annualised return
of the Fund over rolling 12-month periods in excess of the
risk-free rate.

Historically, the Fund’s risk premium has fluctuated within a
band of 80 and 575 basis points, and this is considerably higher
than the risk premium generated by peers and the benchmark.
Since July 2008, amid the rapid decline in the cash rate and
increasing uncertainty over the Australian economy, the Fund’s
risk premiums have rapidly improved, reaching a peak of 5.8%
in January 2009. Since that peak the Fund’s risk premium has
eased to the level of 300 basis points before rebounding back to
400 basis points recently. Since its inception, the Fund’s risk
premium has always remained above both the benchmark and
peers, with the benchmark and peer returns dropping below the
risk-free rate during 2009 to 2010.

Throughout its history, the Fund has certainly demonstrated its
ability to maintain consistent returns above the risk free rates.
During the period post GFC, the Fund had kept its risk premium
relatively stable despite major market turmoils, while other funds
cut back their distributions to cover credit losses. The credit
spread has widened significantly post the GFC leading to the
term deposit rates offered by retail banks being a lot higher than
the risk free rates. Despite that, the Fund’s returns are still well

La Trobe Australian Mortgage Fund - Pooled Mortgages Option
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Underlying Asset Allocations — 31 August 2011 (millions)

Value %

Loans (485) $108.9 91.3% 95.0% 100.0% 90.0%
Cash $10.3 8.7% 5.0% 10.0% 0.0%
Total Assets $119.2

Fund Structure

At the end of August 2011, the mortgage portfolio had a value
of $108.9 million, representing 91.3% of the total funds. This
was comprised of 485 loans distributed among an equal number
of borrowers. The Fund’s cash exposure was 8.7%, which is at
the upper bound of acceptable levels and an increase from the
1.8% held during the previous review. The increasing levels of
cash were temporarily to accommodate a couple of known
redemptions and this coincided with some large discharges near
end of month, resulting in the elevated cash level. As an update,
by end of October cash has decreased to 8.0%.

Trend of asset allocations

u Mortgages m Cash
100%
95%
90%
85%
80%
75%
Sep 07 Sep 08 Sep 09 Sep 10 Aug 11

Cash levels increased dramatically in September 2009 with the
Fund making a conscious effort to increase cash levels as a
measure to maintain liquidity levels over this time. However
since this peak, cash exposures began to fall and were recorded
at 3.7% in September 2010. Since this time, cash levels have
once again begun to increase, as noted above. Generally, given
the Fund’s fixed 12-month term, the Fund is able to utilise lower
cash levels compared to other mortgage funds. It is noted that
the Fund’s returns declined when cash exposures peaked, which
would be expected given the lower return profile of this asset.
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Asset Allocation

Geographic allocation trend
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The Fund’s geographic exposures are well spread across
Australia, with the eastern states of Australia accounting for the
largest exposures at close to 70%. At 31 August 2011, Victoria
made up the Fund’s largest exposure at 31.5%, followed by
Queensland at 20.9%, New South Wales at 17.1% and Western
Australia at 9.0%. The Fund also has smaller exposures to
Tasmania, South Australia, the Northern Territory and the
Australian Capital Territory at 12.9% in total. Geographical
exposures have fluctuated slightly over the last year, with an
increase in cash levels driving most geographic exposures down
by varying levels. The exposure to Western Australia,
Queensland and New South Wales each fell by close to 2% over
this time.

Sector allocation trend

mResidential ®Commercial ®Industrial Retail Other Property mCash

100% — p— — . — N
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60%

40%

20%

0%

* Construction and Development loans represent a percentage of the mortgage allocation
across the seven asset classes.
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As at 31 August 2011, the Fund was heavily exposed to the
Residential sector at 49.6%, followed by Commercial at 14.7%,
Industrial at 12.2%0, and the Retail sector at 9.1%0. Other
Property had an allocation of 5.7% while the remainder of the
Fund was allocated towards cash at 8.7%.

Over the last year, the Fund has significantly reduced its Residential
exposure after an increase was noted during the last review.
Exposure to Other Property has also decreased over this time.

