Adelaide Managed Funds

ASX Release 8 April 2009

ADELAIDE MANAGED FUNDS ASSET BACKED YIELD TRUST
PROPOSAL UPDATE/ ANNOUNCEMENT OF ON-MARKET UNIT BUY-BACK

e Proposed acquisition of all Units by Bendigo and Adelaide Bank will not proceed

e APRA’s decision was not related to the credit performance of the Fund, and did
not consider the credit worthiness of the individual assets

e Independent Expert Valuation of between $1.692 and $1.832 per Unit

e FY2009yield forecast confirmed at upper end of target range of between
BBSW + 4.00% and BBSW + 4.50%"

Proposed Transaction will not Proceed

Adelaide Managed Funds Limited (Adelaide Managed Funds), as responsible entity of the
Adelaide Managed Funds Asset Backed Yield Trust (AYT or the Fund), today confirmed that
the proposal from Bendigo and Adelaide Bank Limited (BEN) to acquire all of the Units in AYT
(the Proposal) will not proceed.

Adelaide Managed Funds has received formal naotification from BEN that the Australian
Prudential Regulation Authority (APRA) will not approve the Proposal as it does not, in
APRA's view, comply with BEN’s prudential requirements.

According to the Chairman of Adelaide Managed Funds, Ms Jenny Dawson, the decision by
APRA was based on BEN’s compliance with its prudential requirements and did not consider
the credit worthiness of the Fund'’s investments.

“The Fund'’s investment portfolio remains sound with current losses and arrears levels lower
than expected and it continues to generate stable, predictable cash distributions for
Unitholders,” she said.

“While the termination of the Proposal is disappointing, the Board and Management of
Adelaide Managed Funds remain focused on maximising value for all Unitholders. We remain
very comfortable with each of the Fund’s assets and believe the AYT offers investors a unique
investment opportunity,” said Ms Dawson.

Transaction Costs

In appropriately assessing the Proposal from BEN, AYT has incurred approximately $1.6
million in corporate, legal and independent expert costs. These expenses represent a cost to
Unitholders of approximately $0.017 per Unit, which was reflected in the reduced March
quarter distribution announced on 20 March 2009.

Adelaide Managed Funds does not anticipate that there will be any further material costs
associated with the Proposal.

! Prior to the impact of estimated transaction costs



Independent Expert Valuation

In considering the Proposal from BEN, Adelaide Managed Funds engaged KPMG to
independently evaluate the Proposal including a valuation of the Fund. A copy of the
Independent Expert’s Report is attached at Annexure A.

KPMG has assessed, as at 31 December 2008, the total value of the Fund to be in the range
of $160.6 million and $173.9 million. This equates to a value of between $1.692 and $1.832
per Unit.

On-market Unit Buy-back

The Directors of Adelaide Managed Funds also announced today that it intends to undertake
an on-market buy-back of Units in the AYT.

The Chairman of Adelaide Managed Funds said that a number of alternatives were
considered, but that the Directors of Adelaide Managed Funds believe an on-market buy-back
of Units is the most appropriate form of capital management at this time.

“Following confirmation that the Proposal would not proceed, we examined the capital
management options available to the Fund and focused on those that created the most value
for all Unitholders,” said Ms Dawson.

“A buy-back reflects the confidence that the Board has in the underlying performance and
credit quality of the AYT,” she said.

“The other options considered by the Directors required Adelaide Managed Funds to utilise
the Fund'’s debt facility and in the current credit environment, introducing refinance risk on
behalf of Unitholders was not regarded as a prudent approach.”

Up to 10 per cent of the issued Units in the AYT may be bought back over the next 12 months
(based on regulatory limits). However, the total amount that the AYT may spend on the buy-
back is subject to the prevailing market price and availability of Units on ASX.

The AYT proposes to use cash derived from the repayment of principal from its investment
portfolio to finance the buy-back of Units. Principal repayments are forecast to total $8.2
million over the next 12 months. The Directors expect the buy-back to increase the overall
yield for Unitholders.

The number of Units in the AYT held by Adelaide Managed Funds Limited and its associates
is 108,223.

Credit Suisse Equities (Australia) Limited will act on behalf of AYT in relation to the buy-back.

Forecast FY2009 Yield

Despite the Proposal not proceeding, the Chief Executive Officer of Adelaide Managed Funds,
Bruce Speirs, confirmed that, pre-Proposal costs, AYT remains on track to deliver Unitholders a
floating rate return that is at the upper end of the current guidance of 4.00% to 4.50% above
the average 30-day BBSW for FY2009.

“We are confident that, based on our current expectations of interest rates, the Fund will
deliver to Unitholders a June 2009 quarter cash distribution of approximately $0.036 per Unit,
he said.

”



This forecast distribution will result in a cash yield for Unitholders equal to BBSW + 4.57%,
based on the average 30-day BBSW for the year?, and at $1.53 per Unit, a running yield for
FY2009 of 12%, pre-Proposal costs.

“This forecast FY2009 yield is at the upper end of our guidance, despite the global market

volatility, and continues the Fund's strong history of performance established since listing in
2006,” said Mr Speirs.

For further information, please contact:

Mr Bruce Speirs Mr Kym Masters

Chief Executive Officer Chief Investment Officer
Adelaide Managed Funds Adelaide Managed Funds
08 8300 6194 08 8220 7258

About Adelaide Managed Funds

Adelaide Managed Funds, a wholly owned subsidiary of Bendigo and Adelaide Bank, is the
responsible entity of the Adelaide Managed Funds Asset Backed Yield Trust.

For further information about Adelaide Managed Funds and the AYT, please visit:
www.adelaidemanagedfunds.com.au

2 Assumes an average 30-day BBSW for FY2009 equal to 4.7723%. Actual average 30-day BBSW for the year-to-
date equals 5.4362%



ANNEXURE A

Important Notice

This report was prepared by KPMG solely for the purposes of Unitholders assessing
whether the superseded transaction announced to the market on 16 February 2009,
under which Bendigo and Adelaide Bank Limited would have acquired all of the units of
in the Adelaide Managed Funds Asset Backed Yield Trust ("Trust"), was fair and
reasonable and, therefore, in the best interests of Unitholders.

The report is not investment advice in respect of interests in the Trust. In making any
decision in respect of interests in the Trust you should consider all information that has
been disclosed to the Australian Securities Exchange and your particular financial
position, needs and objectives. You should also consult a licensed financial or other
professional adviser.



sUPERSEDED

TRANSACTION

N Nt AN

Thiewepakinas Le Pese G bh?eMBMG solely

network of independent member firms affiliated with KP.

fOr th GpupOBesmeha superseﬁed transaction -
see the important notice on page 1 of Annexure A.



, <
()
c
>0 5
5% 3
O @ =
Ssn
05 <
Mr...l
o= ©°
©
X g
>0 &
o v
n @©
T - QO
o o
- 0o C
© 5 O
TR
= © O
O . +
Som
aS..L
=9z
3
pmo
L S
rpm
Be.m
c <
-
23
(7]




WW
@
y [T
7

MUPERS

This report was prepared by KPMG solely

for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.



This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.




3.1

Adelaide Managed Funds
Independent expert report & Financial services guide
25 March 2009

Scope of the report

This report has been prepared by KPMG for inclusion in the Explanatory Memorandum to
accompany the Notice of Meeting convening a meeting of Unitholders to be held by AMF on or
about 30 April 2009 in accordance with the Constitution and/or Section 252A of the Act. The
purpose of the meeting will be to seek approval of the Proposal by Unitholders.

The sole purpose of this report is an expression of KPMG’s opinion as to whether the Proposal
is fair and reasonable and therefore in the best interests of Unitholders. This report should not be
used for any other purposes or by any other party.

Technical requirements

BEN is proposing to acquire all of the Units in the Fund. Section 606 of the Act expressly
prohibits the acquisition of units in a listed entity if the transaction increases a party’s voting
power from 20 percent or below to more than 20 percent of the issued units of a listed entity.
Whilst BEN does not currently have any voting power in the Fund, the Proposal, if
implemented, will increase the voting power of BEN to 100 percent and is thus a prohibited
acquisition under the Act.

Section 611 of the Act permits an acquisition such as the Proposal, providing the acquisition is
approved under Section 611 Item 7 of the Act (as modified), by a resolution passed at a general
meeting of Unitholders at which no votes are cast in relation to any party who is associated with
the acquirer. To achieve this all Unitholders must be appropriately informed of the details of the
Proposal.

The Proposal will be effected by way of a trust scheme. Under the trust scheme, Unitholders
will be asked to approve the amendment of the Constitution, in accordance with Section 601GC
of the Act, to permit AMF to effect the transfer of Units from Unitholders to BEN. Guidance
Note 15 requires that the scheme notice should also contain a report by an independent expert
that states, whether, in the expert’s opinion, the terms of the trust scheme are “fair and
reasonable” for the unitholders of the target trust.

The Independent Directors of AMF, as Responsible Entity for the Fund, have requested KPMG
to prepare an independent expert report pursuant to Guidance Note 15 providing an opinion as
to whether, in the opinion of the expert, the Proposal is “fair and reasonable” to Unitholders.

Australian Securities and Investments Commission (ASIC) Regulatory Guide 111 outlines the
following definitions of “fair” and “reasonable”:

e an offer is “fair” if the value of the offer price or consideration is equal to or greater than the
value of the securities that are the subject of the offer (this comparison is required to be
undertaken assuming 100 percent ownership of the target and irrespective of whether the
consideration is scrip or cash)

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.
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Independent expert report & Financial services guide
25 March 2009

e an offer is “reasonable” if it is fair. An offer may also be reasonable if, despite not being
fair, the expert believes that there are sufficient reasons for the security holders to accept the
offer in the absence of any higher bid before the close of the offer.

Further, the Independent Directors of AMF, as Responsible Entity for the Fund, have requested
KPMG to consider whether the Proposal is in the best interests of Unitholders.

Regulatory Guide 111 indicates an independent expert would be able to conclude that a proposal
for a scheme of arrangement was in the best interests of members if they consider a proposal
“fair and reasonable”.

If an expert were to conclude that the proposal was “not fair but reasonable”, ASIC indicates
that it is still open to the expert to conclude that the scheme is “in the best interests of the
members”.

Therefore, in considering whether the Proposal is in the best interests of Unitholders, we have
considered the fairness and reasonableness of the Proposal having regard to the assessed value
of a Unit, as well as the advantages and disadvantages that will emerge for Unitholders as a
result of the Proposal, consistent with the consideration required to opine on a scheme of
arrangement.

Factors considered in determining our opinion

In forming our opinion, we have considered in particular the following issues:

o the assessed value of a Unit compared with the value of the Consideration to be received by
Unitholders

¢ the extent of any implied premium to be “received” by Unitholders based on the proposed
exchange ratio

o the key terms and conditions of the Units compared to the key terms and conditions of the
BEN CPS to be received as consideration under the Proposal

e other advantages and disadvantages which may impact Unitholders if the Proposal proceeds
e the consequences of not approving the Proposal
o the likelihood of an alternative transaction

e any taxation consequences for Unitholders.

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.
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Period VWAP of Implied value per unit Implied premium
period Low value High value Low value High value
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Financial services guide
Dated 25 March 2009

KPMG Corporate Finance (Aust) Pty Ltd ABN 43 007 363 215 (KPMG or we or us or our as
appropriate) has been engaged to issue general financial product advice in the form of a report to be
provided to you.

Financial Services Guide

In the above circumstances we are required to issue to you, as a retail client, a Financial services guide
(FSG). This FSG is designed to help retail clients make a decision as to their use of the general financial
product advice and to ensure that we comply with our obligations as financial services licencees.

