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Pacific First Mortgage Fund 

Directors

Responsible Entity

The Directors' of Trilogy Funds Management Limited (Responsible Entity), the Responsible Entity
of the Pacific First Mortgage Fund (Scheme), present their report together with the financial
statements of the Scheme for the year ended 30 June 2014.

The Responsible Entity is incorporated and domiciled in Australia. The registered office and
principal place of business of the Responsible Entity and the Scheme is:

Directors' report

Level 23, 10 Eagle Street, Brisbane, Queensland

Experience and special responsibilities

The names of the directors in office at any time during, or since the end of the financial year are:

Chairman of the Audit, Compliance and Risk Management
Committee
Former partner with Mallesons Stephen Jaques (now King &
Wood Mallesons)
Mr Willcocks is a non-executive director of several public
companies, including APAC Resources Limited and ARC
Exploration Limited
Chairman - Responsible Entity since 9 October 2009

Name and qualifications

Member of the Compliance Committee
Mr Ryan is a solicitor and member of the Queensland Law
Society Inc.
Former partner of a Brisbane law firm
Mr Ryan is a director of several private companies
Director – Responsible Entity since 13 October 1997

Robert M Willcocks
Independent Non-
Executive
Chairman
BA, LL.B, LL.M

Philip A Ryan
Executive Director and 
Company Secretary
LL.B, Grad Dip Leg Prac, 
FTIA, FFIN

John C Barry
Executive Director
BA, ACA

Member of the Audit, Compliance and Risk Management
Committee
Former executive director of Challenger International Limited
Mr Bacon is a former director of several public and private
companies including, Financial Services Institute of Australasia.
Director – Responsible Entity since 9 July 2004

Member of the Audit, Compliance and Risk Management
Committee
Former executive director of Challenger International Limited
Mr Barry is a director of several public and private companies,
including Chairman of Westpac RE Limited
Director – Responsible Entity since 9 July 2004

Rodger I Bacon
Executive Deputy 
Chairman
BCom(Merit), AICD, SFFin

Member of the Audit, Compliance and Risk Management
Committee
Member of the Lending Committee
Consultant to several major public and private companies
providing development management services
Director – Responsible Entity since 29 July 2008

Rohan C Butcher
Non-Executive Director
Grad Dip PM, BASc(QS), 
Registered Builder, 
Licensed Real Estate 
Agent
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Pacific First Mortgage Fund 
Directors' report

54

The principal activity of the Scheme during the financial year was the management of registered
first mortgage loans and their secured assets located in Australia. There has been no significant
change in the nature of this activity during the year.

Principal activities

Review of operations and results

The net loss attributable to unitholders for the year ended 30 June 2014 totalled $18,424,767
(2013: Loss $12,312,569). The loss for the year is primarily attributable to impairment losses
incurred on principal and interest balances of mortgage loans held by the Scheme which
amounted to $20,550,492 (2013: $17,855,503). The impairment losses are comprised of
impairments to interest receivable of $4,840,160 (2013: $10,199,025) and mortgage loan
impairments of $15,710,332 (2013: $7,656,478).

Impairment losses incurred on mortgage loans have arisen as a result of the underlying security
properties proving difficult to realise due to subdued demand in the regions in which they are
located. A further contributing factor is the continuing accrual of statutory costs (primarily, land tax
and body corporate levies) in respect of real property securing the Scheme's mortgage assets,
chiefly in the state of Victoria, the majority of which have been inherited from the previous
Responsible Entity. The slow realisation process, due to market conditions, exacerbates the
diminution of the security properties due to the incremental accrual of statutory costs (which must
be repaid in full on settlement of sale transactions) and corresponding reduction in the net
realisable value.

An analysis of impaired mortgage loans was carried out during the period and at balance date to
reflect the recoverable value of mortgage loans and interest receivable on those loans. The
impairment losses recorded represent estimates of losses that may be incurred based on a
number of assumptions, including amounts that may be received upon repayment or sale of the
security properties and the period until funds are returned. In the current economic climate there is
uncertainty as to the amount that could be realised on the sale of security properties, and the time
it may take to achieve a sale. Accordingly, actual impairment losses incurred may differ
significantly from these estimates. 

The Scheme is a registered managed investment scheme domiciled in Australia.  

The Scheme did not have any employees during the year.

Acquisition of Commercial Precinct at Martha Cove
During the period the Scheme established a new loan facility with an existing defaulting borrower,
Indigo (Martha Cove Marina Land Owner) Pty Ltd (Receivers and Managers Appointed) (Indigo) at
the request of Messr Ken Whittingham of PPB Advisory, jointly appointed receiver and manager of
Indigo. The funds were advanced to enable the acquisition of lots S22, S23 and S24, located at 3
The Cove, Safety Beach Victoria (Commercial Precinct), which settled on 10 December 2013.

Directors (continued)
Peter Arnold
Executive Director

Director of CYRE Trilogy Investment Management Pty Limited,
a joint venture formed in 2011 between the Responsible Entity
and Notgrove Holdings Pty Limited
Director of Trilogy Property Partners (Briars) Pty Limited
Former Executive Director of Austgrowth Property Syndicates
Limited and Austgrowth Investment Management Pty Limited
Appointed Director - Responsible Entity on 4 September 2014

Financial overview
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Pacific First Mortgage Fund 
Directors' report

Distributions

Litigation recovery right (LRR)

Acquisition of Commercial Precinct at Martha Cove (continued)

During the year no units were issued (2013: nil), and no units were redeemed from the Scheme
under its hardship policy (2013: nil). The Scheme had on issue 879,122,759 units as at 30 June
2014 (2013: 879,122,759).

The Scheme's finance facility was extinguished on 25 July 2013 and as a result the finance facility
has been closed.

Indirect cost ratio

Units on issue

All unitholders were issued a LRR, for nil value, for each ordinary unit held in the Scheme on 15
March 2011. The LRR is a separate and transferrable entitlement that has been created to ensure
all unitholders retain the right to their pro rata share of any net proceeds resulting from successful
litigation undertaken. The Scheme held 887,040,412 LRR units as at 30 June 2014 (2013:
887,040,412), and no further LRR units were issued during the year (2013: nil), nor were any
redeemed (2013: nil).

Review of operations and results (continued)

The Indirect Cost Ratio (ICR) is the ratio of the Scheme’s management costs over the Scheme’s
average net assets for the year, expressed as a percentage.

The Directors of the Former Responsible Entity resolved on 13 October 2008 that the Scheme
was a non-liquid registered managed investment scheme in accordance with the Constitution and
the Corporations Act 2001.  

The Responsible Entity suspended the Scheme's ASIC approved hardship policy and as a result
no hardship payments were made during the year, nor were any units redeemed (2013: nil).

Hardship policy

Income distributions to unitholders were suspended by the the Directors of City Pacific Limited
(Former Responsible Entity) in July 2008. Consequently no income distributions were paid or
payable to unitholders during the financial year (2013: nil).

The acquisition of the Commercial Precinct enabled the reunification of the commercial heart of
Martha Cove, thereby bringing the entire relevant precinct under the control of the Scheme as a
cohesive land parcel. The Directors believe this re-amalgamation will significantly enhance the
number, value and quality of the Scheme's exit options and the acquisition was therefore
considered to be in the best interests of the Scheme and unitholders.

As at 30 June 2014 the total amount of funds advanced on the loan is $4,230,884.

During the year the Responsible Entity on behalf of the Scheme processed return of capital
payments totalling $8,791,228 (2013: $6,593,421) to unitholders. The return of capital did not
result in any redemption of units.

Repayment of finance facility

Non-liquid Scheme

The ICR for the Scheme for the year ended 30 June 2014 is 1.51% p.a. (2013: 1.71% p.a.).
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2014 2013
$ $

Responsible Entity management fees 1,331,470  1,846,279 
Responsible Entity management fees (i) (368,238) (448,624)

 963,232  1,397,655 

 200,688  270,525 
 200,688  270,525 

(i) The Responsible Entity has only brought to account a reduced management fee in accordance
with its commitment to firstly return $0.04 per unit to unitholders in April 2011, and a further $0.04
per unit in October 2011. The Responsible Entity has excluded the unpaid portion of the
scheduled capital repayments from the gross asset value of the Scheme for the purpose of
calculating the management fee.

The following fees were paid to the Responsible Entity out of Scheme property during the financial
year (Refer Note 13(c)).

The operations of the Scheme are not subject to any particular or significant environmental
regulation under a law of the Commonwealth or of a State or Territory. There have been no
known significant breaches of any other environmental requirements applicable to the Scheme.

It is the intention of the Responsible Entity to continue to realise the Scheme's assets on an
orderly basis, and to return the net proceeds to unitholders (subject to liquidity and any potential
outstanding claims). Upon the realisation of all secured assets, together with the finalisation of all
litigation actions, the Responsible Entity will commence the wind-up of the Scheme.

Expenses incurred by the Responsible Entity and reimbursed by the 
Scheme (ii)

Other than the matters detailed in the Litigation and contingent liabilities section below, there has
not arisen in the interval between the end of the financial year and the date of this report any item,
transaction or event of a material and unusual nature likely, in the opinion of the Responsible
Entity, to affect significantly the operations of the Scheme, the results of those operations, or the
state of affairs of the Scheme, in future financial years.