Product type

Full Doc
12.0%

Lite Doc
88.0%

ntional mortgage trust, the Fund holds a
Documentation loans. As at August
rtfolio was comprised of Lite
mainder of the mortgage
tation loans. Since the last
to Lite Documentation

r Lite
dertakes

cumentation loans, La
the usual underwriting steps to obtai
formation necessary to underwrite a loan prudently.
or example, serviceability, security and credit
worthiness are all reviewed. Lite Documentation loans
allow borrowers to provide alternative verification,
principally accountant certificates and six-month trading
statements. The Fund however, has not returned a
capital loss to investors since inception.
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Credit Risk Exposures
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As at August 2011, the Fund’s single largest borrower exposure
comprised 0.8% of the Fund’s mortgage portfolio, while the
Fund’s largest five and largest 20 borrower exposures made up
3.9% and 13.1% of the portfolio respectively, both declines on
the previous year. The Fund’s ability to spread the risk of a single
mortgage across the different La Trobe Australian Mortgage
Fund options substantially reduces the Fund’s concentration
among larger borrowers.
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Mortgage Security

Trend of loan to value ratio
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While the LVR has increased since inception, it appears to have
stabilised at a level close to 60%. The Fund’s weighted average
LVR has been relatively stable since the last review conducted by
SQM Research, recorded at 61.0% in August 2011 (up from
60.2% at August 2010). This figure is slightly above the
long-term average of 59.7%.

Portfolio loan to value ratio distribution

m % Principal (Option) Value u % Loans Number
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The distribution of mortgages by LVR shows that 39.1% of
principal values outstanding correspond to an LVR of 60% or
below. Overall, 79.7% of the portfolio has an LVR between
50% and 70%. As there is an important correlation between
the credit risk of a loan and its LVR level, SQM Research believes
that the risks of the portfolio are likely to be centred in those
loans with an LVR of above 70% .These represent 8.5% of
principal values outstanding, which represents a slight drop on
last year. Of these loans, three recorded an LVR of above 100%
(representing 0.37% of the portfolio), with interest payments on
all of these loans being in arrears.
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Asset Quality and Maturity

Arrears trend (% of mortgages)
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The Fund’s arrears have reduced significantly over the last four
years, which is a pleasing trend. This downwards trend is
predominantly due to the decline in arrears between 0 to 30
days, which has reduced from 13.1% at 30 September 2007 to
1.4% at 31 August 2011, an all-time low. It has been mentioned
in our previous review of this Fund, the Fund Manager has
specified that the La Trobe Financial Group has strengthened its
arrears management approach over recent years by more actively
chasing borrowers after a loan first goes into arrears. Moreover,
over the past two years, the Fund has grown its arrears
management team by an overall headcount of five members,
ensuring proper resource to this important area of the business.

Loans in arrears by more than 60 days have reduced over the
last year, and were recorded below the three-year average.
Mortgages in possession were recorded at 1.1%, a slight
increase from 0.9% a year earlier but still significantly lower than
the 3.8% recorded in 2009.

Over the past four years the Fund has been able to reduce

its loan arrears by strengthening its arrears process and

adding additional resources to the arrears management

team. These enhancements have had a positive effect on
the Fund, with arrears falling to more reasonable levels

and still trending down as at 31 August 2011.
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Maturity profile
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Borrower Rates

Fixed and variable rate (% mortgages)
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After experiencing a gradual decline in the Fund’s weighted
average borrower rates from 2008 to 2009 consistent with the
RBA interest rate cuts, borrower rates have since increased to
10.2% in August 2011, a slight increase on last year. Margins
have remained relatively stable from 2006 to 2008; although
there was a noted decline in 2009, which has now recovered
back towards the longer term average, recorded at 2.1% as at

31 August 2011.
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Team Interaction

Communication and
meetings

Communication between members is both formal and informal. Constant informal communication
between the lending team, the Fund’s management team and the legal and compliance team

is facilitated by the teams’ close physical proximity. Additionally, communication between La
Trobe Financial Group’s two offices is supported by its IT systems (where data and information is
continuously updated between the two offices), internet systems and telephone systems.

A number of formal meetings are also conducted regularly. They include:
e Investment Committee meetings (quarterly)

e Lending and Credit Committee meetings (quarterly)

e |nterest Rate Committee meetings (monthly, plus the first Friday after any RBA rate change)
e Audit and Risk Committee meetings (quarterly)

e Remuneration and Finance Committee meetings (quarterly)

e Senior Management and Executive Team meetings (ad hoc basis)

Number of staff

The Funds Management Team is directly involved in the day-to-day operations of the Fund and
includes Chris Andrews, Jason Gidman, Cheree Cain and Richard Anstey. The Funds Management
Team is also supported by the Lending Team, the Arrears Management Team and the Investment
Liaison Team.