This FSG includes information about:
e \Who we are and how we can be contacted

e The services we are authorised to provide under our Australian Financial Services Licence,
Licence No: 246901

e Remuneration that we and/or our staff and any associates receive in connection with the general
financial product advice

e Any relevant associations or relationships we have
e Our complaints handling procedures and how you may access them.

Financial services we are licensed to provide

We hold an Australian Financial Services Licence, which authorises us to provide financial product
advice in relation to:

e Interests in managed investments schemes (excluding investor directed portfolio services)

e  Securities (such as shares and debentures).

We provide financial product advice by virtue of an engagement to issue a report in connection with a
financial product of another person. Our report will include a description of the circumstances of our
engagement and identify the person who has engaged us. You will not have engaged us directly but will
be provided with a copy of the report as a retail client because of your connection to the matters in respect
of which we have been engaged to report.

Any report we provide is provided on our own behalf as a financial services licensee authorised to
provide the financial product advice contained in the report.

General Financial Product Advice

In our report we provide general financial product advice, not personal financial product advice, because
it has been prepared without taking into account your personal objectives, financial situation or needs.

You should consider the appropriateness of this general advice having regard to your own objectives,
financial situation and needs before you act on the advice. Where the advice relates to the acquisition or
possible acquisition of a financial product, you should also obtain a product disclosure statement relating
to the product and consider that statement before making any decision about whether to acquire the
product.

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.
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Benefits that we may receive

We charge fees for providing reports. These fees will be agreed with, and paid by, the person who
engages us to provide the report. Fees will be agreed on either a fixed fee or time cost basis.

Except for the fees referred to above, neither KPMG, nor any of its executive directors, directors,
employees or related entities, receive any pecuniary benefit or other benefit, directly or indirectly, for or
in connection with the provision of the report.

Remuneration or other benefits received by our employees

All our employees receive a salary. Our employees are eligible for bonuses based on overall productivity
but not directly in connection with any engagement for the provision of a report.

Referrals

We do not pay commissions or provide any other benefits to any person for referring customers to us in
connection with the reports that we are licensed to provide.

Associations and relationships

Through a variety of corporate and trust structures KPMG is controlled by and operates as part of
KPMG’s Australian professional advisory and accounting practice (the KPMG Partnership). Our
executive directors may be partners in the KPMG Partnership.

From time to time KPMG, the KPMG Partnership and/or KPMG entities related to the KPMG
Partnership may provide professional services, including audit, tax and financial advisory services, to
financial product issuers in the ordinary course of its business.

Complaints resolution
Internal complaints resolution process

As the holder of an Australian Financial Services License, we are required to have a system for handling
complaints from persons to whom we provide financial product advice. All complaints must be in writing,
addressed to The Complaints Officer, KPMG, PO Box H67, Australia Square, Sydney NSW 1213.

When we receive a written complaint we will record the complaint, acknowledge receipt of the complaint
within 15 days and investigate the issues raised. As soon as practical, and not more than 45 days after
receiving the written complaint, we will advise the complainant in writing of our determination.

Referral to External Dispute Resolution Proposal

A complainant not satisfied with the outcome of the above process, or our determination, has the right to
refer the matter to the Financial Ombudsman Service (FOS). FOS is an independent company that has
been established to provide free advice and assistance to consumers to help in resolving complaints
relating to the financial services industry.

Further details about FOS are available at the FOS website www.fos.org.au or by contacting them
directly at: Financial Ombudsman Service Limited, GPO Box 3, Melbourne Victoria 3001 or Toll free:
1300 78 08 08 or by Facsimile: (03) 9613 6399

Contact details
You may contact us using the contact details set out at the top of the letterhead on page 2 of this report.

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.
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Scope of the report

This report has been prepared by KPMG for inclusion in the Explanatory Memorandum to
accompany the Notice of Meeting convening a meeting of Unitholders to be held by AMF on or
about 30 April 2009 in accordance with the Constitution and/or Section 252A of the Act. The
purpose of the meeting will be to seek approval of the Proposal by Unitholders.

The sole purpose of this report is an expression of KPMG’s opinion as to whether the Proposal
is fair and reasonable and therefore in the best interests of Unitholders. This report should not be
used for any other purposes or by any other party.

Technical requirements

BEN is proposing to acquire all of the Units in the Fund. Section 606 of the Act expressly
prohibits the acquisition of units in a listed entity if the transaction increases a party’s voting
power from 20 percent or below to more than 20 percent of the issued units of a listed entity.
Whilst BEN does not currently have any voting power in the Fund, the Proposal will increase
the voting power of BEN to 100 percent and is thus a prohibited acquisition under the Act.

Section 611 of the Act permits an acquisition such as the Proposal proposed by BEN, providing
the acquisition is approved under Section 611 Item 7 of the Act, by a resolution passed at a
general meeting of unitholders at which no votes are cast in relation to any party who is
associated with the acquirer. To achieve this all unitholders must be appropriately informed of
the details of the proposal.

The Proposal also involves a trust scheme under Section 601GC of the Act. Guidance Note 15
requires that the scheme notice should also contain a report by an independent expert that states,
whether, in the expert’s opinion, the terms of the trust scheme are “fair and reasonable” for the
unitholders of the target trust.

The Independent Directors of AMF, as Responsible Entity for the Fund, have requested KPMG
to prepare an independent expert report pursuant to Guidance Note 15 providing an opinion as
to whether, in the opinion of the expert, the Proposal is “fair and reasonable” to Unitholders.

ASIC Regulatory Guide 111 outlines the following definitions of “fair” and “reasonable”:

¢ an offer is “fair” if the value of the offer price or consideration is equal to or greater than the
value of the securities that are the subject of the offer (this comparison is required to be
undertaken assuming 100 percent ownership of the target and irrespective of whether the
consideration is scrip or cash)

e an offer is “reasonable” if it is fair. An offer may also be reasonable if, despite not being
fair, the expert believes that there are sufficient reasons for the security holders to accept the
offer in the absence of any higher bid before the close of the offer.

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.

26



6.2

6.3

Adelaide Managed Funds
Independent expert report & Financial services guide
25 March 2009

Further, the Independent Directors of AMF, as Responsible Entity for the Fund, have requested
KPMG to consider whether the Proposal is in the best interests of Unitholders.

ASIC Regulatory Guide 111 indicates an independent expert would be able to conclude that a
proposal for a scheme of arrangement was in the best interests of members if they consider a
proposal “fair and reasonable”.

If an expert were to conclude that the proposal was “not fair but reasonable”, ASIC indicates
that it is still open to the expert to conclude that the scheme is “in the best interests of the
members”.

Therefore, in considering whether the Proposal is in the best interests of Unitholders, we have
considered the fairness and reasonableness of the Proposal having regard to the assessed value
of a Unit, as well as the advantages and disadvantages that will emerge for Unitholders as a
result of the Proposal, consistent with the consideration required to opine on a scheme of
arrangement.

Factors considered in determining our opinion

In forming our opinion, we have considered in particular the following issues:

o the assessed value of a Unit compared with the value of the Consideration to be received by
Unitholders

e the extent of any implied premium to be “received” by Unitholders based on the proposed
exchange ratio

o the key terms and conditions of the Units compared to the key terms of issue of the BEN
CPS to be received as consideration under the Proposal

o other advantages and disadvantages which may impact Unitholders if the Proposal proceeds
o the consequences of not approving the Proposal

e the likelihood of an alternative transaction

any taxation consequences for Unitholders.

Limitations and reliance on information

In preparing this report and arriving at our opinion, we have considered the information detailed
in Appendix 2 of this report. Nothing in this report should be taken to imply that KPMG has
verified any information supplied to us, or has in any way carried out an audit of the books of
account or other records of the Fund or BEN for the purposes of this report.

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.
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Further, we note that an important part of the information base used in forming our opinion is
comprised of the opinions and judgements of AMF management. In addition, we have also had
discussions with the management of AMF in relation to the nature of the Fund’s business
operations, its specific risks and opportunities, its historical results and its prospects for the
foreseeable future. This type of information has been evaluated through analysis, enquiry and
review to the extent practical. However, such information is often not capable of external
verification or validation.

We have no reason to believe that any material facts have been withheld from us but do not
warrant that our inquiries have revealed all of the matters which an audit or extensive
examination might disclose. The statements and opinions included in this report are given in
good faith, and in the belief that such statements and opinions are not false or misleading.

The information provided to KPMG included budgeted/prospective financial information
prepared by the management of AMF, as Responsible Entity for the Fund. Budgeted/prospective
results are by their nature uncertain and are dependent on a number of future events that cannot
be guaranteed. Accordingly, achievement of budgeted/prospective results is not warranted or
guaranteed by KPMG. Actual results may vary significantly from the budgeted/prospective
results relied on by KPMG. Any variations from budgeted/prospective results may affect our
valuation and opinion either positively or negatively.

It is not the role of the independent expert to undertake the commercial and legal due diligence
that a company and its advisers may undertake. The Directors of AMF, as Responsible Entity
for the Fund, together with the AMF’s legal advisers, are responsible for conducting due
diligence in relation to BEN. KPMG provides no warranty as to the adequacy, effectiveness or
completeness of the due diligence process, which is outside our control and beyond the scope of
this report. We have assumed that the due diligence process has been and is being conducted in
an adequate and appropriate manner.

The opinion of KPMG is based on prevailing market, economic and other conditions at the date
of this report. Conditions can change over relatively short periods of time. Any subsequent
changes in these conditions could impact upon our opinion. We note that we have not
undertaken to update our report for events or circumstances arising after the date of this report
other than those of a material nature which would impact upon our opinion.

Valuation approach adopted

Regulatory Guide 111 indicated that it is appropriate for an independent expert to consider
following valuation methods:

e the discounted cash flow method (DCF)
o the capitalisation of future maintainable earnings or cash flow (Capitalisation of Earnings)

e the amount that would be distributed to shareholders in an orderly realisation of assets

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.
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e the amount which an alternative acquirer might be prepared to pay, or

e the most recent quoted price of listed securities.

Each of the above methodologies is applicable in different circumstances. In selecting the
appropriate methodology by which to value a Unit of the Fund, we have considered which of
these methodologies a potential purchaser would most likely adopt. A summary of each of the
approaches considered in preparing this report is set out in Appendix 3.

The value of the Fund has been assessed by aggregating the estimated market value of the
various investments of the Fund and other assets and deducting external borrowings and other
liabilities. The market value of the underlying investments were assessed using a DCF
methodology. The book value of other assets and liabilities were used as proxies for market
value.

We have tested the reasonableness of our assessed value of the Fund using the above approach
to, inter alia, the NTA of the Fund and the market prices of the Units on the ASX.

The BEN CPS being received as part of the Consideration, was ascribed a value of $1.835 per
Unit under the Proposal. To assess whether the ascribed value of $1.835 fairly represents what
we consider market value, we have utilised a Monte Carlo simulation to arrive at a value per
BEN CPS (based on a face value of $100).

Unitholders are also entitled to receive an estimated cash distribution of $0.016 per Unit, based
on any increase in the Fund’s NTA for the March quarter (net of AMF’s estimated costs of
completion). We have not included the estimated cash distribution in our assessment of the
fairness of the Consideration to be received by Unitholders as it reflects a Unitholder’s ordinary
distribution entitlement and will be received by Unitholders regardless of whether the Proposal
is implemented or not.