(ii) The Scheme engages an external custodian, and an external provider for registry, investor
queries, and processing of distributions for which those service providers levy a fee. The
Responsible Entity has ensured that the total of this fee for external custodian and maintenance of
registry has not exceeded 12 basis points (bps) (plus GST less RITC) of the total gross asset
value (calculated on a monthly basis) of the Scheme. Where these costs have exceeded the
12bps charge, the Scheme has incurred a reduction in its management fee for the equivalent
amount.

Other fees and expenses 

Significant changes in the state of affairs

Events subsequent to the end of the reporting year

The basis for valuation of the Scheme's major assets is discussed in Note 8 to the financial
statements.

Responsible Entity fees

Responsible Entity management fees

In the opinion of the Responsible Entity there were no significant changes in the state of affairs of
the Scheme that occurred during the financial year.

Likely developments and expected results of operations

Environmental regulation

The Responsible Entity (including its associates) does not hold any units in the Scheme as at 30
June 2014 (2013: nil).
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(i)

(ii)

(a)

(b)

Claim against former directors and officers of City Pacific Limited 

Granted over unissued units in the Scheme during or since the end of the financial year;
or

During the financial year, the Responsible Entity paid an insurance premium in respect of a
contract insuring each of the officers of the Responsible Entity. The amount of the premium is,
under the terms of the insurance contract, confidential. The liabilities insured include costs and
expenses that may be incurred in defending civil or criminal proceedings that may be brought
against the officers in their capacity as officers of the Responsible Entity or related body
corporates.  This insurance premium does not cover auditors.

Trilogy Funds Management Limited in its capacity as Responsible Entity of the Scheme is
pursuing a claim against former credit committee members and directors of City Pacific Limited
(Receivers and Managers Appointed) (In Liquidation), the previous Responsible Entity of the
Scheme (Former Responsible Entity).

Litigation and contingent liabilities

The Scheme has not indemnified any auditor of the Scheme.

Options
No options were:

any liability for costs and expenses which may be incurred by that person in defending civil
or criminal proceedings in which judgment is given in that person’s favour, or in which the
person is acquitted, or in the connection with an application in relation to any such
proceedings in which the court grants relief to the person under the Corporations Act
2001; and

Under the Scheme constitution the Responsible Entity is required to indemnify all current and
former officers of the Responsible Entity (but not including auditors) out of the property of the
Responsible Entity against:

Indemnification

Granted to the Responsible Entity.

Indemnification of Officers

No units were issued in the Scheme during or since the end of the financial year as a result of the
exercise of an option over unissued units in the Scheme.

No unissued units in the Scheme were under option as at the date on which this report is made.

Class action law firm Maurice Blackburn has been retained by the Responsible Entity to act for the
Scheme. The original $60 million claim was filed on 27 April 2012 in the Federal Court in Sydney.
The claim alleges breaches by the former directors and officers of their statutory duties under the
Corporations Act 2001. At the centre of the original claim were loans provided by the Former
Responsible Entity to borrowing entities Bullish Bear Holdings Pty Ltd (Receiver and Manager
Appointed) (In Liquidation) (Bullish Bear) and Atkinson Gore Agricultural Pty Ltd (Receiver and
Manager Appointed) (AGA) between 2006 and 2009, which culminated in substantial losses to the
Scheme.

Insurance premiums

a liability incurred by the person, as an officer of the Responsible Entity or of a related
body corporate, to another person (other than the Responsible Entity or a related body
corporate) unless the liability arises out of conduct involving a lack of good faith.
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Subsequent hearings of the trial took place before Justice Wigney over two three-day periods,
commencing 15 April 2014 and 2 June 2014, with closing oral submissions being heard on 16, 17
and 18 July 2014. Justice Wigney has reserved judgment on the matter and at the date of this
report it is unknown when it will be handed down.

Claim against Minter Ellison Gold Coast 

The Responsible Entity's claim alleges that, in entering into this co-lending arrangement, the
Former Responsible Entity failed to adhere to the Scheme’s Constitution and Product Disclosure
Statement, and was therefore in breach of the Corporations Act 2001. The Responsible Entity
contends that by reason of Minter Ellison’s involvement in the alleged contravention of the
Corporations Act it ought to compensate the Scheme for losses suffered in connection with the SP
Marina loan.

The claim was served on Minter Ellison on 3 April 2014 with the first directions hearing taking
place before Justice Jacobson in Sydney on 8 May 2014. The Responsible Entity continues to
prepare its evidence and will provide an update to unitholders on the status of the claim when
further information comes to hand.

On 2 April 2014 Maurice Blackburn lodged a claim for the Responsible Entity on behalf of the
Scheme against law firm Minter Ellison Gold Coast (Minter Ellison). The claim was made in
respect of losses sustained by the Scheme following a co-lending transaction in favour of SP
Marina Pty Ltd (In Liquidation) (SP Marina) in relation to the purchase of “Mariner’s Cove Marina”
(Asset 32), located at 60-70 Seaworld Drive, Main Beach Queensland (Mariner’s Cove). 

Claim against undisclosed third party
On 25 September 2014 Piper Alderman lodged a claim for the Responsible Entity on behalf of the
Scheme against an undisclosed third party. At the date of this report the extent of the claim has
not yet been settled with the Scheme's legal counsel and as such precludes the names of any
parties involved from being disclosed. Details of the claim will be advised to unitholders in due
course.

The initial phase of the matter commenced on 10 March 2014 and was conducted over an 8-day
period (Initial Hearing) before his Honour Justice Wigney in the Federal Court in Sydney. The
Initial Hearing dealt with matters relating to lending decisions made by former directors and
officers of the Former Responsible Entity in regard to the Scheme’s loan to AGA. 890 documents,
comprising over 9300 pages, were tendered to the court in the Initial Hearing. The issues
addressed in the Initial Hearing included the conduct of former directors and officers at the time of
approving increases in the AGA facility and the decision process undertaken by them.

Kosho Pty Ltd (In Liquidation) and City Co Pty Ltd (In Liquidation)
As disclosed in the 2013 Annual financial report, proceedings were commenced in May 2010 in
the Supreme Court of Queensland (Court) by Kosho Pty Ltd (In Liquidation) (Kosho), a borrower
of the Fund, and City Co Pty Ltd (In Liquidation), a third party mortgagor of the Fund (collectively,
the Kosho parties), against the Responsible Entity.

Litigation and contingent liabilities (continued)

Claim against former directors and officers of City Pacific Limited  (continued)
On 22 May 2013 the Responsible Entity narrowed its original claim by removing the $16.9 million
(plus interest) claim in respect of the Bullish Bear loan facility to focus on the core claims arising
from loan advances made to AGA, which amount to $37.1 million (plus interest). The Responsible
Entity was able to resist an application lodged by the defendants on 15 May 2013 to transfer the
action to the Supreme Court of Queensland, where a separate action is pursued by the
Responsible Entity against the guarantors of the Bullish Bear loan facility.
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Philip A Ryan Roger I Bacon
Executive Director Executive Deputy Chairman
Dated: Dated: 3 October 2014
Brisbane Brisbane

3 October 2014

The Auditor’s independence declaration is set out on page 8 and forms part of the Directors’ report
for the year ended 30 June 2014.

This report is made in accordance with a resolution of the Directors of the Responsible Entity.

On 26 June 2013 the Kosho parties appealed to the Queensland Court of Appeal and on 11 July
2013 the Responsible Entity cross-appealed. Subsequently, on 16 July 2013 the Kosho parties
notified the Court of Appeal that they wished to discontinue the appeal and agreed to the
Responsible Entity's costs of the appeal. On 13 September 2013 orders were made by the Court
of Appeal formally dismissing the appeal and cross appeal with costs. The appeal proceedings are
now finalised and this matter has concluded.

Kosho Pty Ltd (In Liquidation) and City Co Pty Ltd (In Liquidation) (continued)

Auditor’s independence declaration

Litigation and contingent liabilities (continued)

The Kosho parties alleged that the Responsible Entity, amongst other things, had breached the
finance facility granted by the Scheme to Kosho. All claims, except one resulting in the
Responsible Entity being ordered to pay nominal damages of $10, were dismissed by the Court.
On 26 June 2013 the Court made orders to that effect and the Kosho parties were required to pay
a proportion of the Responsible Entity's legal costs.
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DECLARATION OF INDEPENDENCE BY PAUL GALLAGHER TO THE DIRECTORS OF TRILOGY FUNDS 

MANAGEMENT LIMITED AS RESPONSIBLE ENTITY FOR THE PACIFIC FIRST MORTGAGE FUND 

 

As lead auditor of Pacific First Mortgage Fund for the year ended 30 June 2014, I declare that, to the 

best of my knowledge and belief, there have been no contraventions of: 

• the auditor independence requirements of the Corporations Act 2001 in relation to the audit; and 

• any applicable code of professional conduct in relation to the audit. 