Investment Process

Investment philosophy

The Fund aims to provide consistent performance across a range of market conditions by ensuring
that the Fund’s mortgage portfolio is diversified across a number of levels including sector, interest
type, geographic location and size.

Investable universe

The Fund primarily invests in short-term registered first mortgages. The Fund provides funding to all
major property sectors, including Residential, Commercial, Retail, Industrial, Specialised, Construction
and Rural property. Mortgage loans are only made or acquired where a first mortgage security is
held, with a maximum LVR of 75% (previously 80% prior to July 2009) of the property security value,
and where borrowers have demonstrated their ability to meet loan commitments.

Current LVRs may be recorded above 75%, a result of decline in property values that the
loan is mortgaged against.

SOM roscaren
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Rules/risk constraints General criteria
Funding will only be provided for first registered mortgages. The Fund will not undertake related
party lending.

Funding can be provided for both Full and Lite Documentation loans. Lite Documentation loans allow
borrowers to provide alternative verification, principally accountant certificates and six-month trading
statements. Loans based on self-verification alone are outside the Fund’s investment mandate.

Loans are provided on either a fixed or floating rate basis. The Board of La Trobe Financial determines
the allocation range of fixed and variable rate mortgages, based on investor appetite and endeavours
to maintain the supply of quality loans through the provision of commercially competitive interest rates.

Maximum LVRs
LVR limits for asset classes range from 55% to 75%. Limits are specified below:

e Residential — 752

ail — 70%

und has applied a number of constraints to minimise its risk exp
Maximum loan size — $1 million

e Maximum borrower — 5% of funds under management
e Maximum loan period — up to 40 years (generally for residential loans)
Target loan size — $300,000

Maximum exposure to Residential loans — 80% (previously 60% prior to
Maximum exposure to Vacant Land — 10% (previously 15% prior to
imum exposure to Commercial — 40%
m exposure to Industrial — 20%
xposure to Rural — 15%

ure to Construction and Developm

jal Group does not maij
ternal property ces.

specific property expertise, the Fund
is able to utilise a rang

The Fund sources information and receives regular updates from:
e Panel Valuers’ newsletters regarding sector and regional specific property trends and outlook

e ANZ Economics on macro-economic variables
e Specific research from Datamonitor covering the competitive property landscape and products
e |nvestment Bank research

e APRA discussion papers on capital adequacy, valuations and credit

Mortgage insurers (PMI) residential property market quarterly overview and update briefings
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Portfolio and Asset management

Portfolio management

Portfolio management is conducted by the Funds Management team with Jason Gidman assuming
ultimate responsibility over the Fund in his role as Portfolio Manager.

Mr Gidman reports directly to Head of Funds Management, Chris Andrews.

Investment Process

The investment process consists of three distinct stages; loan origination, loan approval and
underwriting and portfolio construction.

Loan Origination

La Trobe Financial Group has established and developed relationships with some of the largest
aggregation groups and recognised mortgage aggregators, such as AFG, PLAN, Fast, Connective,
Mortgage Choice and Smartline. In addition, La Trobe Financial Group also deals with approximately
sixty directly accredited brokers. In total, La Trobe Financial Group has access to over 3,000 referral
sources which is channelled through approximately 60 directly credited relationships.

La Trobe Financial Group routinely reviews the performance of the brokers by measuring the volume
of applications received, loans settled and the performance of the loans. La Trobe Financial Group’s
National Relationship Manager — Lending, Mr Craig Robertson manages the client relationship
program in conjunction with each state based Business Development Manager. The whole process
is overseen by Mr lain Pepper, the Executive Head of Lending and regular reports and reviews are
provided to the Lending & Credit Committee.

Loan Approval
The lending process can be summarised in five steps.

Initial Application — Loans are traditionally sourced via independent mortgage originators, although
they may also be derived from appointed authorised representatives and La Trobe Financial’s
dedicated sales and marketing team. The diverse loan origination sources ensure that the Fund is not
highly dependent on a particular source.

Loan Assessment — Once relevant supporting documents and the loan applications are received, all
documentations are verified by the underwriters of the lending team. The underwriter certifies that
the loan has been assessed and complies with the ‘loan acceptance’ policies. This includes a credit
check (through Veda Advantage) on each borrower file, and an assessment of the income and asset
figures.