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.
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Overview of the asset securitisation industry in Australia
Introduction

The Fund invests in high yielding securities backed by a range of assets such as margin loans,
residential mortgages, medical equipment financing loans and leases and MIS investor loans.
Such securities are principally created by asset securitisation. Accordingly, this section provides
an overview of the asset securitisation industry in Australia.

If the Proposal is approved, Unitholders will exchange Units for BEN CPS (in addition to
receiving an estimated cash distribution of $0.016 per Unit). The BEN CPS are expected to
convert to ordinary shares in BEN 12 months after the date of issue. BEN is an authorised
deposit-taking institution (ADI) which is also authorised under the Banking Act 1959 to carry
on banking business in Australia. For this reason, Section 8 provides an overview of the banking
industry in Australia

Background

Asset securitisation, a form of structured finance popular in Australia since the mid-1980s, is the
process of converting a pool of underlying non-traded illiquid assets, such as residential
mortgages, into tradeable securities. The asset securitisation process can be summarised as
follows:

¢ the loan originator sells a portfolio of loans to a special purpose vehicle (SPV), usually a
company or trust

o the SPV raises funds to purchase the loans by issuing debt securities (bonds or commercial
paper) to investors

o the loans’ cash flow is used to meet the principal and interest repayments on the debt
securities.

Any asset with a stable, predictable cash flow may be securitised. While residential mortgages
are most commonly used, commercial mortgages, leases, personal loans, credit card receivables
and trade receivables have also been utilised as underlying assets.

Securitisation also assists in the transfer of credit risk (i.e. the risk of default). Although most

securitised assets are not externally rated due to their illiquid nature, they may be repackaged

into tranches of similar credit rating profiles, and then on-sold to investors who have a similar
risk appetite. There are typically three levels of debt tranches:

e Senior debt: interest and principal repayments have the highest priority. In the event of
liquidation the repayment of principal has the highest priority
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e Subordinated debt: interest and principal repayments have a lower priority than senior debt.
In certain circumstances subordinated debt is split into senior and junior subordinated debt,
with senior subordinated debt having the higher ranking

e Equity interest: equity has an equivalent ranking to ordinary shares and only takes the
residual amount after all other commitments have been met. Typically equity is the first to
absorb any losses resulting from default.

The Australian asset securitisation market

The Australian asset securitisation market has existed for over 20 years and is one of the most
active markets outside the United States (US). Traditionally in Australia, as has been the case
with other countries with active securitisation markets, residential mortgage-backed securities
(RMBS) have comprised the majority of asset-backed securities (ABS). Other underlying assets
used by securitisation vehicles include commercial mortgages, trade receivables, other loans,
asset-backed bonds, leases, personal loans, medical financing and credit card receivables.

Commercial and investment banks are the main market originators of securitisation vehicles,
typically employing securitisation schemes to remove assets from their balance sheets in order
to reduce capital requirements. A bank may also sponsor securitisation schemes to remove
assets from a client’s balance sheet. Securitisation also provides a means whereby future cash
flows are realised earlier, thereby facilitating liquidity.

Retail and institutional investors invest in ABS including fund managers and superannuation
funds. While the majority of ABS in Australia are issued to domestic investors, offshore
investors comprise a significant portion as set out below.

Figures 1 and 2: Underlying securitised assets and investor locations as at 30 September 2008

Underlying securitised assets Investor location

Other assets
Loans, credit 23%
card loans and
trade

receivables
1%
Securities

1%

Non-residentia]/
mortgages

4%

ABSissued
overseas
31%

. ) ABSissued
Residential domestically
mortgages 69%
71%

Source: Australian Bureau of Statistics
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Performance of the asset securitisation industry
Mid-1990s to late 2007

The asset securitisation market performed strongly from the mid-1990s until late 2007, with
total AUM growing at a compound annual growth rate of approximately 31 percent between 30
September 1995 and 2007. As at 30 September 2007, total AUM of Australian securitisation
vehicles was approximately $272 billion as set out in Figure 3.

A major contributor to the market’s growth in this period was residential mortgages which as at
30 September 2007 comprised approximately 74 percent of the total assets of Australian
securitisation vehicles. An increase in the number and size of residential mortgages securitised
throughout this period reflected the rapid economic growth experienced in Australia. The value
of securitised residential mortgages increased from approximately $5 billion as at 30 September
1995 to $202 billion as at 30 September 2007.

Figure 3: Australian ABS industry — total AUM
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Fund managers fuelled much of the market’s growth through their considerable demand for
ABS. While this sector typically sought mortgage-backed securities, they began to diversify
their holdings with underlying assets such as credit cards and other receivables becoming more
prevalent.
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Mid-2007 to present

The US sub-prime mortgage crisis during the latter half of calendar 2007 and the resulting
global financial crisis had a significant impact on the Australian ABS industry, with consumer
confidence and liquidity in securitisation markets plummeting both locally and abroad.

The total value of ABS issued by Australian securitisation vehicles dropped for four consecutive
quarters over the 12 months to 30 September 2008, decreasing by an average of 4 percent per
quarter to $215 billion. This compares with the S&P/ASX200 which decreased by an average of
4.5 percent per quarter over the same period as set out below.

In contrast, the average growth per quarter over the 12 months to 30 September 2007 was 6.6
percent, representative of the strong domestic and global economic environment.

Figure 4: Performance of ABS issued relative to the S&P/ASX200 from 1 September 2006 to 2008
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The majority of the fall in Australia’s securitisation market from 1 July 2007 can be attributed to
a rapid decline in activity on the global market. The total value of ABS issued to overseas
investors decreased approximately 32 percent from $100 billion as at 30 June 2007 to $68
billion as at 30 June 2008. The total value of domestic ABS issues rose in September 2007 to
$165 billion before gradually declining to $146 billion as at 30 September 2008 as set out
below.
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Figure 5: Recent ABS issuance — overseas and domestic issues
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The Global Joint Initiative to Restore Confidence in the Securitisation Markets (The Global
Joint Initiative), cited the following factors that, inter alia, contributed to the current crises faced
in global (and in particular the US) financial and securitisation markets:

o deteriorating loan underwriting standards undermined the quality of the underlying
securitised assets such as residential mortgages

o credit ratings for securities were overly optimistic and heavily relied upon by the market
e losses in the US sub-prime mortgage market triggered a crisis in confidence affecting

consumer confidence in ABS and other financial products which spread to Europe and Asia
(including Australia).
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The cycle that led to the current crisis is set out below:

Figure 6: Cycle led by the sub prime market collapse

-

Securitisation

Source: Global Joint Initiative, ‘Restoring Confidence in the Securitisation Markets’ — McKinsey & Company

While the impact of the global financial crisis has been more severe in the US, the Australian
securitisation market has contracted dramatically as a result with financial institutions forced to
use alternative sources to raise additional funds. Australia’s securitisation industry continues to
struggle with a lack of investor confidence and stifled demand for securitised assets, which has
severely curtailed competition across bank and non-bank mortgage providers. Information
relating to measures implemented by the Australian Federal Government (Government) to
address market concerns are detailed in Section 7.6.

There have been a number of credit downgrades of RMBS and ABS over the past 12 months,
including notes issued by vehicles associated with Allco Finance Group and Mobius. However,
to date, there have been no defaults in Australia of publicly issued and rated RMBS or ABS.

Recent domestic RMBS issues in Australia have been for smaller amounts at a higher cost (as a
result of the market contraction) including St. George’s $1 billion RMBS facility privately
placed in September 2008 for which pricing was undisclosed.
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Asset securitisation regulation

While formal regulation of the industry currently exists, there have been initiatives introduced
by industry representative bodies to increase self-regulation in an attempt to restore consumer
confidence and ultimately restore the industry to a normal level of functionality as a result of the
global financial crisis.

Formal regulation

The Australian securitisation market is formally regulated by APRA in accordance with
Prudential Standard 120 - Securitisation (APS 120). APS 120 aims to ensure that ADIs adopt
prudent practices in managing the risks associated with securitisation and that appropriate
regulatory capital is held against those risks.

The key requirements of APS120 include that an ADI must:
¢ hold regulatory capital against all securitisation exposures that it retains or acquires

e stand clearly separate from a securitisation with the extent of the institution’s obligations to
the securitisation set out in legal documentation

e ensure that there is clear disclosure that its involvement in a securitisation does not extend
beyond any specific undertakings to which it has formally committed itself.

Self regulation

The Australian Securitisation Forum (ASF) is an industry body which represents over 120
organisations including Australia’s largest banks, non-bank mortgage providers, investment
managers, ratings agencies and other organisations within the securitisation market in Australia.
The ASF’s role involves increasing awareness and knowledge of the securitisation industry
through education of the government, regulators, the public and investors.

In an effort to restore consumer confidence in global securitisation markets as a result of the
sub-prime and global financial crises, the ASF along with the Securities Industry and Financial
Markets Association, the American Securitisation Forum and the European Securitisation
Forum launched the Global Joint Initiative. The Global Joint Initiative was formed to develop
and publish, actionable industry-developed recommendations aimed at revitalising the
securitisation market and consumer confidence. Its goals include improving the operation and
function of these markets in ways that enhance market discipline and transparency, while
preserving the role that securitisation plays in funding consumer and business credit needs.

Outlook for the asset securitisation industry

Whilst the current uncertainty in the economic environment makes it difficult to predict future
market performance, the Government and the Reserve Bank of Australia (RBA) have
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introduced measures to support competition and increase liquidity in Australia’s mortgage
markets.

On 26 September 2008, the Government announced a decision to invest temporarily in
Australian RMBS to support competition from a diverse range of lenders during the present
market dislocation. As a result, the Australian Office for Financial Management (AOFM) will
invest $8 billion into Australian RMBS with at least $4 billion to be allocated to issuers that are
non-ADls.

The AOFM has invested a total of $1.996 billion to date across four mandates, for issue on
behalf of Members Equity Bank Pty Ltd, FirstMac Ltd, Challenger Mortgage Management Pty
Ltd and RESIMAC Ltd. Of this amount, $1.496 billion has been invested in securities of non-
ADI issuers.

On 8 October 2008, the RBA announced the expansion of its domestic market facilities to
provide ADIs greater flexibility to manage their liquidity. Under the expanded mandate, the
RBA has a broader range of securities eligible for its repurchase operations (repos) which aim to
provide liquidity in the market. The expanded mandate includes domestically issued RMBS,
commercial mortgage-backed securities and securities backed by auto loans / leases and credit
card receivables provided they have a public rating of AAA or equivalent from a major credit
ratings agency.

The acceptance of ABS under repo (except for RMBS) is scheduled to remain in place until 30
June 2009 with the RBA expected to make a decision on the on-going nature of these
agreements prior to this deadline.

It is expected that the following factors will continue to influence the performance of the
Australian ABS industry resulting in lower future growth:

e deterioration in asset quality. Although problem loans of Australian financial institutions are
low relative to both international and historical standards, impairments in personal lending,
mortgages and the corporate sector are expected to rise as the economic downturn continues

e consumer credit becoming more expensive. Historically, securitisation has had tangible
benefits for consumers through the reduction in cost and an increase in the availability of
credit. Current and potential future uncertainty surrounding the underlying risk of ABS may
reduce availability, and in turn increase the cost of consumer credit. The market perception
of securitisation as a mechanism that creates securities with low risk is an important factor
for the long-term viability of the industry

e continued global uncertainty. Continued deterioration in world economies could cause
greater stress on asset classes that have not experienced a decline such as credit cards and
student loans. This may continue to affect international investment in Australian issued
ABS.
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Profile of the Fund
Overview

The Fund is an Australian registered managed investment scheme listed on the ASX with AUM
of $186 million as at 31 December 2008. It invests in high yielding securities sourced from
BEN and third parties backed by a range of assets.