 

 

 

 

P A Gallagher 

Director 

 

BDO Audit Pty Ltd 

 

Brisbane, 3 October 2014 

 

 



Note 2014 2013
$ $

Revenue and other income
Interest revenue - mortgage loans 7,463,306     10,214,691   
Interest revenue - cash and cash equivalents 87,875         138,222        

 7,551,181  10,352,913 

Expenses
Auditor's remuneration 4 (132,388) (161,389)
Impairment losses:
•  Trade and other receivables 6 (4,840,160) (10,199,025)
•  Investment in financial assets - mortgage loans 8 (15,710,332) (7,656,478)
•  Net movement in fair value - investment property 7 - (7,853)
Other expenses (4,279,335) (2,515,690)
Responsible Entity management fees 13(c) (963,232) (1,397,655)

(25,925,447) (21,938,090)
Loss for the year before finance costs (18,374,266) (11,585,177)

Finance costs:
•  Bank line fees - (109,303)
•  Interest expense (50,501) (618,089)

(50,501) (727,392)
Loss for the year attributable to unitholders (18,424,767) (12,312,569)

Other comprehensive income:
Other comprehensive income - - 
Total comprehensive income for the year 
attributable to unitholders (18,424,767) (12,312,569)

Pacific First Mortgage Fund 

For the year ended 30 June 2014

The Statement of profit or loss and other comprehensive income is to be read in conjunction with the 
accompanying notes to the financial statements.

Statement of profit or loss and other comprehensive income

9



2014 2013
$ $

Assets
Cash and cash equivalents 5 4,349,837  579,847 
Trade and other receivables 6 816,684  19,387 
Mortgage loans 8 66,614,555  101,028,087 
Investment property 7 - - 
Total assets 71,781,076  101,627,321 

Liabilities
Trade and other payables 9 1,165,393  988,597 
Borrowings 10 -  2,807,046 
Total liabilities (excluding liabilities attributable 
to unitholders)  1,165,393  3,795,643 
Net assets attributable to unitholders 11 70,615,683  97,831,678 
Total liabilities  71,781,076  101,627,321 

The Statement of financial position is to be read in conjunction with the accompanying notes to the financial 
statements.

Pacific First Mortgage Fund 

Note

As at 30 June 2014
Statement of financial position
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2014 2013
Note $ $

Cash flows from operating activities
Interest received - mortgage loans 1,044,137 - 
Interest received - financial institutions 87,875  156,730 
Responsible entity fees (1,530,133) (1,687,864)
Other costs paid (4,516,316) (2,214,003)
Finance costs (59,083) (789,508)
Net cash used in operating activities 12 (4,973,520) (4,534,645)

Cash flows from investing activities
Mortgage loan funds advanced (9,580,974) (5,089,161)
Mortgage loan funds repaid 29,922,758  23,252,763 
Proceeds from disposal of investment property -  209,648 

Net cash provided by investing activities  20,341,784  18,373,250 

Cash flows from financing activities
Repayment of borrowings (2,807,046) (16,192,954)
Payments for return of capital to unitholders (8,791,228) (6,593,421)
Net cash used in financing activities (11,598,274) (22,786,375)

Net increase/(decrease) in cash held 3,769,990 (8,947,770)
Cash at beginning of financial year 579,847  9,527,617 
Cash at end of financial year 5 4,349,837  579,847 

Pacific First Mortgage Fund 

For the year ended 30 June 2014

The Statement of cash flows is to be read in conjunction with the accompanying notes to the financial 
statements.

Statement of cash flows
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(a)

(b)

(c)

• 
• 
• 

Note 2

The financial statements were approved by the Board of Directors of Trilogy Funds Management Limited on 3
October 2014.

Basis of preparation

The preparation of financial statements requires management to make judgements, estimates and assumptions
that affect the application of accounting policies and the reported amounts of assets, liabilities, income and
expenses.  Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised and in any future period affected.

Key assumptions and sources of estimation

Pacific First Mortgage Fund 
Notes to the financial statements

Note 6: Impairment losses (interest receivable);

Note 3 Significant accounting policies

These financial statements are presented in Australian dollars, which is the Scheme's functional currency.
Functional and presentation currency

Note 8: Impairment losses (mortgage loans); and

In particular, information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have most significant effect on the amounts recognised are disclosed in:

It is the intention of Trilogy Funds Management Limited (Responsible Entity) to wind-up the Scheme following the
eventual sale of all secured assets held by the Scheme (Refer Note 8).

In adopting the wind-up basis of reporting, the assets are stated at their anticipated settlement amounts. The
estimated net residual value of the asset represents the Responsible Entity's best estimate of the recoverable
value of assets, net of selling expenses. Given the uncertainties in valuing assets on a wind-up basis, it is likely
that the valuation of assets included in these financial statements may differ from actual values on realisation.

Note 14(a): Financial risk management (credit risk).

For the year ended 30 June 2014

Reporting entity

The accounting policies set out below have been applied consistently to all periods presented in these financial
statements, unless otherwise stated. The Scheme has not early adopted any accounting standard.

The financial statements are a general purpose financial report which has been prepared in accordance with
Australian Accounting Standards including Australian Accounting Interpretations adopted by the Australian
Accounting Standards Board and the Act. The financial statements of the Scheme comply with International
Financial Reporting Standards and interpretations in their entirety.

Statement of compliance

Note 1
The Pacific First Mortgage Fund (Scheme) is a registered managed investment scheme under the Corporations
Act 2001 (Act). The financial statements of the Scheme are for the year ended 30 June 2014, and have been
prepared on a wind-up basis rather than on a going concern basis. Under the wind-up basis of reporting, assets
and liabilities are presented in decreasing order of liquidity and are not distinguished between current and non-
current. The Scheme is a for-profit entity.

The Scheme was constituted on 23 June 1998 and will terminate on 23 June 2078, unless terminated in
accordance with the Scheme's Constitution. At this time, the Scheme is to realise all assets and satisfy all
liabilities, with surplus funds being distributed to unitholders. 

12
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Notes to the financial statements
For the year ended 30 June 2014

(a)

(b)

(ii) Recognition

(vi) Specific instruments

Financial assets, other than those at fair value through profit or loss, are assessed for indicators of impairment at
the end of each reporting period. Financial assets are considered to be impaired when there is objective evidence
that, as a result of one or more events that occurred after the initial recognition of the financial asset, the
estimated future cash flows of the investment have been affected.

The Scheme uses the weighted average method to determine realised gains and losses on derecognition of
financial assets.

(v)  Derecognition

Revenue and income recognition

Significant accounting policies (continued)

Cash comprises current deposits with banks. Cash equivalents are short-term highly liquid investments that are
readily convertible to known amounts of cash, are subject to an insignificant risk of changes in value, and are held
for the purpose of meeting short-term cash commitments rather than for investment or other purposes.

A financial liability is derecognised when the obligation specified in the contract is discharged, cancelled or
expires.

An impairment loss in respect of a receivable carried at amortised cost is reversed if the subsequent increase in
recoverable amount can be related objectively to an event occurring after the impairment loss was recognised.

Financial instruments are measured initially at fair value plus transaction costs. Transaction costs on financial
assets and financial liabilities are amortised over the life of the asset or liability using the effective interest method.

Financial instruments

(i) Classification

Note 3

Revenue is recognised and measured at the fair value of the consideration received or receivable to the extent it
is probable that the economic benefits will flow to the Scheme and the revenue can be reliably measured. The
following specific recognition criteria must also be met before income is recognised.

(iv)  Impairments

Investments and financial assets in the scope of AASB 139 Financial Instruments: Recognition and Measurement
are categorised as either financial assets at fair value through profit or loss, loans and receivables, held-to-
maturity investments, or available-for-sale financial assets. The classification depends on the purpose for which
the investments were acquired or originated. Designation is re-evaluated at each reporting date, but there are
restrictions on reclassifying to other categories.

Financial liabilities, other than those at fair value through profit or loss, are measured at amortised cost using the
effective interest rate.

(iii) Measurement

Cash and cash equivalents

The Scheme derecognises a financial asset when the contractual rights to the cash flows from the financial asset
expire or it transfers the financial asset and the transfer qualifies for derecognition in accordance with AASB 139.

The Scheme recognises financial assets and financial liabilities on the date it becomes a party to the contractual
provisions of the instrument.

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognised initially at fair value plus any directly attributable transaction costs. Financial
assets classified as loans and receivables subsequently are carried at amortised cost using the effective interest
rate method, less impairment losses, if any.

Financial assets are recognised using trade date accounting. From this date any gains and losses arising from
changes in fair value of the financial assets or financial liabilities are recorded.

13



Pacific First Mortgage Fund 
Notes to the financial statements
For the year ended 30 June 2014

(b)

(c)

(d)

(e)

(f)

(g)

Unit prices

Under current legislation the Scheme is not subject to income tax as its taxable income including assessable
realised capital gains is distributed in full to the unitholders. The Scheme fully distributes its distributable income,
calculated in accordance with the Scheme’s constitution and applicable taxation legislation, to the unitholders who
are presently entitled to the income under the constitution.