Property Valuation — an independent valuation is conducted by a member of La Trobe Financial’s
Panel of Valuers. La Trobe Financial does not conduct on-site visits. This is done through their
independent and registered property valuers. La Trobe conducts interviews with all borrowers prior
to issuing Letters of Offer. The interview is conducted post-approval, but pre-settlement.

Final Check and Loan Approval — An assessment is made as to whether the loan complies with
the ‘loan acceptance’ policies. A recommendation is made by the underwriter of the lending team,
who submits the application to La Trobe Financial’s Credit Approval Unit. Each approval officer

is delegated to approve loans up to a capped amount according to an approval sign-off matrix.

La Trobe Financial has delegated responsibility for loan approval/rejection to delegated officers
depending on each officer’s loan approval experience. Each Approval Officer is delegated to approve
loans up to a capped loan amount. No delegate has the authority to make further delegations.

Settlement — The Settlement team is responsible for ensuring the transition of loans from approval
to settlement. The timeline from approval to settlement is generally accepted to be 90 days, although
it should be noted that some loans can settle earlier than this timeline, depending on the type and
complexity of the loan. On approval of a loan application, the Fund will instruct a solicitor (from its
panel of solicitors) to act in preparation, execution and registration of security.

Portfolio Construction

The Fund’s Portfolio Manager considers the structure and nature of the Fund’s loan portfolio when
allocating funds to mortgages. This includes analysing the sector and geographical exposures, fixed/
floating breakdown, maturity profiles and current LVRs.

SOM roscaren
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Valuers and valuations Valuations from qualified and independent valuers are employed to ensure that property values are
appropriate.

La Trobe Financial Group has specific guidelines that must be met before a valuer can become a
member of the panel of valuers, including the valuer must:

e Be a professional person currently registered with the Australian Property Institute (‘API’);
e Have academic qualifications relevant to the nature of the valuation work to be undertaken;
e FEither be, or have access to, directors and principals of the firm; and

e Be included on the panel of other major lenders (the other lenders are contacted when assessing
inclusion on La Trobe Financial’s panel to verify performance).

La Trobe Financial has an extensive valuation panel for both residential and commercial securities.
Residential valuations naged through a anager (Valuation Exchange), while commercial
the lending team.

intment to panel of valuers res
d Credit Committee. Any perceived
y particular transaction.

s must conform to the La Trobe Financial’s Group’s
e with the Standing Instructions, all valuation reports m

ce the Fund has received a valuation from a panel valuer, the specific u
guidelines, will review it. Additionally, panel valuers must comply with the rel

SQM Research has reviewed the valuation approach used by the La Tr
and is confident that the procedures and policies in place should ensure
valuations are used within the investment process..

La Trobe Financial conducts the management of all loan files in-house. Indiyi
ch loan approved are maintained on La Trobe Financial’s proprietary c
account is continually managed on a day-to-day basis, ensuring t
tion obtained from the system is in real time.

inancial have changed their process to provide a mor
of the Fund on an ongoing basis. These evaluati
ance and adequacy of security of:

All loans over itional oversight by ing and Credit Committee);

All loans under $3m involving a borrower or guarantor to whom the La Trobe Group has a greater
than $3m exposure (additional oversight by group Lending and Credit Committee); and

e All construction and development loans.
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Arrears Management

La Trobe Financial Asset Management maintains its own arrears department, the Mortgage Help
Desk. This department is responsible for all default management and negotiations with arrears
controls and loan workouts. The team is led by Justin Coates, who is based in the Traralgon office.

SQM Research acknowledges that the Mortgage Help Desk is segregated from the Lending
Department, with lending staff unable to make alternative repayment arrangements for borrowers
experiencing difficulties. This acts as an adequate risk measure in terms of arrears management.

The Fund defines arrears as a loan that is anything greater than $0.01 short on the loan payment.
Arrears are calculated by measuring the total amount of all outstanding interest and charges on

all loans that are in arrears. The Fund will aim to recover the outstanding amount in full if arrears
occur. If the full amount cannot be recovered, the Fund will accept 50% of arrears up front, with the
remainder to be paid over a maximum of three months. If these arrangements are not complied with,
generally legal action to recover will follow.

Non-performing loans are monitored daily, while a formal arrears report is provided to the board on
a quarterly basis.

These controls are viewed favourably by SQM Research and the fact the arrears have
trended down over the last few years is an endorsement of the arrears process in place.
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