The Fund began trading on the ASX on 31 August 2006 after successful completion of an IPO
which raised $200 million through the issue of 100 million units. As per the Product Disclosure
Statement (PDS), the offer price was paid by Unitholders in two instalments, the first instalment
of $1.00 on application and the second instalment of $1.00 paid on 31 August 2007.

AMF is the Responsible Entity which manages the Fund and three other retail funds which are
distributed by partners such as stockbrokers and financial planners as well as through BEN’s
retail branch network. As at 31 December 2008, AMF had total AUM of approximately $1.0
billion.

Relationship between the Fund, AMF, Adelaide Bank and BEN

The diagram below sets out the corporate relationship between the Fund, AMF, Adelaide Bank
and BEN.

Figure 12 : Corporate relationship

BEN

(Parent entity and Investment Manager)

100 percent
shareholding

Investment Adelaide Bank
Management
Agreement 1
1
100 percent . 1 Subscription
shareholding Units : monies
AMF
- : : The Fund
(Responsible Entity)
Investments
Asset-backed securities
Source: AMF
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AMF is a wholly owned subsidiary of Adelaide Bank which is a wholly owned subsidiary of
BEN. Both AMF and Adelaide Bank are part of the BEN group. AMF and BEN have entered
into an Investment Management Agreement (IMA) and a Custody and Administration
Agreement under which BEN will provide investment management, administration and custody
services to AMF. Under the IMA, BEN will provide specified investment management services
for an initial period of 10 years ending in 2016 with the option to extend for a further 10 years,
subject to the approval of Unitholders.

For each potential investment, the investment team (which has been appointed by BEN) is
required to follow an investment approval process. For all transactions of assets between BEN
and the Fund, the AMF Related Party Transaction Committee reviews relevant documents to
ensure the transaction is conducted on an arms-length basis between the two parties.

The Fund’s investment strategy

The Fund has a broad investment mandate which allows it to invest in all categories of asset-
backed securities. Investment selection is based on the risk-return profile of the investment and
the overall mix of investments in its portfolio. The focus of the Fund’s investments is lower
rated, unrated and equity tranches of securitisation programs including senior subordinated debt,
junior subordinated debt and equity interests. The Fund targets a portfolio mix of approximately
35 percent senior subordinated notes and 65 percent junior subordinated notes with equity
interests limited to 10 percent of total tangible assets. The Fund also holds a small proportion of
cash and relatively liquid investments as appropriate. Some of the investments made by the
Fund are in underlying assets which retail investors would otherwise be unable to access, such
as margin loans and residential mortgages.

The Fund has individual investments that vary between six months and 10 years in duration,
with the weighted average duration expected to be approximately two years. The Fund has not
participated in the active trading of its assets and intends to hold the majority of its investments
to maturity.

In assessing whether to make particular investments, the Fund’s strategy is to consider both the

attractiveness of the individual investment and the impact the proposed transaction would have

on its portfolio. In particular, the Fund typically has regard to the following characteristics of its
portfolio:

o the level of diversification across asset classes
o the level of exposure to a single borrower or asset, with consideration given to the expected
loss of each program and the level of diversification in the underlying portfolios of the

investments

o the level of exposure to a single originator (with the exception of BEN, which is expected to
be the originator of a number of securitised loans in the Fund’s portfolio).
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The assets underlying the Fund’s Investment Notes are primarily margin loans, which account
for over 67 percent of the portfolio. Other investments include non-conforming mortgage loans,
medical equipment financing loans and leases and MIS investor loans. Historically, these assets

have had low default rates.

In FY2008, AMF management focused on minimising the portfolio’s credit risk, eliminating
refinancing risk and prudently managing capital as a result of the credit market dislocation
which reduced AMF’s opportunities for new investments. As a result, AMF commenced an on-
market buyback of Units, purchasing 5.1 million Units to date of the 10 million Units approved

by the Board.

Investment Notes

A summary of the Fund’s Investment Notes as at 31 December 2008 is set out below.

Table 4: Summary of investments held by the Fund
Investment grade

Asset
category

Ranking

Balance
($M)

Margin
over BBSW
(%)

Lighthouse No.4 Trust Margin Unrated Investment ~ Senior 75.0 1.25
lending Grade Subordinated Note

Lighthouse No.4 Trust Margin Unrated Sub- Junior 50.1 12.50
lending investment Grade Subordinated Note

Q10 Trust E Note Mortgage Rated Sub- Senior 10.5 3.75
portfolio investment Grade Subordinated Note

Q10 Trust F Note Mortgage Rated Sub- Junior 11.0 6.00
portfolio investment Grade Subordinated Note

Program No. 1 B Note Medical Unrated Sub- Mezzanine Note 0.8 3.75
financing investment Grade

Program No. 2 D Note Medical Unrated Sub- Mezzanine Note 13.2 6.00
financing investment Grade

MIS Program 1 C Note MIS investor  Unrated Sub- Senior 17.6 4.50
loans investment Grade Subordinated Note

MIS Program 1 D Note MIS investor  Unrated Sub- Junior 8.0 12.50
loans investment Grade Subordinated Note

Total 186.2

Source: The Fund’s investor presentation for half year results, 16 February 2009

Approximately 40 percent of the invested funds are in the Senior Subordinated Note in the
Lighthouse No.4 Trust margin lending program. The remainder of the Fund’s investments are in
other Senior Subordinated Notes, Mezzanine Notes and Junior Subordinated Notes.
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9.5 Asset classes

The composition of the Fund’s asset portfolio as at 31 December 2008 is shown below.

Figure 13: Asset portfolio composition
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Source: The Fund’s investor presentation for half year results, 16 February 2009
The four distinct asset classes are described below.

Margin lending

Margin lending comprised approximately 67 percent of the Fund’s invested funds as at 31
December 2008. Over the 12 months to 31 December 2008, there was an average of 2,207
margin calls valued at $92 million and 46 forced sales per month.

Margin lending is the practice of lending to retail investors for the purpose of purchasing a
portfolio of shares or other financial products. In Australia, margin lending is undertaken by the
major bank groups, some smaller bank groups, investment firms and securities brokers.

RBA statistics indicate that the Australian margin lending industry has grown from
approximately 84 thousand client accounts with a value of $6.7 billion at 30 September 2000 to
205 thousand client accounts with a value of $21.1 billion at 31 December 2008. The average
account size increased 29 percent, from $79,968 to $102,989 over the same period.

Over the 12 months to 31 December 2008, the total value of margin loans decreased by circa 44
percent from $37.8 billion at 31 December 2007, to $21.1 billion at 31 December 2008.
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The number of margin loans peaked in June 2008, at 206 thousand accounts with a value of
$31.9 billion while the average margin loan account size peaked in June 2007 at $194,265,
decreasing 47 percent to $102,989 in December 2008.

In the September 2008 quarter, the total number of margin loan accounts decreased for the first
time since June 2003, from 206 thousand to 202 thousand accounts. As at 31 December 2008,
the total number of margin loan accounts was 205 thousand.

Margin lending undertaken by banks in Australia is traditionally a lower risk activity. As at 4
June 2008, Australian banks had reported to APRA that they had not incurred any material
losses in their retail margin lending activities. While recent market volatility has led to
significant increases in the number of margin calls, banks have indicated to APRA that
borrowers are normally able to satisfy the margin calls.

Non-conforming mortgage lending

Non-conforming mortgage (NCM) lending comprised approximately 12 percent of the Fund’s
invested funds as at 31 December 2008. As at 31 December 2008, the portfolio had an average
loan-to-value ratio of 68.8 percent and a 40 month average seasoning.

NCMs are those mortgages lent to individuals who are outside the lending criteria of the
mainstream mortgage market. Individuals may fail to meet the lending criteria of mainstream
lenders because they are self-employed, working on a contract or casual basis, credit impaired,
have a record of bankruptcy, aged over 55 or are a temporary resident of Australia. In addition,
individuals may be unwilling or unable to supply verification of their income in which case they
may be granted a low-documentation mortgage. As a result, non-conforming loans generally
carry higher interest rates to compensate for the higher default risk.

The NCM market has a relatively short history in Australia dating back to 1999 and the
completion of a $100 million securitisation by Liberty Financial. Non-conforming lenders
typically fund their lending via securitisation, allowing large volumes of NCMs to be funded at
rates that are closer to those offered in the mainstream mortgage market.

The size of the current Australian NCM market may be estimated by the total outstanding
balance of residential mortgage loans underlying Australian prime and sub-prime RMBS as
compiled by Standard & Poor’s®.

Prime loans are residential mortgages that would generally be made by traditional residential
mortgage lenders in the Australian market and would usually be eligible to be covered by a
primary lenders’ mortgage insurance policy from a non-associated and rated mortgage insurer.

® Standard & Poor’s Australian RMBS Performance Watch Part 2
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As at 30 September 2008 the value of prime RMBS issued in the Australian market was $130.1
billion.

Sub-prime loans are residential mortgage loans to borrowers who would not typically qualify
for a loan from a traditional prime lender and generally not be eligible for lenders’ mortgage
insurance. Sub-prime loans include nonconforming loans and loans to borrowers with prior
credit impairments. They may also include low-doc loans. As at 30 September 2008 the value
of sub-prime RMBS issued in the Australian market was $5.4 billion.

Medical equipment financing

Medical equipment financing comprised approximately 7 percent of the Fund’s invested funds
as at 31 December 2008. The size of the current market in Australia is unknown.

Broadly, medical equipment financing programs provide funding to an entity that originates
receivables by providing specialist funding to medical practitioners and allied health
professionals such as doctors, dentists, radiologists and pharmacists. The receivables consist of
loans and leases which are used to finance medical equipment, motor vehicles, fixtures and fit-
outs for professional premises and health practices.

The leases are usually secured only against the purchased or leased equipment and as a result
there is exposure to the creditworthiness of the underlying borrower. To ensure that the chances
of borrower default and accordingly losses to the programs are minimised, the originator
conducts extensive analysis on each lending application.

MIS investor loans

MISs are offered to the public as tax effective investments, and are primarily targeted at
agricultural industries such as forestry and farming. MIS investor loans comprised
approximately 14 percent of the Fund’s invested funds as at 31 December 2008. As at 31
December 2008, the average loan size was approximately $46 thousand while the portfolio has a
32 month average seasoning.

The MIS investor loans have been made to individual investors for the purposes of investing in
a variety of agricultural MIS products including forestry, olive, vineyard and cattle projects. We
understand that in excess of 80 percent of the underlying investments are in the forestry
industry.

Investors are generally allowed to claim an immediate tax deduction for 100 percent of their
contributions to MISs in agribusiness projects and generally hold the investments until the
underlying agricultural business, such as a forest, is ready for harvest, at which point they are
entitled to the cash flows from their holding.

The MIS industry is reliant upon rulings by the Australian Taxation Office (ATO) regarding the
eligibility of a particular investment to be treated as a MIS for taxation purposes. In recent
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years, uncertainty has surrounded the treatment of MISs, significantly reducing new investment
in MISs.

On 17 October 2007, the ATO clarified its position in relation to MISs through Taxation Ruling
2007/8 (TR 2007/8). The ruling had the effect from 1 July 2008 of denying an upfront tax
deduction for agribusiness projects excluding those relating at least 70 percent to forestry.
However, on 19 December 2008, the Full Federal Court of Australia overturned the precedent in
TR 2007/8 by unanimously allowing a test case appeal which again allowed an upfront tax
deduction for agribusiness MISs.