 - attend and vote at meetings of unitholders; and

(i) Interest revenue - mortgage loans and interest revenue

Rental revenue from operating leases is recognised on a straight line basis over the lease term. When the
Scheme provides lease incentives to tenants, the cost of the incentives are recognised over the lease term on a
straight line basis, as a reduction of property rental revenue.

Note 3 Significant accounting policies (continued)

Financial instruments held at fair value may include unrealised capital gains. Should such a gain be realised that
portion of the gain that is subject to capital gains tax will be distributed so that the Scheme is not subject to capital
gains tax.

Taxation

The unit price is based on unit price accounting outlined in the Scheme's Constitution and Product Disclosure
Statement (PDS), now withdrawn.

Revenue and income recognition (continued)

(ii) Rental income

(iii) Changes in the fair value of investments

Revenue is recognised as the interest accrues (using the effective interest rate method) to the net carrying
amount of the financial asset.
All revenue is stated net of the amount of goods and services tax (GST).

Net gains or losses on investments held for trading or designated as at fair value through profit or loss are
calculated as the difference between the fair value at sale, or at year end, and the fair value at the previous
valuation point. This includes both realised and unrealised gains and losses, but does not include interest or
dividend revenue.

Expenses
All expenses, including management fees, are recognised in the profit or loss on an accruals basis.

Realised capital losses are not distributed to unitholders but are retained in the Scheme to be offset against any
future realised capital gains. If realised capital gains exceeds realised capital losses the excess is distributed to
the unitholders.

Non-distributable income is transferred directly to net assets attributable to unitholders. This balance represents
unrealised gains and losses due to the change in the fair value of investments. These gains and losses have
been recognised in the Statement of profit or loss in either the current or a previous period, and have not been
distributed to unitholders.

The Scheme is not required to complete a Statement of changes in equity as all unitholder funds have been
classified as a financial liability.

Terms and conditions of units on issue
Each unit confers upon the unitholder an equal interest in the Scheme and is of equal value. A unit does not
confer an interest in any particular asset or investment of the Scheme. Unitholders have various rights under the
Constitution and the Corporations Act 2001, including the right to:

 - receive income and capital distributions;

 - participate in the termination and winding up of the Scheme.

Increase/decrease in net assets attributable to unitholders 

 - have their units redeemed at the conclusion of the Scheme;
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(g)

(h)

(i)

(j)

(k)

(l)

(m)

Trade and other payables

Significant accounting policies (continued)

Payables are stated with the amount of GST included.

At the end of each reporting period, the Responsible Entity assesses whether there is any indication that an asset
maybe impaired. The assessment will include considering external and internal sources of information. If such an
indication exists, an impairment test is carried out on the asset by comparing the recoverable amount of the asset
to its carrying value. Any excess of the asset’s carrying value over its recoverable amount is expensed to the
profit or loss.

Note 3

Once the gains and losses have been realised, these items are distributed to unitholders. Income recognition
differences consist of accrued income not yet assessable, expenses provided or accrued which are not yet
deductible, net capital losses and tax free or tax deferred income.

Ordinary units

Where it is not possible to estimate the recoverable amount of an individual asset, the Responsible Entity
estimates the recoverable amount of the cash-generating unit to which the asset belongs.

Borrowing costs

Units issued to unitholders represent a right to an individual share in the Scheme and does not extend to a right to
the underlying assets of the Scheme.  

Litigation recovery right (LRR)

The GST recoverable from the ATO is included in trade and other receivables, while GST payable to the ATO is
included in trade and other payables, both of which are presented in the statement of financial position.

Cash flows are included in the statement of cash flows on a gross basis.

Rental income, management fees, custody fees and other expenses are recognised net of the amount of GST
recoverable from the Australian Taxation Office (ATO) as a reduced input tax credit (RITC).

All other borrowing costs are recognised in the profit or loss in the period in which they are incurred.

The LRR is a separate and transferrable entitlement that has been created to ensure all unitholders retain the right
to their pro rata share of any net proceeds resulting from successful litigation undertaken.  

Trade and other receivables
Receivables are recorded at amortised cost less impairment and may include amounts for distributions and
interest. Distributions are accrued when the right to receive payment is established. Interest is accrued at the
reporting date from the time of last payment. Amounts are generally received within 30 days of being recorded as
receivables.

Increase/decrease in net assets attributable to unitholders (continued)

Borrowing costs directly attributable to the acquisition, construction or production of assets that necessarily take a
substantial period of time to prepare for their intended use or sale, are added to the cost of those assets, until
such time as the assets are substantially ready for their intended use or sale.

Impairment of assets

Trade and other payables represent the liability outstanding at the end of the reporting period for goods and
services received by the Scheme during the reporting period, which remains unpaid. The balance is recognised
as a current liability with the amounts normally paid within 30 days of recognition of the liability.

Goods and services tax

Issued units
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(n)

(o)

(p)

Comparative figures

New Accounting Standards and Interpretations not yet mandatory or early adopted

Investment property

Note 3

Investment property is derecognised either when they have been disposed of or when the investment property is
permanently withdrawn from use and no future economic benefit is expected from its disposal. Any gains or
losses on the retirement or disposal of an investment property are recognised in the Statement of profit or loss
and other comprehensive income in the year or retirement or disposal.

When required by Accounting Standards, comparative figures have been adjusted to conform to changes in
presentation for the current year.

AASB 13 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction in the principal (or most advantageous) market at the measurement date under current market
conditions. Fair value under AASB 13 is an exit price regardless of whether that price is directly observable or
estimated using another valuation technique. Also, AASB 13 includes extensive disclosure requirements. 

Significant accounting policies (continued)

AASB 13 requires prospective application from 1 July 2013. In addition, specific transitional provisions were given
to entities such that they need not apply the disclosure requirements set out in the Standard in comparative
information provided for periods before the initial application of the Standard. In accordance with these transitional
provisions, the Scheme has not made any new disclosures required by AASB 13 for the 2013 comparative period.
Other than the additional disclosures, the application of AASB 13 does not have any material impact on the
amounts recognised in the financial statements. 

The fair value of investment property is disclosed separately in the notes with valuations of fair value being
conducted periodically but at least triennially by external independent valuers who apply the International
Valuation Standards as issued by the International Valuations Standards Committee. 

The Scheme has applied AASB 13 for the first time in the current year. AASB 13 establishes a single source of
guidance for fair value measurements and disclosures about fair value measurements. The scope of AASB 13 is
broad; the fair value measurement requirements of AASB 13 apply to both financial instrument items and non-
financial instrument items for which other AASBs require or permit fair value measurements and disclosures about
fair value measurements, except for share-based payment transactions that are within the scope of AASB 2
‘Share-based Payment’, leasing transactions that are within the scope of AASB 117 ‘Leases’, and measurements
that have some similarities to fair value but are not fair value (e.g. net realisable value for the purposes of
measuring inventories or value in use for impairment assessment purposes). 

The Scheme has applied the following Standards and Interpretations for the first time in the current reporting
period:

(i) AASB 13 ‘Fair Value Measurement’ and AASB 2011-8 ‘Amendments to Australian Accounting Standards 
arising from AASB 13’ 

Investment property is initially recorded at cost, including transaction costs. The carrying amount includes the
cost of replacing part of an existing investment property at the time that cost is incurred if the recognition criteria
are met, and excludes the costs of day-to-day servicing of an investment property. Subsequent to initial
recognition, investment properties are stated at fair value, being the estimated price that would be received on
sale in an orderly transaction between market participants at the reporting date. Gains or losses arising from
changes in the fair value of investment property are recognised in the statement of comprehensive income in the
year in which they arise. 
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(q)

2014 2013
$ $

 110,688  120,470 

•  17,200  16,700 

 127,888  137,170 

 - other services (i)

•  4,500  24,219 
 4,500  24,219 

 132,388  161,389 

Cash at bank  4,349,837  579,847 
 4,349,837  579,847 

1.16% 0.13%

Significant accounting policies (continued)

 - audit and review of the financial reports of the Scheme

The cash liquidity of the Scheme (i)

New Accounting Standards and Interpretations not yet mandatory or early adopted
Australian Accounting Standards and Interpretations that have recently been issued or amended but are not yet
mandatory, have not been early adopted by the Scheme during the current period. The Scheme's assessment of
the impact of these new or amended Accounting Standards and Interpretations, most relevant to the Scheme, are
set out below:

This standard and its consequential amendments are applicable to annual reporting periods beginning on or after
1 January 2017 and completes phase I of the IASB's project to replace IAS 39 (being the international equivalent
to AASB 139 'Financial Instruments: Recognition and Measurement'). This standard introduces new classification
and measurement models for financial assets, using a single approach to determine whether a financial asset is
measured at amortised cost or fair value. The accounting for financial liabilities continues to be classified and
measured in accordance with AASB 139, with one exception, being that the portion of a change of fair value
relating to the entity’s own credit risk is to be presented in other comprehensive income unless it would create an
accounting mismatch. The Scheme will adopt this standard from 1 July 2017 but the impact of its adoption is yet
to be assessed by the Scheme.