Due to the nature of the investment, the majority of the individuals who invest in MISs are high
net worth individuals who are attracted to the tax-deductibility of the investments. Therefore,
the risks associated with loans made for the purpose of investing in MISs relate to the risk of
these high net worth individuals defaulting on the loans. In most cases, the loans are secured
against the assets underlying the MIS investment.

To the extent that the MIS investors are in default, the Fund has secondary exposure to the
industries underlying the MIS investments.

The MIS market in Australia has been negatively affected by uncertainty surrounding the tax
treatment of MIS investments and the current global financial crisis. Timbercorp Limited
(Timbercorp), one of Australia’s largest MIS managers, acknowledged there has been an
increase in the number of investors defaulting on their loan repayments, with overdue loan
amounts increasing by approximately 42 percent in FY2008.

Financial overview

We summarise in this section the Fund’s historical financial performance and financial position.

Financial performance

The Fund’s income statements for each of the two financial years ended 30 June 2008 and the
six months ended 31 December 2008 are set out in the table below. FY2007 represents the first
year of financial reporting for the Fund and covers only 10 months of operations.

This report was prepared by KPMG solely
for the purposes of a superseded transaction -
see the important notice on page 1 of Annexure A.

55



Adelaide Managed Funds
Independent expert report & Financial services guide
25 March 2009

Table 5: The Fund’s income statements

10 months 12 months 6 months

ended ended ended

30 Jun 2007 30 Jun 2008 31 Dec 2008

Audited Audited Audited

Actual Actual Actual

AIFRS AIFRS AIFRS

Income from investments 13,910 24,712 11,958
Interest income 1 107 -
Capitalised costs (80) (125) -
Interest income from second instalment 6,528 1,365 -
Total operating income 20,359 26,059 11,958
Operating expenses (1,323) (2,219) (1,155)
EBIT 19,036 23,840 10,803
Net interest revenue/(expense) (3,226) (1,429) (217)
Net profit attributable to unitholders 15,810 22,411 10,586
Finance costs - distribution to unitholders (9,282) (21,046) (10,586)
Change in net assets attributable to unitholders 6,528 1,365 0
Distribution paid per unit (cents) 1 9.24 21.10 11.00

Notes:
1 Total units on issue as at 30 June 2007, 30 June 2008 and 31 December 2008 was 100,000,000, 98,820,622
and 94,881,846 respectively

*Numbers may not add due to rounding

Source: The Fund’s 2008 Annual Report and 2009 Half Year Financial Report

In relation to the income statements outlined above, we note that:

e in FY2007, annualised Unitholder yield was 11.1 percent for the 10 months to June 2007
with cumulative cash returns of 9.24 cents per Unit (excluding accrued distribution payable
of 0.04 cents per unit) representing an effective yield of 4.8 percent above the average 30-
day BBSW for the financial year

e in FY2008, annualised Unitholder yield was 11.5 percent with cumulative cash returns of
21.1 cents per Unit representing an effective yield of 4.4 percent above the average 30-day
BBSW for the financial year

o finance income including income from investments grew in FY2008 by approximately 78
percent to $24.7 million. The growth was largely attributable to the Fund calling its second
instalment as outlined in the PDS on 31 August 2007 and being fully invested for the
majority of the period

e interest income grew in FY2008 to $107 thousand due to increased interest rates
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o for the half year to 31 December 2008, distributions totalling of 11 cents per Unit were paid
to Unitholders, representing a cash yield of 11 percent per annum.

Financial position

The Fund’s balance sheets at 30 June 2007, 30 June 2008 and 31 December 2008 are
summarised in the table below.

Table 6: The Fund’s balance sheets

30 Jun 2007 30 Jun 2008 31 Dec 2008

Audited Audited Audited

Actual Actual Actual

AIFRS AIFRS AIFRS

Cash and cash equivalents 6,217 6,656 5,786
Trade and other receivables 99,670 1,285 1,037
Investment Notes 190,581 191,023 186,564
Total assets 296,468 198,964 193,387
Trade and other payables 569 584 577
Interest bearing liabilities 98,700 1,250 2,500
Distribution payable 5,952 6,344 5,413
Total liabilities 105,221 8,178 8,490
Net assets 191,247 190,786 184,897
Unitholders' funds 184,719 182,894 177,005
Undistributed income 6,528 7,892 7,892
Net assets attributable to unitholders 191,247 190,786 184,897

Source: The Fund’s 2008 Annual Report and 2009 Half Year Financial Report

In relation to the balance sheets outlined above, we note that:

¢ Investment Notes are maintained on a “held-to-maturity” basis and are not required to be
marked to market

e cash and cash equivalents include cash at bank, bank deposits held at call and short term
investments with original maturity of three months or less

e trade and other receivables of approximately $100 million at 30 June 2007 resulted from the
Fund calling its second instalment of $1.00 per unit of the offer price on 31 August 2007.
Proceeds received from the second instalment were used to repay the majority of the Fund’s
interest bearing liabilities during FY2008

¢ there was no material change in the Fund’s asset mix during FY2008 with 49 percent of
assets shadow rated investment grade and 51 percent of assets non-investment grade
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e net assets attributable to Unitholders are represented by the residual interest in the Fund’s
assets after deducting its liabilities

e Unitholders’ funds decreased by $1.8 million in FY2008 and $5.9 million for the six months
to 31 December 2008 as a result of an on-market Unit buy-back by the Fund announced on
4 March 2008.

Changes in net assets attributable to Unitholders

The Fund’s statements of changes in net assets attributable to Unitholders are set out in the table
below.

Table 7: The Fund’s statements of changes in net assets attributable to Unitholders
30 Jun 2007 30 Jun 2008 31 Dec 2008

Audited Audited Audited

Actual Actual Actual

AIFRS AIFRS AIFRS

Net assets attributable to unitholders at the beginning of the year - 191,247 190,786
Units issued - first instalment 100,000 - -
Second instalment 92,107 - -
Unit buy back - (1,797) (5,889)
Capitalised issue costs (7,388) (29) -
Net profit attributable to unitholders 15,810 22,411 10,586
Distribution to unitholders (9,282) (21,046) (10,586)
Net assets attributable to unitholders at the end of the year 191,247 190,786 184,897

Source: The Fund’s 2008 Annual Report and 2009 Half Year Financial Report

In relation to the statements of changes in net assets outlined above, we note that:

e costs directly attributable to the issue of the Units are shown in net assets attributable to
Unitholders as a deduction from the proceeds of issuance

e net assets attributable to Unitholders decreased marginally by approximately 0.2 percent in
FY2008 and by circa 3 percent in the six months to 31 December 2008.

Cash flow statement
The Fund’s cash flow statements for each of the two financial years ended 30 June 2008 and for

the six months ended 31 December 2008 are summarised in the table below. FY2007 represents
the first year of financial reporting for the Fund and covers only 10 months of operations.
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Table 8: The Fund’s cash flow statements

12 months 6 months
ended ended
30 Jun 2007 30 Jun 2008 31 Dec 2008
Audited Audited Audited
Actual Actual Actual
AIFRS AIFRS AIFRS
Interest received on investments 12,634 23,928 12,019
Interest received on cash deposits 265 630 189
Interest expense on borrowings (3,173) (1,445) (208)
Manager fee paid (854) (2,167) (1,096)
GST refunded 72 169 64
Payments to service providers (271) (233) (105)
Net cash flows from operating activities 8,673 20,882 10,863
Investments acquired (195,443) (8,685) -
Investments repaid 5,005 8,120 4,422
Net cash flows used in investing activities (190,438) (565) 4,422
Receipts from unitholders 100,000 100,000 -
Unit buyback - (1,774) (5,889)
Payment for issue costs (7,388) - -
Distributions to unitholders (3,330) (20,654) (11,516)
Proceeds from borrowings 104,200 8,100 5,000
Repayment of borrowings (5,500) (105,550) (3,750)
Net cash flows from financing activities 187,982 (19,878) (16,155)
Net increase/(decrease) in cash and cash equivalents 6,217 439 (870)
Cash and cash equivalents at the beginning of the year /
half year - 6,217 6,656
Cash and cash equivalents at the end of the year /
half year 6,217 6,656 5,786
Note

*Numbers may not add due to rounding
Source: The Fund’s 2008 Annual Report and 2009 Half Year Financial Report

In relation to the table above, we note that:

e growth of approximately 140 percent in net cash flows from operating activities in FY2008
was primarily due to an increase in interest received on investments

o the decrease in net cash flows from financing activities in FY2008 was largely due to the
repayment of approximately $105 million in borrowings which was financed primarily
using $100 million received from the second instalment paid by Unitholders.
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Net tangible asset backing

At 31 December 2008, the NTA backing of the Fund was $1.951 per Unit, excluding the

announced distribution of 5.5 cents per Unit paid on 14 January 2009. The Fund’s NTA backing
per Unit since inception is set out below.

Table 9: Historical NTA backing per Unit

Aug 2006
Sep 2006
Dec 2006
Mar 2007
Jun 2007

Sep 2007
Dec 2007
Mar 2008
Jun 2008

Sep 2008
Dec 2008
Jan 2009

NTA backing per unit ($

0.929
0.936
0.927
0.954
0.927
1.967
1.927
1.931
1.932
1.953
1.951
1.966

Source: AMF ASX releases

In relation to the table above, we note Unitholders paid the second instalment of $1.00 per Unit
to the Fund on 31 August 2007 totalling $100 million which increased the NTA of the Fund and
the NTA backing per Unit.

The NTA backing per Unit since inception including the effect of the second instalment is set

out below.

Figure 14: Historical NTA backing per Unit
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Asset quality

Program arrears and cumulative losses recorded to 31 December 2008 were lower than those
forecast for each individual investment program except MIS investor loans, as shown in the
table below. The Fund’s investments are only impacted if actual cumulative losses on the
underlying portfolios are substantially higher than the current loss assumption as set out below.

Table 10: The Fund program arrears and cumulative losses

Actual losses Loss where Fund

recorded to 31 Current loss investment is
Investment Dec 2008 assumptions impacted
Margin lending 0.07% 0.35% >1.75% 25x
Non-conforming mortgages 0.19% 0.74% >1.30% 6.8x
Medical financing program No.1 0.82% 1.02% >1.87% 2.3X
Medical financing program No.2 0.34% 0.49% >4.15% 12.2x
MIS investor loans 3.15% 3.60% >4.82% 1.5x
Notes
1  Loss buffer multiple is calculated as the loss where Fund investment is impacted divided by actual losses to

date

Source: The Fund’s investor presentation for half year results, 16 February 2009
Capital structure
The Fund’s capital structure consists solely of Units listed on the ASX.
On 4 March 2008, the Fund announced that it would buy-back up to 10 million of its own Units
over the 12 month period to 17 March 2009. Prior to the announcement of the Proposal, the

Fund had bought back 5,118,154 Units for a total consideration of $7,621,891.43. Pursuant to
the Proposal, the Fund will cease the buy-back of the Units.

As at 31 December 2008, there were approximately 94.9 million Units on issue.

The following table provides a breakdown of the relevant interest held by substantial
Unitholders.

Table 11: Substantial Unitholders
% of issued

Unitholder Units held equity!
Challenger Managed Investments Ltd 11,655,773 12.3%
Queensland Investment Corporation 8,670,046 9.1%
Total 20,325,819 21.4%
Notes

1 Based on number of Units outstanding as at 31 December 2008, being 94,881,846

Source: ASX announcements
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As at 27 February 2008, the directors and management of the Fund held the following Units

(directly or indirectly).

Table 12: Directors’ and managements’ relevant interest as at 27 February 2008

Number of % of issued

Position units held units

J. Dawson Chairman - -

J. McPhee Director 90,723 0.10%

N. Fox Director 7,500 0.01%

A. Baum Director 10,000 0.01%
S. Treanor Director - -

B. Speirs Chief Executive Officer 10,000 0.01%

K. Masters Chief Investment Officer 50,000 0.05%

Total 168,223 0.18%

Source: The Fund’s 2008 Annual Report and ASX announcements

Trading performance

Recent market trading

The Fund’s price history and volume of trading for the one year period from 20 February 2008
to 27 February 2009 are set out below.

Figure 15: Prices and volume of trading in the Units
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For the 12 months prior to the announcement of the Proposal, the highest closing price for the
Units was $1.61 on 9 September 2008. During this period the Fund bought back 5,118,154
Units for a total consideration of $7.6 million.

Announcements made for the 12 months prior to 16 February 2009 that may have influenced
trading in the Units are noted in the table below.

Table 13: The Fund’s announcements

Date Announcement / publication

16 February 2009 Half year report and accounts released

5 November 2008 Unitholder briefing detailing strong asset performance

28 October 2008 Re-iteration that FY2009 forecast yield will be met

1 August 2008 Annual financial report and investor presentation released
11 April 2008 Change in Chairman of AMF Board

28 March 2008 The Fund raises the FY2008 cash distribution forecast

4 March 2008 Announcement of unit buy-back by the Fund

Source: FinAnalysis

Trading discount to NTA

The following graph shows the daily VWAP relative to the NTA per Unit from the date of
initial trading on 31 August 2006 and the relative discount.

Figure 16: Relative performance of the Units to the Fund’s NTA since IPO
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In relation to the graph above, we note that:
¢ the highest daily WV AP throughout the period was approximately $1.96 in August 2007

e since the second instalment on 31 August 2007, the Units have been trading at a discount to
their NTA backing with the daily Unit VWAP trending downward over this period

e the average discount to NTA backing over the period was approximately 13 percent while
the discount at 13 February 2009, the last day of trading prior to announcement of the
Proposal, (assuming the January NTA backing) was 40 per cent.

We note that over the same period as that set out in Figure 16, the spread between an aggregate
of 3 year BBB bond prices (as a proxy for the Fund’s underlying assets) and the 30 day Bank
Bill Rate has increased significantly, demonstrating an inverse relationship to the trend of the
Fund’s trading price relative to its NTA as demonstrated below. The increasing spread in
financial markets has contributed to the downward trend of the Fund’s trading price relative to
its NTA and therefore the market’s assessment of the Fund’s value.

Figure 17 : Spread of the 3 year BBB bond prices to the 1 month BBSW compared to the discount
of the Fund’s daily VWAP to NTA
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Trading after the announcement of the Proposal

The Proposal was announced before trading commenced on 16 February 2009. The immediate
result was an increase in the Fund’s unit price, from its close of $1.17 on 13 February 2009, to
$1.60 at the close of trading on 16 February 2009, an increase of 36.7 percent. Subsequently, the
Fund’s Unit price has traded between $1.52 and $1.58, closing at $1.56 on 27 February 20009.

Relative share price performance

The figure below details the trading performance of the Fund’s Units from the date of initial
trading on 31 August 2006 to 27 February 2009, relative to the S&P/ASX200 index.

Figure 18: The Fund’s relative Unit price performance
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Source: Bloomberg and AMF ASX media releases

In relation to the figure above, it is noted that over the period, the S&P/ASX 200 outperformed
the Units. The S&P/ASX index decreased by 30.4 percent from 31 August 2006 to 13 February
2009 (the day prior to the announcement), while the Fund’s Unit price decreased by 42 percent
over the same period.
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Unit distributions

Distributions made by the Fund to Unitholders are set out below.

Table 14: Unit distributions

Announcement Balance Distribution Cents Record

Date Date Type per Unit Date

14/12/2006 30/06/2007 Interim 3.33 29/12/2006 12/02/2007
19/06/2007 30/06/2007 Final 591 29/06/2007 10/08/2007
18/12/2007 30/06/2008 Interim 9.50 31/12/2007 14/01/2008
14/03/2008 30/06/2008 Q3 5.25 31/03/2008 14/04/2008
16/06/2008 30/06/2008 Q4 6.35" 30/06/2008 11/08/2008
17/09/2008 30/06/2009 Q1 5.50 30/09/2008 14/10/2008
18/12/2008 30/06/2009 Q2 5.50 31/12/2008 14/01/2009
Notes

1 This distribution was estimated to be 6.25 in the ASX announcement on 16 June 2008
Source: ASX announcements

Liquidity analysis

An analysis of the volume of trading in the Fund’s Units prior to the announcement of the
Proposal, in addition to the VWAP for the period following the announcement of the Proposal
on 16 February 2009 to 27 February 2009, is set out in the table below.

Volume of
shares
Average traded as a

number of | 9% of shares

% of shares in outstanding
(high) Price  VWAP Cumulative issued Issued non-free during
$ (low) $ $ volume capital capital float period’

Period 1 - 14 Feb 08 to 13 Feb 09 - Pre takeover proposal announcement period
1 week 1.18 1.15 1.16 193,760 0.20% 94,881,846 20,759,894 0.26%
1 month 1.23 1.15 1.19 1,619,445 1.71% 94,881,846 20,774,755 2.19%
3 months 1.35 1.15 1.22 3,155,964 3.33% 94,881,846 20,790,229 4.26%
6 months? 1.61 1.15 1.39 8,978,391 9.42% 95,265,227 21,002,214 12.09%
12 months® 1.68 1.15 1.39 21,375,097  21.98% 97,226,186 24,033,726 29.20%
Period 2 - 16 Feb 09 to 27 Feb 09 - Post takeover proposal announcement period
2 weeks 1.60 1.52 1.58 3,441,293 3.63% 94,881,846 20,524,277 4.63%
Notes

1  Excludes non-free float interests

2 During this period the Fund bought back 5,118,154 of its Units for total consideration of $7,621,891, equating to a
VWAP of $1.49

3 During this period the Fund bought back 3,666,776 of its Units for total consideration of $5,461,755, equating to a
VWAP of $1.49

Source: Bloomberg, IRESS, ASX announcements
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In relation to the table above, it is noted:

e the one week VWAP to 13 February 2009 was $1.16, with a high of $1.18 and a low of
$1.15, based on closing prices

e the three month VWAP to 13 February 2009 was $1.22, with a high of $1.35 and a low of
$1.15, based on closing prices

e the 12 month VWAP to 13 February 2009 was $1.39, with a high of $1.68 and a low of
$1.15, based on closing prices

e inthe 12 month period to 13 February 2009, 21.98 percent of the Units or approximately
21.38 million Units were traded

o the two week VWAP following the announcement was $1.58, with a high of $1.60 and a
low of $1.52, based on closing prices.

It is noted that prior to the announcement of the Proposal, the Fund had bought back 5,118,154
Units for a total consideration of $7.6 million, which is highlighted by the reducing balance of
the cumulative value in the table above.

In assessing the liquidity in the trading of the Units, it is noted that approximately 21.4 percent
of the Units are held by two substantial Unitholders who have engaged in minimal trading of the
Units over the last 12 months. Therefore, the balance of the Unitholders, who accounted for
78.6 percent of the Unit register, had an effective turnover of approximately 22 percent of total
issued Units in the 12 months to 13 February 2009 or 29.2 percent excluding the non-free float
interests.

Based on this analysis, the Fund’s Units have demonstrated a low level of liquidity.
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Assessment of the underlying value of the Fund
Valuation methodology

We have assessed the value of the Fund as at 31 December 2008, by aggregating the value of
the Fund’s Investment Notes and the other assets and liabilities at this date. We have also
compared our assessed value of the Fund to the Fund’s NTA.

The principal assets of the Fund comprise its investments in the Investment Notes which are
securities backed by a range of high yielding assets, including margin loans, agricultural MIS
investor loans, non-conforming mortgages and medical equipment financing loans and leases.
As discussed in Section 6.4, we have adopted the DCF method in assessing the underlying value
of the Investment Notes. In this regard, we have:

o been provided with a financial model by AMF (Model) which forms the basis of our opinion
e considered the reasonableness of data items adopted

o reviewed the application of the valuation methodology in the Model including consideration
of the methodology employed to derive the value of the Investment Notes and the
consistency between the Model structure and the operation of the Investment Notes

e compared the key assumptions adopted for the Investment Notes and loan portfolios to
industry benchmarks

o performed a sensitivity analysis to assess the effects of changes in key value drivers on the
present value of the loan portfolios using the projected cash flows, a range of discount rates
(BBSW plus a margin) and a range of loan loss rates

e calculated a value range for the Investment Notes having regard to the medium scenario of
the sensitivity analysis and a value range based on two standard deviations around the
medium scenario.

Other assets and liabilities, such as cash and trade receivables, have been valued separately as
discussed later in this section.

Valuation assessment of the Investment Notes
Overview of the Model

The Model calculates the cash flows from principal, interest and fees on the entire loan portfolio
transferred to the note trust and payment obligations to payables and Noteholders based on
projected cash flows and the ranking of the claims on the cash flows from the loan portfolio.
The projections have been rolled forward on a monthly basis over the term of the portfolio, and
discounted to derive the present value of the Investment Notes.
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The Model comprises four key elements, which include:

e inputs: the Model includes assumptions required to model the loan portfolios. These
assumptions include the loan pool size, loss rates, prepayment rates, the BBSW rate and
margins for the loans, the fee structure and the loss distribution profile. The two key
assumptions that materially affect the market value of the Investment Notes are the loss
rates and the prepayment rates. These assumptions are discussed further below. The margins
of the loans in the underlying portfolios generally do not vary during the life of the loans
and, together with the other assumptions, generate the projected cash flows of the
Investment Notes. The margin assumptions for the loans are different to the issued margins
of the Investment Notes. The issued margins of the Investment Notes materially affect the
value of the Investment Notes and these are discussed further below. The other assumptions
used to model the loan portfolios are either not variable and therefore do not impact the
valuation or are not material

¢ pool profile: the Model projects the future scheduled repayments, prepayments, losses and
closing balances of the pool

o cash flow projections: the Model projects the cash flows available for each Investment Note.
Cash flows are divided into various categories in order to determine the cash flows expected
to be paid to Noteholders. A liquidity reserve and principal drawings are used to meet
expected cash flow mismatches and shortfalls

o present value calculations: the present value of the cash flows to the various Noteholders
are calculated by applying a discount rate (BBSW plus a margin) to the monthly expected
Investment Note cash flows. As noted above, the discount rate and more specifically the
margin adopted in the discount rate materially affects the market value of the Investment
Notes. The margin assumptions are discussed further below.

In undertaking our assessment, we have not undertaken an audit of the Model nor have we
received external sign-off from a third party on the underlying mathematical integrity of the
Model.

Sensitivity analysis

The Fund’s Investment Notes are highly specialised and there is limited market data available
against which to benchmark margins and loss rates for such loan portfolios. Furthermore,
following the onset of the global financial crisis and the severe restrictions in the asset
securitisation market, access to such information has been further restricted.