(i) AASB 9 Financial Instruments, 2009-11 Amendments to Australian Accounting Standards arising from AASB 9, 
2010-7 Amendments to Australian Accounting Standards arising from AASB 9 and 2012-6 Amendments to 
Australian Accounting Standards arising from AASB 9

Note 3

During the year the following fees were paid or payable for services provided by 
the auditor of the Scheme, BDO Audit Pty Ltd:

compliance plan audit

Cash and cash equivalents

Auditor's remuneration

(i) Cash liquidity is calculated by dividing cash and cash equivalents by the total assets (excluding impairments) of
the Scheme.

Note 4

(i) Taxation services have been undertaken by PricewaterhouseCoopers (2013: BDO (QLD) Pty Ltd, a related
practice of BDO Audit Pty Ltd).  

Note 5

 - other assurance services in relation to the Scheme 

taxation services
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2014 2013
$ $

 71,712,102  93,278,721 
(70,901,679) (93,263,055)

 810,423  15,666 
 6,261  3,721 

 816,684  19,387 

(a)

Opening 
balance

Charge for 
the year

Amounts 
written off

Closing 
balance

$ $ $ $

 93,263,055  4,840,160 (27,201,536)  70,901,679 
 93,263,055  4,840,160 (27,201,536) 70,901,679     

 118,760,876  10,199,025 (35,696,846) 93,263,055     
 118,760,876  10,199,025 (35,696,846)  93,263,055 

• Valuations of security properties completed by registered valuers;
• Appraisals from real estate agents;
• Actual sale prices realised on completed projects; 
• Recent offers to purchase security properties arising out of marketing campaigns; 
• Current market conditions as at 30 June 2014;
• Status of individual loans; and
• Estimated time to realise mortgage loans and interest receivable.

(b)

Note 6

The Responsible Entity considers that, based on evidence available as at 30 June 2014, the net impaired interest
on remaining mortgage loans should be recovered in full and accordingly no further impairment losses are
required to be recorded.

Property markets

In assessing whether interest receivable on mortgage loans may be impaired, the Responsible Entity's
considerations included but were not limited to:

Impairment losses

These impairment losses represent estimates of losses that may be incurred based on a number of assumptions
including amounts that may be received upon repayment or sale of the security property and the period until funds
are returned. In the current economic conditions there is uncertainty as to the amount that could be realised on
the sale of security properties, and the time it may take to achieve a sale. Accordingly, actual impairment losses
incurred may differ significantly from these estimates.

Impairments

Movement in the provision for impairment of receivables is as follows:

2014

Trade and other receivables

Interest receivables - mortgages

Interest receivables - mortgages

At 30 June 2014, as part of the annual balance date review procedures, the Scheme recorded impairment losses
in respect of interest receivable of $4,840,160 (2013: $10,199,025) for the year. During the year the repayment of
7 (2013: 8) mortgage loans resulted in realised impairment losses of $27,201,536 (2013: $35,696,846) in respect
of interest receivable.

Other receivables

Interest receivable - mortgage loans

2013

The ongoing volatility in Australia’s property markets (particularly those pockets in which the properties securing
the Scheme's residual mortgage assets are located) may negatively impact asset values in the future, however,
these financial statements set out the financial position as at the reporting date based on available evidence and
accounting estimates.

It is common knowledge that property markets throughout Australia and particularly in south east Queensland
and south east Victoria have been difficult in recent times, particularly over the past 4 years.

18



Pacific First Mortgage Fund 
Notes to the financial statements
For the year ended 30 June 2014

(b)

2014 2013
$ $

Opening balance at 1 July - 217,500         
Refund of deposit monies held - (209,647)
Fair value movement - (7,853)
Closing balance at 30 June - - 

(a) Future minimum lease payments receivable from non-cancellable operating lease
The Scheme does not hold any receivables from non-cancellable operating leases.

Investment in financial assets

 298,485,591  369,386,192 
(231,871,036) (268,358,105)

 66,614,555  101,028,087 

 298,485,591  369,386,192 
 298,485,591  369,386,192 

Trade and other receivables (continued)

In the case of mortgage assets secured by real property at Martha Cove, unitholders should also refer to Note
14(a).

Impairment losses

Held directly:

Not longer than 3 months

(i) All loans are secured by registered first and second mortgages over real property in Australia.

Note 6

Note 8

In carrying out the duties of Directors of the Responsible Entity under the Act, it is necessary to form a view of the
value of the assets of the Scheme, and to increase the impairment provisions where the Directors consider that
would be a prudent course when reporting to unitholders.

In this process the Directors seek and obtain the views of the Investment Manager of the Scheme (Balmain
Trilogy Investment Management Pty Ltd) who possesses an understanding of such assets and the markets in
which they may be transacted.

Note 7

In the current economic climate there is uncertainty as to the amount that could be realised on the sale of security
properties, and the time it may take to achieve a sale. Accordingly, actual impairment losses incurred may differ
significantly from these estimates. 

These views focus on the orderly realisation of assets and the stated policy of 'no fire sales of assets'.

On a regular basis or when warranted by the circumstances, the Directors also seek independent professional
valuation reports to assist in forming their views as to the fair values of the relevant assets. However, it must be
recognised that establishing values in market conditions such as those which have prevailed in recent years can
be a difficult exercise. This is especially so in the case of specialised, unusual or unique assets, such as those
properties securing the Scheme's mortgage assets at Martha Cove .  

Mortgage loans (i)

Total mortgage loans before impairment

Property markets (continued)

Maturity analysis

In the case of undeveloped and specialised land (industrial, peripheral and coastal in particular), there have been
pervasive weakness and low transaction volumes, with some transactions exhibiting severely distressed sale
values, which has been exacerbated by the proliferation of distressed sales by mortgagees and insolvency
practitioners (liquidators, receivers, etc.).

Investment property

Mortgage loans
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Investment in financial assets (continued)

(a)

Opening 
balance

Charge for 
the year

Amounts 
written off

Closing 
balance

$ $ $ $

Mortgage loans  268,358,105  15,710,332 (52,197,401) 231,871,036   
 268,358,105  15,710,332 (52,197,401) 231,871,036   

 415,851,363  7,656,478 (155,149,736) 268,358,105   
 415,851,363  7,656,478 (155,149,736)  268,358,105 

• Valuations of security properties completed by registered valuers;

• Appraisals from real estate agents;

• Actual sale prices realised on completed projects; 

• Recent offers to purchase security properties arising out of marketing campaigns; 

• Current market conditions as at 30 June 2014;

• Status of individual loans; and

• Estimated time to realise mortgage loans and interest receivable.

(b)

2014 2013
$ $

Trade payables  1,027,359  509,274 
Accrued audit and taxation fees  46,420  89,611 
Accrued Responsible Entity management fees  81,614  371,130 
Interest payable - finance facility -  8,582 
Other payables  10,000  10,000 

 1,165,393  988,597 

Mortgage loans

The provision for impairment losses represents estimates of losses that may be incurred based on a number of
assumptions including amounts that may be received upon repayment or sale of the security property and the
period until funds are returned. In the current economic conditions there is uncertainty as to the amount that could
be realised on the sale of security properties, and the time it may take to achieve a sale. Accordingly, actual
impairment losses incurred may differ significantly from these estimates.

Impairments

Property markets

Note 9

2014

At 30 June 2014, $15,710,332 impairment losses were recorded for the year in respect of mortgage loans as part
of the annual balance date review procedures performed by the Scheme (2013: $7,656,478). During the year the
repayment of 7 (2013: 8) mortgage loans resulted in realised impairment write-offs of 52,197,401 (2013:
155,149,736).

In assessing whether the principal balance of mortgage loans may be impaired, the Responsible Entity's
considerations included but were not limited to:

Movement in the provision for impairment of mortgage loans is as follows:

2013

Note 8

Trade and other payables

Refer Note 6(b) for an assessment of the impact of property markets on the recoverable amount of mortgage
loans.

The Responsible Entity considers that, based on evidence available as at 30 June 2014, all unimpaired principal
on remaining mortgage loans should be recovered in full and accordingly no further impairment losses have been
recorded.
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2014 2013
$ $

Finance facility (Commercial bills)
Multi option facility -  2,807,046 

-  2,807,046 

Secured Maturity date
Facility 30 

Jun 2014
Utilised 30 

Jun 2014
Facility 30 Jun 

2013
Utilised 30 Jun 

2013
$ $ $ $

Yes 28-Aug-13 - -  30,000,000  2,807,046 
-  2,807,046 

Interest rates 1 Jul 14 - 25 Jul 14 2013
Variable 5.79% 5.89%

Net asset value per unit

Ordinary 
units

Contributed 
Capital

Accumulated 
Profit

Ordinary 
units

Contributed 
Capital

Accumulated 
Profit

No $ $ No $ $
  879,122,759  807,412,501  97,831,678  879,122,759    814,005,922 116,737,668 

- - - - - - 

- - - - - - 
- (8,791,228) (8,791,228) - (6,593,421) (6,593,421)
- - (18,424,767) - - (12,312,569)

  879,122,759  798,621,273  70,615,683  879,122,759    807,412,501 97,831,678 

Net asset value per unit: 2014 2013
0.08 0.11

Opening bal - 1 July

TCI* for the year

2013

Borrowings

On a show of hands each unitholder present at a meeting in person or by proxy is entitled to one vote, and on a
poll each member has one vote for each dollar of the value of the total units they have in the Scheme.