For this reason, KPMG has performed a sensitivity analysis on the Investment Notes to assess
the effects of changes in the key assumptions that impact the present value of the Invesetment
Notes (i.e. loss rates and prepayment assumptions of the loan portfolios and the margin used in
the discount rate).
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The sensitivity analysis has three scenarios, comprising of:

e mild scenario: the most favourable margins and loss rates are applied to the Investment
Notes based on historical issue parameters, which would generate a higher price relative to
current market conditions

e medium scenario: this scenario adopts the average of the mild and severe margin and loss
rate assumptions

e severe scenario: this scenario is based on the observed data, market information and
conservative assumptions.

A discussion on the margins and loss rates is set out below. We have also considered and
discussed below the effect of conditional prepayment rates on the Investment Notes.

Margins

The issued margins of each Investment Note is summarised in the following table:

Table 25: The Investment Note’s issued margins
Asset category Balance Shadow rating Issued margin over
($M) 1mth BBSW (%)

Lighthouse No.4 Trust Margin lending 75.0 BBB 1.25

Lighthouse No.4 Trust Margin lending 50.1 BB 12.50

Q10 Trust E Note Mortgage portfolio 10.5 BB (Standard & 3.75
Poor’s)

Q10 Trust F Note Mortgage portfolio 11.0 B (Standard & 6.00
Poor’s)

Program No. 2 D Note Medical financing 13.2 BB- 6.00

MIS Program 1 C Note MIS investor loans 17.6 BBB- 4.50

MIS Program 1 D Note MIS investor loans 8.0 Not rated 12.50

Source: AMF and KPMG analysis

The issued margins over the 1 month BBSW are lower than current margins as illustrated in the
table below which provides indicative current margins for various ratings.

Table 26: Illustrative margins

Shadow rating Notes Current approximate margin over 1mth Source
BBSW (%)
BBB 1 4.50 RBA
BB 1 7.00 RBA
BB- 2 10.00 Market consensus
B 2 15.00 Market consensus
Notes

1 RBA Pricing Issuance Graph, 2008 data
2 Anecdotal market consensus data compiled by KPMG
Source: RBA and KPMG analysis
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KPMG determined the input data for the valuation based on available market information. In
regard to the margins used in the severe scenario, we note the following:

o the BBB rated Lighthouse No.4 Trust Senior Subordinated Note and BBB- rated MIS
Program 1 C Note were based on margins of comparably rated asset-backed securities

¢ the severe scenario margins for the Lighthouse Trust No. 4 Trust Junior Subordinated Note
and the MIS Program D Note were determined by the relative movement in the BB margin
between the issue dates and current dates

e asthe Q10 Trust E and F Notes are the most closely related Notes to available RMBS
issues, we have used their shadow ratings to establish the conservative margin range for the
severe scenario based on market data

e we considered the Program No. 2 Note as likely to be lower risk than Q10 Trust F Note,
given its higher rating. Nevertheless, we have adopted the same upper margin as the Q10
Trust F Note for the severe scenario to be conservative.

The range of margins used in the sensitivity analysis is set out in the table below.

Table 27: Sensitivity analysis margin ranges

Balance Shadow Issued margin over Sensitivity analysis
($M) rating 1mth BBSW (%)  margin range over 1 mth
Lighthouse No.4 75.0 BBB 1.25 1.25-4.50
Trust
Lighthouse No.4 50.1 BB 12.50 12.50 - 18.00
Trust
Q10 Trust E Note 10.5 BB (Standard 3.75 3.75-10.00
& Poor’s)
Q10 Trust F Note 11.0 B (Standard & 6.00 6.00 - 15.00
Poor’s)
Program No. 2 D 13.2 BB- 6.00 6.00 - 15.00
Note
MIS Program 1 C 17.6 BBB- 4.50 4.50 - 10.00
Note
MIS Program 1 D 8.0 Not rated 12.50 12.50 - 20.00
Note

Source: AMF and KPMG analysis

Expected loss rate applied to the loan assets pool

The expected loss rate refers to the proportion of the pool that is expected to go into default. The
loss rate adopted in the Model is estimated based on internal historical loss data and current
market observations relating to the loans making up the underlying portfolio.
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KPMG adopted a range of expected loss rates in the sensitivity analysis as set out in the table
below. We also performed stress tests on the loss rates in each underlying portfolio in order to
ascertain at which point the Investment Notes incurred losses which we believed were material.

Table 28: Sensitivity analysis loss rate assumptions

Actual losses Fund loss Sensitivity Loss where

recorded to 31 assumptions @nalysis loss rates  Notes materially
Investment Dec 2008 (%) (%) impacted (%)
Lighthouse No. 4 - Sen_ior Note 007 035 0.4 >6.90
Lighthouse No. 4 — Junior Note >8.50
Q10 Trust E and F Notes 0.19 0.74 0.74 - 2.96 >0.74
Program No.2 D Note 0.34 0.49 1.00-5.00 >5.50
MIS Program 1 C and D Notes 3.15 3.60 10.00 >15.00

Source: AMF and KPMG analysis
Conditional prepayment rates

The conditional prepayment rate (CPR) refers to the propensity for borrowers to repay their
loans before the contracted term. The potential for early repayment of loans presents a risk to
the lender as it introduces uncertainty in future cash flows.

We have reviewed the CPRs for the margin lending, medical financing and non-conforming
mortgage portfolios and have concluded that these are reasonable.

Due to the unique nature of the MIS loan portfolios, there is no observable benchmark rates
which we can compare the CPR adopted in the Model. We note that there is a material
difference between the CPR and repayment schedule applied in the Model compared to those
commonly observed for residential mortgage pool CPRs. In our view, this difference appears
reasonable due to the fundamental differences in the expected behaviour of borrowers and
general market characteristics of MIS loans compared to residential mortgages. Specifically, the
borrower base underlying MIS Program 1 C and D Notes is more specialised, with borrowers
largely driven by tax incentives. Further, due to a relative lack of institutions which provide
loans of this nature, loans are relatively more difficult to refinance. These factors may contribute
to a significantly lower prepayment rate compared to those observed for residential mortgage
pools.
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Assessed value of the Investment Notes

In order to assess the market values for the Investment Notes, we established both the stressed
range and reasonable range for the unit price. The lower and upper limits for the price per unit,
determined from the mild and severe scenarios respectively, are interpreted as stressed
representations of the market price. We assume that the probability of estimating the market
value correctly is normally distributed with these two limits representing a two standard
deviation confidence level. That is to say, we have a 95 percent chance of getting the market
value within these limits. Based on this assumption, we estimate that the reasonable range for
the market value lies within plus or minus one standard deviation of the medium scenario.

Using this method, our assessed market values of the Investment Notes as at 31 December 2008
is between $162.3 million to $175.5 million having regard to:

e an assessed value of the Investment Notes based on a plus or minus one standard deviation
spread (i.e. two standard deviations) from the medium scenario for all Investment Notes
other than the Program No. 1 B Note

e anassessed value of the Program No. 1 B Note of $0.8 million, which was the outstanding
principal balance as at 31 December 2008. The Trust Manager of this Investment Note has
indicated that it will exercise the voluntary clean-up call which is expected to occur before
the end of March 2009. Accordingly, the Program No. 1 B Note is expected to be repaid in
full before April 20009.

Assessment of the value of the other assets and liabilities

We set out below an overview of the other assets and liabilities of the Fund, other than the
Investment Notes.

Table 29: Summary of assessed market value of the Fund’s other assets and liabilities
Value ($ million)
Book Assessed

Asset/Liability Description

value value
Cash Short term asset Cash at bank 5.8 5.8
Trade and other receivables  Short term asset GST and accrued interest 1.0 1.0
Interest payable and
Trade and other payables Short term liability Manager/Responsible Entity fee (0.6) (0.6)
Interest bearing liabilities Short term liability External interest bearing debt (2.5) (2.5)
31 December 2008 distribution
Distribution payable Short term liability payable and accrued distribution (5.4) (5.4)
Total assets and liabilities (excluding Investment Notes) 1.7) 1.7)

Source: The Fund's 2009 Half Year Financial Report and KPMG analysis

The Fund’s assets and liabilities (excluding the Investment Notes) are all short term financial
assets or liabilities and accordingly we consider the book value of these assets and liabilities to
provide a reasonable indication of their market value.
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Valuation summary

Based on the valuation methodology summarised in Section 12.1 we have assessed the total
value of the Fund as at 31 December 2008 to be in the range of $160.6 million to $173.9
million. This equates to value per Unit of between $1.692 and $1.832, with a midpoint of
$1.762 per Unit.

Table 30: Summary of assessed market value of the Fund and its Units

Total value ($ million)

Low value High
value
Investment Notes 162.3 175.5
Add:
Cash 5.8 5.8
Trade and other receivables 1.0 1.0
Less:
Trade and other payables (0.6) (0.6)
Interest bearing liabilities (2.5) (2.5)
Distribution payable (5.4) (5.4)
Total unitholder value 160.6 173.9
Number of units (million) 94.9 94.9
Value per unit ($) 1.692 1.832
Note
*Numbers may not add due to rounding
Source: KPMG analysis
Comparison to NTA
The assessed value per Unit of $1.692 and $1.832 as at 31 December 2008 is between $0.119
and $0.259, or between 6.1 percent and 13.3 percent, less than the Unit’s NTA as at 31
December 2008 of $1.951.
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Table 31: Comparison of the assessed value of the Units with the NTA per Unit

($ million)

High NTA as at 31

value Dec 2008

Investment Notes 162.3 1755 186.6
Add:

Cash 5.8 5.8 5.8

Trade and other receivables 1.0 1.0 1.0
Less:

Trade and other payables (0.6) (0.6) (0.6)

Interest bearing liabilities (2.5) (2.5) (2.5)

Distribution payable (5.4) (5.4) (54)

Total Fund value 160.6 173.9 184.9

Number of Units (million) 94.9 94.9 94.9

Value per Unit ($) 1.692 1.832 1.951
Note

*Numbers may not add due to rounding

Source: KPMG analysis and the Funds 2009 Half Year Financial Report

The difference between the value of the Units and the NTA per Unit relates to AMF’s
accounting policy. AMF’s accounting policy is to value its investments on a held to maturity
basis, based on historical cost. All of the Investment Notes were recognised at their face value
for the purposes of the accounts prepared as at 31 December 2008.

We note that the Fund’s NTA per Unit of $1.951 as at 31 December 2008 is greater than the
ascribed value of BEN CPS consideration offered by the Proposal of $1.835 per Unit. AMF
management have advised that this reflects the differing valuation perspectives (held to maturity
for the financial accounts and a market value for the Proposal).
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Appendix 1 — KPMG Disclosures
Qualifications

KPMBG is the holder of an Australian Financial Services Licence, No 246901, under the
Corporations Act 2001 and is controlled by the KPMG partnership.

The individuals responsible for the preparation of this report are Don Manifold, Lilian Look and
Paul Lichtenstein.

Don Manifold is a partner in the KPMG Partnership and is an Executive Director of KPMG. He
holds a holds a Bachelor of Economics (Accounting) with honours, a Master of Business
Administration from the Australian Graduate School of Management and is a Member of the
Institute of Chartered Accountants in Australia. Don has over 10 years experience in the
provision of merger and acquisition advice and considerable experience in the valuation of
shares and businesses.

Lilian Look is a partner in the KPMG Partnership and is an Executive Director of KPMG. She
holds a Bachelor of Economics and a Bachelor of Laws, is a Fellow of the Financial Services
Institute of Australasia and is an Associate of CPA Australia. Lilian has over 10 years
experience in the preparation of valuations and expert reports on the valuation of shares and
businesses.

Paul Lichtenstein is a partner in KPMG’s Risk Advisory Services practice and leads KPMG’s
credit risk advisory practice in Australia. Paul holds a Bachelor of Economics, a Graduate
Diploma in Finance and is a member of the Institute of Chartered Accountants in Australia. Paul
has an extensive background in credit risk management including credit process design and
enhancement, credit quality reviews and the development of credit risk management tools and
models.