The details of borrowings as at 30 June 2014 are set out below:

2014

Facility

All unitholders were issued a LRR, for nil value, for each ordinary unit held in the Scheme on 15 March 2011. The
LRR is a separate and transferrable entitlement that has been created to ensure all unitholders retain the right to
their pro rata share of any net proceeds resulting from successful litigation undertaken. The Scheme held
887,040,412 LRR units as at 30 June 2014 (2013: 887,040,412), and no further LRR units were issued during the
year (2013: nil), nor were any redeemed (2013: nil).

Litigation recovery right (LRR)

Total borrowings

The Scheme's finance facility was extinguished on 25 July 2013 and as a result the finance facility has been
closed. The following interest rates were levied on the Scheme for the relevant periods:

Units in the Scheme entitle the unitholder to participate in distributions and proceeds on the winding up of the
Scheme in proportion to the number of units held.

Closing bal - 30 Jun

Cents per unit as at 30 June

Units issued

Note 10

Note 11

Return of capital

* TCI = Total comprehensive income

Multi option facility

Units redeemed
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Reconciliation of cash flows from operating activities
2014 2013

$ $
(18,424,767) (12,312,569)

Adjustments for:
Net loss on fair value adjustments  20,550,492  17,863,356 
Interest revenue - mortgage loans (6,419,169) (10,214,691)
Capitalised interest revenue  259,918 - 

Increase in trade and other payables  176,796  86,770 
(Increase)/decrease in trade and other receivables (1,116,336)  4,043 

Adjustments for:
(Decrease)/increase in trade and other payables (454)  22,780 
Decrease in trade and other receivables -  15,666 
Net cash provided by operating activities (4,973,520) (4,534,645)

(a)

(b)

(c)

2014 2013
$ $

i.

 1,331,470  1,846,279 
Responsible Entity management fees (ii) (368,238) (448,624)

 963,232  1,397,655 
 200,688  270,525 

 1,163,920  1,668,180 

ii.

 87,994  371,130 
 87,994  371,130 

Balances recorded in the Statement of financial position

The Responsible Entity is entitled to a management fee which is calculated as a proportion of total gross assets of
the Scheme.

Related party transactions

Responsible Entity

Expenses reimbursed (iii)

Changes in operating assets and liabilities:

Key management personnel

The Responsible Entity of the Pacific First Mortgage Fund is Trilogy Funds Management Limited ABN 59 080 383
679.  City Pacific Limited ceased to act as Responsible Entity for the Scheme on 7 July 2009.

Note 12

Responsible Entity management fees paid (i)

Note 13

The Scheme does not employ personnel in its own right. However it is required to have an incorporated
Responsible Entity to manage the activities of the Scheme. The Executive Directors of the Responsible Entity are
key personnel of that entity and their names are Rodger I Bacon, John C Barry, Philip A Ryan and Peter Arnold
(appointed 4 September 2014). The Responsible Entity also has two Non-Executive Directors being Robert M
Willcocks and Rohan C Butcher.

Transactions between related parties are on normal commercial terms and conditions no more favourable than
those available to other parties unless otherwise stated.

The following transactions occurred with the Responsible Entity:

Transactions with related parties

Transactions recorded in the Statement of profit or loss and other 
comprehensive income

Responsible Entity management fees payable (iii)

No compensation is paid to Directors or directly by the Scheme to any of the key personnel of the Responsible
Entity.

Net loss for the year
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(c)

(d)

(e)

(f)

(g)

(ii) The Responsible Entity has only brought to account a reduced management fee in accordance with its
commitment to firstly return $0.04 per unit to unitholders in April 2011, and a further $0.04 per unit in October
2011. The Responsible Entity has excluded the unpaid portion of the scheduled capital repayments from the
gross asset value of the Scheme for purposes of calculating the management fee.

The Scheme engages an external custodian, and an external provider for registry, investor queries, and
processing of distributions for which those service providers levy a fee. The Responsible Entity has ensured that
the total of this fee for external custodian and maintenance of registry has not exceeded 12 basis points (bps)
(plus GST less RITC) of the total gross asset value (calculated on a monthly basis) of the Scheme. Where these
costs have exceeded the 12bps charge, the Scheme has incurred a reduction in its management fee for the
equivalent amount.

(iii) The Responsible Entity incurs costs on behalf of the Scheme for which it is reimbursed in accordance with the
Constitution.

The Scheme has not made, guaranteed or secured, directly or indirectly, any loans to the key management
personnel or their personally related entities at any time during the reporting period.

As at 30 June 2014 no Directors of the Responsible Entity held units in the Scheme (2013: nil).

The Responsible Entity’s Compliance Committee and its Audit, Compliance and Risk Management Committee
oversees how management monitors compliance with the Scheme’s risk management policies and procedures
and reviews the adequacy of the risk management framework in relation to the risks faced by the Scheme.

Apart from those details disclosed in this note, no director has entered into a material contract with the Scheme
since the end of the previous year and there were no material contracts involving Directors' interests subsisting at
year end.

The nature and extent of the financial instruments employed by the Scheme are discussed below. This note
presents information about the Scheme's exposure to each of the above risks, the Scheme's objectives, policies
and processes for measuring and managing risk.

The Board of Directors of the Responsible Entity has overall responsibility for the establishment and oversight of
the Scheme’s risk management framework.

Key management personnel loan disclosures

Other transactions within the Scheme

Units in the Scheme held by other related parties

(i) The Responsible Entity is entitled to a management fee of 1.50% p.a. (plus GST less RITC) calculated on the
monthly gross asset value of the Scheme.

Note 14

Related party investments held by the Scheme
The Scheme has no investment in the Responsible Entity or its associates.  

The main risks the Scheme is exposed to through its financial instruments are credit risk, liquidity risk, operational
risk and market risk relating to interest rate risk.

The Scheme's assets principally consist of investments in cash and in loans secured by registered first mortgages
over real property. It holds these investment assets at the discretion of the Responsible Entity in accordance with
the Scheme’s Constitution and PDS.

Specific financial risk exposures and management

Financial risk management

The Board is responsible for developing and monitoring the Scheme's risk management policies. The
Responsible Entity's risk management policies are established to identify and analyse the risks faced by the
Scheme, including those risks managed by the Responsible Entity, to set appropriate risk limits and controls, and
to monitor risks and adherence to limits. Risk management policies and systems are reviewed regularly to reflect
changes in market conditions and the Scheme’s activities.

Overview

Transactions with related parties (continued)

Note 13 Related party transactions (continued)
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(a)

2014 2013
Financial assets Note $ $
Trade and other receivables 6  816,684  19,387 
Mortgage loans 8  66,614,555  101,028,087 
Total financial assets  67,431,239  101,047,474 

No of loans $ % of total No of loans $ % of total
2    70,184,545             23.51                    4    102,190,300             27.66 

6  228,301,046             76.49                    8    267,195,892             72.34 
                    8  298,485,591           100.00                  12    369,386,192           100.00 

No of loans $ % of total No of loans $ % of total
                    2    37,878,979             12.69                    2      38,025,907             10.30 
                    4  122,023,010             40.88                    5    159,809,501             43.26 

                    1  109,701,717             36.75                    3    134,196,900             36.33 
                    1    28,881,885               9.68                    2      37,353,884             10.11 
                    8  298,485,591           100.00                  12    369,386,192           100.00 

No of loans $ % of total No of loans $ % of total
                     2 98,814           0.14                                  -                        -                      - 

                    -   -                -                                   -                        -                      - 

                    -   -                -                                   -                        -                      - 
                     6 71,613,288    99.86                               12       93,278,721            100.00 
                     8 71,712,102    100.00                             12       93,278,721            100.00 

Total

2013

2014

The Scheme's exposure to credit risk for mortgage loans (before impairment) at the reporting date by loan type 
are as follows:

Land subdivision

Commercial

20132014

Note 14

The Scheme's exposure to credit risk for mortgage loans (before impairment) at the reporting date by
geographical location, are as follows:

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment
that it has entered into with the Scheme and cause a loss. The Responsible Entity manages the exposure to
credit risk on an ongoing basis.

2013

The Scheme's mortgage assets were predominantly construction and development loans which require a high
degree of experience in their assessment and management. A concentration of credit risk exists in respect of
mortgage loans with a total of 6 loans each representing greater than 5.00% of total loans before impairment
losses as at 30 June 2014 (2013: 6 loans). The largest single loan represents 36.75% of total loans before
impairment losses (2013: 30.52%). The average loan size was $37,310,699 (2013: $28,414,322).

Financial risk management (continued)

The ageing of interest receivable (before impairment) at the reporting date are as follows:

6 to 12 months

Credit risk

Victoria

Residential 
development

Less than 3 months

Greater than 12 

2014

Total

3 to 6 months

The carrying amount of the Scheme's financial assets represents the maximum credit exposure. The Scheme's
maximum exposure to credit risk at the reporting date is as follows:

Land

Queensland
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(a)

In situations where the borrower cannot service the loan or otherwise perform its obligations pursuant to the loan
facility the Scheme has taken possession of the security with a view to mitigating the risks associated with the
default of the borrower and maximising the recovery from the underlying security (thereby minimising the resulting
loss from the loan).

Current market conditions have contributed to a reduced level of pre sales in projects and also to an increase in
pre sales not following through to settlement across the residential market in Australia. The credit markets have
also seen a large reduction in financiers' appetite and ability to take on residual debt (particularly when secured by
unsold stock). As a result of these factors a number of borrowers requested an extension of the term of their
facilities. 

As at 30 June 2014, 6 loans (2013: 12) were past due with principal and interest outstanding of $50,613,544 after
impairment losses (2013: $101,043,753). Of these past due amounts, nil were less than 3 months past due
(2013: nil), and $50,613,544 were greater than 12 months past due  (2013: $101,043,753).  

No loans were renegotiated by the Scheme during the financial year (2013: nil).

Historically, on completion of a project being developed, sales would fully repay or substantially reduce the debt,
leaving a residual balance secured by completed developments. The borrower would then refinance the residual
debt with lenders more amenable to that style of lending.

As at 30 June 2014, the Scheme held mortgage loans and interest receivable (after impairment losses) secured
by registered first and second mortgages over land situated at Martha Cove, Victoria. The recoverability of these
loans is supported by independent valuations, offers received from interested parties, appraisals from real estate
agents, actual sales prices realised and estimates from the Investment Manager as to the fair value of the security
property on an orderly realisation basis.

In the normal course of business the Scheme originated loans to borrowers on average terms of 12 to 18 months.

CP1 Limited, Marina Cove and certain other development companies (all of which are under external
administration) whose debt to the Scheme is secured by land at Martha Cove are in breach of the finance facilities
provided by the Scheme and other financiers.

The properties located at Martha Cove are held in structures that are both cumbersome and complex in nature
and involve the interests of other financiers, as well as the Scheme. The Responsible Entity undertook an
international expressions of interest (EOI) campaign over various underlying mortgage security assets located at
Martha Cove in order to sell them in February 2013. As at 30 June 2014, 4 of the 9 Precincts forming the Martha
Cove asset portfolio were either subject to contracts of sale on varying terms or had been divested in full, whilst
others were being actively marketed for sale. In addition, several parties have indicated their interest to purchase
the remaining Precincts and negotiations continue with these parties with a view to entering into formal sale
arrangements which the Responsible Entity considers to be in the best interests of the unitholders of the Scheme.

The adopted carrying value of the Martha Cove securities as at 30 June 2014 is reflective of the interests received
to date and subsequent to the end of the financial year (including the time value of money, selling costs and other
disbursements, primarily statutory costs). The terms of these offers on the purchase of Martha Cove have not
been disclosed as they are commercially sensitive.

Note 14 Financial risk management (continued)

Marina Cove Pty Limited (Receivers and Managers Appointed) (In Liquidation) (Marina Cove) is wholly-owned by
CP1 Limited (Receiver Appointed) (CP1 Limited) and the owner of a largely unimproved property development at
Martha Cove (comprising vacant and/or rural land, marina berth and other marine facilities) comprising the
security for the loans and interest receivable noted above. In addition to Marina Cove, several other development
companies own property interests at Martha Cove, some of which have sourced finance from other financiers and
have pledged mortgage security over property located at Martha Cove, which in some instances ranks ahead of
the Scheme's security.  

Loans secured by property at Martha Cove Victoria

Credit risk (continued)
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(b) Liquidity risk

Carrying 
amount

Contractual 
cash flows

Less than 3 
months 3-6 months 6-12 months

$ $ $ $
                   -                      -                      -                        -                      - 

    70,615,683     70,615,683                    -                        -       70,615,683 
      1,165,393       1,165,393       1,165,393                      -                      - 
    71,781,076     71,781,076       1,165,393                      -       70,615,683 

      2,807,046       2,815,628       2,815,628                      -                      - 
    97,831,678     97,831,678                    -                        -       97,831,678 
         980,015          980,015          598,885            381,130                    - 
  101,618,739   101,627,321       3,414,513            381,130     97,831,678 

(c)

• 
•

Financial risk management (continued)

The Scheme's capital management strategy seeks to maximise the return of capital to unitholders through
optimising the level and use of capital resources and the mix of debt funding.

Trade and other payables

2013

ensure that the Scheme complies with capital and distribution requirements of its Constitutions and PDS; and

The Scheme monitors capital on the basis of the gearing ratio. The ratio is calculated as net debt divided by
adjusted assets. Net debt is calculated as total borrowings less cash and cash equivalents. Adjusted assets are
calculated as total assets less cash and cash equivalents. The gearing ratios at 30 June 2014 and 30 June 2013
were as follows:

ensure sufficient capital resources to support the Scheme's operational requirements.

The Scheme does not hold any undrawn loan commitments for loans approved and is not in default.

Financial liabilities

The tables below reflect an undiscounted contractual maturity analysis for financial liabilities.  

The Scheme’s liquidity risk is managed on a weekly basis by reviewing three monthly cash flow forecasts,
monitoring the Scheme's timing of asset sales together with outflows associated with its operations, as well as
ensuring the Scheme's finance facility covenants are being met. The Scheme’s overall liquidity risks are
monitored on a monthly basis by the board of directors.

Financial liabilities

The Scheme's capital management objectives aim to:

Note 14

Unitholder funds

Borrowings (i)

2014

(i) The Scheme's debt was extinguished on 25 July 2013, as a result the finance facility has been closed.

Borrowings

Trade and other payables

Liquidity risk is the risk that the Scheme will not be able to meet its financial obligations as they fall due. The
Scheme's approach to managing liquidity is to ensure, as far as possible, that it will have sufficient liquidity to
meet its liabilities when due, under normal conditions, without incurring unacceptable losses or risking damage to
the Scheme's reputation.

During October 2008, City Pacific Limited (Receivers and Managers Appointed) (In Liquidation), the previous
Responsible Entity of the Scheme (Former Responsible Entity), determined that the Scheme was a non-liquid
registered managed investment scheme in accordance with the Constitution and the Act. As a non-liquid
registered managed investment scheme, existing redemption requests are extinguished and the process for future
redemptions will operate in accordance with the Act.

Unitholder funds

Capital management
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(c)
Note 2014 2013

$ $
10  N/A      2,807,046 
5 N/A (579,847)

 N/A      2,227,199 

 N/A  101,627,321 
5 N/A (579,847)

 N/A  101,047,474 
N/A 2%

(d)

i. Interest rate risk

Year ended 30 June 2014 Profit/(loss) $
Unitholder 

funds $
Financial assets (*)

 863,418  863,418 
(863,418) (863,418)

Financial liabilities
N/A N/A
N/A N/A

Year ended 30 June 2013
Financial assets (*)

 1,190,032  1,190,032 
(1,190,032) (1,190,032)

Financial liabilities
(109,035) (109,035)
 109,035  109,035 

+ 1.00% in interest rates

(*)  Includes cash and cash equivalents, and mortgage loans (net of impaired losses).

The Scheme is no longer geared following payout and closure of its finance facility on 25 July 2013.

Less: Cash and cash equivalents

Adjusted 

The Scheme’s objective was designed to provide investors with regular income from a pool of high yielding
mortgage loans secured by registered first and second mortgages over real property and in certain circumstances
collateral security, however given, amongst other things, the default by developers, the reduction in the market
values and the inability to sell assets at reasonable prices the Scheme is currently unable to provide distributions
to investors.

- 1.00% in interest rates

+ 1.00% in interest rates

+ 1.00% in interest rates

Net debt

Total borrowings

Capital management (continued)

Total assets

- 1.00% in interest rates

+ 1.00% in interest rates

Interest rate sensitivity analysis

Gearing ratio

Market risk is the risk that changes in market prices, such as interest rates, will affect the Scheme’s income or the
value of its holdings of financial instruments. Market risk embodies the potential for both loss and gains. The
objective of market risk management is to manage and control market risk exposures within acceptable
parameters, while optimising the return on risk.

Less: Cash and cash equivalents

- 1.00% in interest rates

- 1.00% in interest rates

The Scheme's financial assets and financial liabilities are subject to variable interest rates. The following table
indicates the impact on how profit and equity values reported at the end of the financial year would have been
affected by a 1.00% increase/decrease in interest rates during the year.

The Scheme's interest rate risk is managed on a monthly basis by management by monitoring the Scheme's
conformity with its finance facility covenants. 

Financial risk management (continued)Note 14

Market risk
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(d)

(e)

Subsequent hearings of the trial took place before Justice Wigney over two three-day periods, commencing 15
April 2014 and 2 June 2014, with closing oral submissions being heard on 16, 17 and 18 July 2014. Justice
Wigney has reserved judgment on the matter and at the date of this report it is unknown when it will be handed
down.