Disclaimers

It is not intended that this report should be used or relied upon for any purpose other than
KPMG’s opinion as to whether the Proposal is in fair and reasonable to Unitholders. KPMG
expressly disclaims any liability to any Unitholder who relies or purports to rely on the report
for any other purpose and to any other party who relies or purports to rely on the report for any
purpose whatsoever.

Other than this report, neither KPMG nor the KPMG Partnership has been involved in the
preparation of the Explanatory Memorandum. Accordingly, we take no responsibility for the
content of the Explanatory Memorandum as a whole.
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Independence

KPMG is entitled to receive a fee of $130,000, excluding GST, for the preparation of this report.
Except for these fees, KPMG has not received and will not receive any pecuniary or other
benefit whether direct or indirect for or in connection with the preparation of this report.

In addition to this report, the KPMG Partnership is entitled to receive not more than $85,000 for
the separate taxation advice on the tax implications of the Proposal for BEN.

Over the two years prior to the date of this report, KPMG and the KPMG Partnership have:
e undertaken no other work for the Fund

e undertaken various other professional assignments for BEN including an independent
expert’s report, a valuation of intangible assets and general corporate taxation advice.

A number of such assignments were on-going during the preparation of this report. Other than
this report and separate taxation advice on the tax implications of the Proposal for BEN
shareholders, none of these assignments related to any aspect of the Proposal.

Further, employees of KPMG, the KPMG Partnership and its affiliated entities may hold Units
in the Fund. However, no individual involved in the preparation of this report, or review thereof,
holds a material direct interest in the Units of the Fund. With the exception of these matters,
neither KPMG or the KPMG Partnership will receive any other benefits, whether directly or
indirectly, for or in connection with the making of this report.

During the course of this engagement, KPMG provided draft copies of this report to
management of AMF, as Responsible Entity of the Fund for comment as to factual accuracy, as
opposed to opinions, which are the responsibility of KPMG alone. Changes made to this report
as a result of these reviews have not changed the opinions reached by KPMG.

Consent

KPMG consents to the inclusion of this report in the form and context in which it is included
with the Explanatory Memorandum to be issued to the Unitholders. Neither the whole nor the
any part of this report nor any reference thereto may be included in any other document without
the prior written consent of KPMG as to the form and context in which it appears.

Indemnity

AMF, as Responsible Entity of the Fund, has agreed to indemnify and hold harmless KPMG,
the KPMG Partnership and/or KPMG entities related to the KPMG Partnership against any and
all losses, claims, costs, expenses, actions, demands, damages, liabilities or any other
proceedings, whatsoever incurred by KPMG, the KPMG Partnership and/or KPMG entities
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related to the KPMG Partnership in respect of any claim by a third party arising from or
connected to any breach by AMF of AMF’s obligations.

AMF, as Responsible Entity for the Fund, has also agreed that KPMG, the KPMG Partnership
and/or KPMG entities related to the KPMG Partnership shall not be liable for any losses,
claims, expenses, actions, demands, damages, liabilities or any other proceedings arising out of
reliance on any information provided by you or any of your representatives, which is false,
misleading or incomplete. AMF, as Responsible Entity for the Fund, has agreed to indemnify
and hold harmless KPMG, the KPMG Partnership and/or KPMG entities related to the KPMG
Partnership from any such liabilities we may have to AMF/and or the Fund or any third party as
a result of reliance by KPMG, the KPMG Partnership and/or KPMG entities related to the
KPMG Partnership on any information provided by AMF or any of AMF’s representatives,
which is false, misleading or incomplete.
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Appendix 2 — Sources of information

In preparing this report, we have considered, inter alia, the following main sources of
information:

The Fund
o annual reports for the years ended 30 June 2007 and 2008

¢ half year report for the six months ended 31 December 2008

e various ASX announcements for the Fund

e various press releases, public announcements, media and analyst presentation material and
other public filings by the Fund.

BEN

e annual reports for the years ended 30 June 2007 and 2008

o half year report for the six months ended 31 December 2008
e BEN website

e various ASX announcements for BEN

e various press releases, public announcements, media and analyst presentation material and
other public filings by BEN.

Industry

e various data series and publications from the Australian Bureau of Statistics and the RBA

¢ various publications and financial information from APRA and the Australian Office of
Financial Management

e various data from CBA Spectrum
e various information from the Australian Securitisation Forum
e various KPMG Financial Institutions Performance Surveys

e various newspaper and media reports pertaining to the banking and asset securitisation
industries.
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General

o latest draft copy of the Explanatory Memorandum dated 25 February 2009 in relation to the
Proposal

o financial information from Bloomberg and IRESS

¢ financial information and reports from FinAnalysis and Connect 4

e publications from Standard & Poor’s

e various broker, independent expert and analysts reports and company websites.
We have had discussions with the AMF’s management team including:

e Mr Bruce Speirs, Chief Executive Officer

e Mr Kym Masters, Chief Investment Officer

e Mr Mark McKay, Portfolio Manager.

In addition, we have had discussions with AMF’s Independent Directors, being:

e Mr Stephen Treanor

e Ms Nancy Fox.
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Appendix 3 — Overview of valuation methodologies
Capitalisation of Earnings

An earnings based approach estimates a sustainable level of future earnings for a business
(maintainable earnings) and applies an appropriate multiple to those earnings, capitalising them
into a value for the business. The earnings bases to which a multiple is commonly applied
include Earnings Before Interest, Taxation, Depreciation and Amortisation (EBITDA), Earnings
Before Interest and Taxation (EBIT) and Net Profit After Taxation (NPAT).

In considering the maintainable earnings of the business being valued, factors to be taken into
account include whether the historical performance of the business reflects the expected level of
future operating performance, particularly in cases of continued development or when
significant changes occur in the operating environment and when the underlying business is
cyclical.

With regard to the multiples applied in an earnings based valuation, they are generally based on
data from listed companies and recent transactions in a comparable sector, with appropriate
adjustment after consideration has been given to the specific characteristics of the business
being valued.

The multiples derived for comparable quoted companies are generally based on share prices
reflective of the trades of small parcels of shares. As such, they generally reflect multiples
reflective of the prices at which portfolio interests change hands. That is there is no premium for
control incorporated within such pricing. They may also be impacted by the level of liquidity in
trading of the particular stock. Accordingly, when valuing a business en bloc (i.e. 100 percent) it
is appropriate to also reference the multiples achieved in recent transactions, where a control
premium and breadth of purchaser interest are more fully reflected.

An earnings approach is effectively a proxy for the DCF valuation approach. It may be used as a
primary valuation approach where the business subject to valuation is a stable business
operating in a relatively mature or developed industry, or to provide a market cross-check to the
conclusions reached under a theoretical DCF approach. An earnings approach is also commonly
adopted when sufficiently reliable forecast information to undertake a DCF is not available.

Net assets or cost based methodology

Under a net assets or cost based approach, total value is based on the sum of the net asset value
or the costs incurred in developing a business to date, plus, if appropriate, a premium to reflect
the value of intangible assets not recorded on the balance sheet.

Net asset value is determined by marking every asset and liability on (and off) the company’s
balance sheet to current market values.
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A premium is added, if appropriate, to the marked-to-market net asset value, reflecting the
profitability, market position and the overall attractiveness of the business. The net asset value,
including any premium, can be matched to the “book” net asset value, to give a P/BV, which
can then be compared to that of similar transactions or quoted companies.

A net asset or cost based methodology is most appropriate for businesses where the value lies in
the underlying assets and not the ongoing operations of the business (e.g. real estate holding
companies). A net asset approach is also useful as a cross-check to assess the relative riskiness
of the business (e.g. through measures such as levels of tangible asset backing).

DCF methodology

Value is future oriented and accordingly the theoretically correct manner to assess value is to
consider future earnings potential of a business. Under a DCF approach, forecast cash flows are
discounted back to the valuation date, generating a net present value for the cash flow stream of
the business. A terminal value at the end of the explicit forecast period is then determined and
that value is also discounted back to the valuation date and added to the net present value of the
cash flow stream to give an overall value for the business.

In a DCF valuation, the forecast period should be of such a length to enable the business to
achieve a stabilised level of earnings, or to be reflective of an entire operation cycle for more
cyclical industries. Typically a forecast period of at least five years is required, although this can
vary by industry and by sector within a given industry.

Discount rate

The rate at which the future cash flows are discounted (the Discount Rate) should reflect not
only the time value of money, but also the risk associated with the business’ future operations.
This means that in order for a DCF to produce a sensible valuation figure, the quality of the
underlying cash flow forecasts is fundamental.

The Discount Rate typically employed is the Weighted Average Cost of Capital of the business,
reflecting an optimal (as opposed to actual) financing structure, which is applied to unleveraged
cash flows and results in an enterprise value for the business. Alternatively, in certain
circumstances, it is more appropriate to apply an equity approach, which takes the business’ cost
of equity and applies it to leveraged cash flows to determine an equity value for the business.

Terminal value

In calculating the terminal value, regard must be had to the business’ potential for further
growth beyond the explicit forecast period. The “constant growth model”, which applies an
expected constant level of growth to the cash flow forecast in the last year of the forecast period
and assumes such growth is achieved in perpetuity, is a common method. The terminal value
calculation should be cross-checked for reasonableness against implied exit multiples.
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Industry specific methodology

Depending on the industry in which the business operates, an industry specific approach may be
appropriate in assessing value. Industry specific methodologies typically involve the application
of a ‘rule of thumb’, which is accepted within the industry as an appropriate basis for
benchmarking value.

Industry specific methodologies typically involve the application of a multiplier to an operating
metric such as revenue, customer numbers or funds under management.

The multiplier applied is determined with reference to common perception in the market, which
is supported through empirical evidence from recently completed transactions.

An industry specific methodology is most appropriate as a cross-check of the value determined
by applying one of the above methodologies as a primary methodology.

Enterprise or Equity Value

Depending on the valuation approach selected and the treatment of the business’ existing debt
position, the valuation range calculated will result in either an enterprise value or an equity
value being determined.

An enterprise value reflects the value of the whole of the business (i.e. the total assets of the
business including fixed assets, working capital and goodwill/intangibles) that accrues to the
providers of both debt and equity. An enterprise value will be calculated if a multiple is applied
to unleveraged earnings (i.e. Revenue, EBITDA, EBIT) or unleveraged free cash flow.

An equity value reflects the value that accrues to the equity holders. To compare an enterprise
value to an equity value, the level of net debt must be deducted from the enterprise value. An
equity value will be calculated if a multiple is applied to leveraged earnings (i.e. Net Profit after
Taxation) or free cash flow, post debt servicing.

Monte Carlo simulation

This methodology is common market practice in the valuation of equity options, especially
where conditions or hurdles are dependent upon the future value of the security.

The Monte Carlo method is a procedure for repeatedly sampling potential random movements
in a security’s price. Using this repeated random sample in conjunction with certain forecast and
historical data (such as interest rates, dividend yields and volatility), it is possible to form a
probability distribution of a security’s price at a particular time in the future and hence estimate
the average or mean security price at this time.

The underlying model of the stock’s behaviour used in this method is geometric Brownian
motion. The random movements in the security’s price are predicted using a random draw from
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a standard normal distribution. The key inputs in a Monte Carlo simulation are the initial stock
price, the drift rate (generally the risk free rate less the net dividend yield) and the volatility
exhibited by the stock price.
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