On 22 May 2013 the Responsible Entity narrowed its original claim by removing the $16.9 million (plus interest)
claim in respect of the Bullish Bear loan facility to focus on the core claims arising from loan advances made to
AGA, which amount to $37.1 million (plus interest). The Responsible Entity was able to resist an application
lodged by the defendants on 15 May 2013 to transfer the action to the Supreme Court of Queensland, where a
separate action is pursued by the Responsible Entity against the guarantors of the Bullish Bear loan facility.

Claim against Minter Ellison Gold Coast 

On 2 April 2014 Maurice Blackburn lodged a claim for the Responsible Entity on behalf of the Scheme against law
firm Minter Ellison Gold Coast (Minter Ellison). The claim was made in respect of losses sustained by the Scheme
following a co-lending transaction in favour of SP Marina Pty Ltd (In Liquidation) (SP Marina) in relation to the
purchase of “Mariner’s Cove Marina” (Asset 32), located at 60-70 Seaworld Drive, Main Beach Queensland
(Mariner’s Cove). 

Trilogy Funds Management Limited in its capacity as Responsible Entity of the Scheme is pursuing a claim
against former credit committee members and directors of the Former Responsible Entity.

Class action law firm Maurice Blackburn has been retained by the Responsible Entity to act for the Scheme. The
original $60 million claim was filed on 27 April 2012 in the Federal Court in Sydney. The claim alleges breaches by
the former directors and officers of their statutory duties under the Corporations Act 2001. At the centre of the
original claim were loans provided by the Former Responsible Entity to borrowing entities Bullish Bear Holdings
Pty Ltd (Receiver and Manager Appointed) (In Liquidation) (Bullish Bear) and Atkinson Gore Agricultural Pty Ltd
(Receiver and Manager Appointed) (AGA) between 2006 and 2009, which culminated in substantial losses to the
Scheme.

Claim against former directors and officers of City Pacific Limited 

The initial phase of the matter commenced on 10 March 2014 and was conducted over an 8-day period (Initial
Hearing) before his Honour Justice Wigney in the Federal Court in Sydney. The Initial Hearing dealt with matters
relating to lending decisions made by former directors and officers of the Former Responsible Entity in regard to
the Scheme’s loan to AGA. 890 documents, comprising over 9300 pages, were tendered to the court in the Initial
Hearing. The issues addressed in the Initial Hearing included the conduct of former directors and officers at the
time of approving increases in the AGA facility and the decision process undertaken by them.

Market risk (continued)

The relationship between the custodian and Responsible Entity is set out in the Custodial Agreement.

Custodian of the SchemeNote 15

Fair value estimation

The Scheme’s custodian is The Trust Company (Australia) Limited. The custodian holds title to the assets of the
Scheme in its name on behalf of the Scheme.  

The majority of the Scheme's financial assets are secured by registered first and second mortgages over real
property in Australia. As a result, the Scheme is subject to property value risk in the prevailing levels of market
property values.  

Note 16 Litigation and contingent liabilities

ii. Property value risk

The fair values of financial assets and liabilities approximate their carrying value. No financial assets or liabilities
are readily traded on organised markets in standardised form.

The aggregate fair values and carrying amounts of financial assets and liabilities are disclosed in the Statement of
financial position and in the notes to the financial statements.

Note 14 Financial risk management (continued)
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On 26 June 2013 the Kosho parties appealed to the Queensland Court of Appeal and on 11 July 2013 the
Responsible Entity cross-appealed. Subsequently, on 16 July 2013 the Kosho parties notified the Court of Appeal
that they wished to discontinue the appeal and agreed to the Responsible Entity's costs of the appeal. On 13
September 2013 orders were made by the Court of Appeal formally dismissing the appeal and cross appeal with
costs. The appeal proceedings are now finalised and this matter has concluded.

Note 16 Litigation and contingent liabilities (continued)

Claim against Minter Ellison Gold Coast (continued)

As disclosed in the 2013 Annual financial report, proceedings were commenced in May 2010 in the Supreme
Court of Queensland (Court) by Kosho Pty Ltd (In Liquidation) (Kosho), a borrower of the Fund, and City Co Pty
Ltd (In Liquidation), a third party mortgagor of the Fund (collectively, the Kosho parties), against the Responsible
Entity.

The Kosho parties alleged that the Responsible Entity, amongst other things, had breached the finance facility
granted by the Scheme to Kosho. All claims, except one resulting in the Responsible Entity being ordered to pay
nominal damages of $10, were dismissed by the Court. On 26 June 2013 the Court made orders to that effect and
the Kosho parties were required to pay a proportion of the Responsible Entity's legal costs.

The Responsible Entity's claim alleges that, in entering into this co-lending arrangement, the Former Responsible
Entity failed to adhere to the Scheme’s Constitution and Product Disclosure Statement, and was therefore in
breach of the Corporations Act 2001. The Responsible Entity contends that by reason of Minter Ellison’s
involvement in the alleged contravention of the Corporations Act it ought to compensate the Scheme for losses
suffered in connection with the SP Marina loan.

The claim was served on Minter Ellison on 3 April 2014 with the first directions hearing taking place before Justice
Jacobson in Sydney on 8 May 2014. The Responsible Entity continues to prepare its evidence and will provide an
update to unitholders on the status of the claim when further information comes to hand.

Claim against undisclosed third party

On 25 September 2014 Piper Alderman lodged a claim for the Responsible Entity on behalf of the Scheme
against an undisclosed third party. At the date of this report the extent of the claim has not yet been settled with
the Scheme's legal counsel and as such precludes the names of any parties involved from being disclosed.
Details of the claim will be advised to unitholders in due course.

Kosho Pty Ltd (In Liquidation) and City Co Pty Ltd (In Liquidation)

Other than the matters disclosed in Note 16, there has not arisen in the interval between the end of the financial
year and the date of this report any item, transaction or event of a material and unusual nature likely, in the
opinion of the Responsible Entity, to affect significantly the operations of the Scheme, the results of those
operations, or the state of affairs of the Scheme, in future financial years.

Events subsequent to reporting dateNote 17
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(a)

(i)

(ii)

(b)

(c)

Philip A Ryan Rodger I Bacon
Executive Director Executive Deputy Chairman
Dated: 3 October 2014 Dated: 3 October 2014
Brisbane Brisbane

Pacific First Mortgage Fund 

In the opinion of the Directors of Trilogy Funds Management Limited, the Responsible Entity of
Pacific First Mortgage Fund (Scheme):

The financial statements and notes, as set out on pages 9 to 29, are in accordance with
the Corporations Act 2001, including:

Signed in accordance with a resolution of the Directors.

giving a true and fair view of the Scheme's financial position as at 30 June 2014 and
of its performance, for the financial year ended on that date; and
complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Regulations 2001;

the consolidated financial report also complies with International Financial Reporting
Standards as disclosed in Note 2; and

Directors' declaration

there are reasonable grounds to believe that the Scheme will be able to pay its debts as
and when they become due and payable.
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INDEPENDENT AUDITOR’S REPORT  

 

To the unitholders of Pacific First Mortgage Fund 

 

Report on the Financial Report  

We have audited the accompanying financial report of Pacific First Mortgage Fund, which comprises the 

statement of financial position as at 30 June 2014, the statement of profit or loss and other 

comprehensive income and statement of cash flows for the year then ended, notes comprising a 

summary of significant accounting policies and other explanatory information, and the directors’ 

declaration of the responsible entity for the fund.   

Directors’ Responsibility for the Financial Report  

The directors of Trilogy Funds Management Limited as responsible entity for Pacific First Mortgage 

Fund are responsible for the preparation of the financial report that gives a true and fair view in 

accordance with Australian Accounting Standards and the Corporations Act 2001 and for such internal 

control as the directors determine is necessary to enable the preparation of the financial report that 

gives a true and fair view and is free from material misstatement, whether due to fraud or error. In 

Note 2(a), the directors also state, in accordance with Accounting Standard AASB 101 Presentation of 

Financial Statements, that the financial statements comply with International Financial Reporting 

Standards.  

Auditor’s Responsibility  

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our 

audit in accordance with Australian Auditing Standards. Those standards require that we comply with 

relevant ethical requirements relating to audit engagements and plan and perform the audit to obtain 

reasonable assurance about whether the financial report is free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 

the financial report. The procedures selected depend on the auditor’s judgement, including the 

assessment of the risks of material misstatement of the financial report, whether due to fraud or error. 

In making those risk assessments, the auditor considers internal control relevant to the scheme’s 

preparation of the financial report that gives a true and fair view in order to design audit procedures 

that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 

effectiveness of the responsible entity’s internal control. An audit also includes evaluating the 

appropriateness of accounting policies used and the reasonableness of accounting estimates made by 

the directors, as well as evaluating the overall presentation of the financial report. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 

for our audit opinion. 
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Independence 

In conducting our audit, we have complied with the independence requirements of the Corporations 

Act 2001. We confirm that the independence declaration required by the Corporations Act 2001, which 

has been given to the directors of the responsible entity, would be in the same terms if given to the 

directors as at the time of this auditor’s report.  

Opinion 

In our opinion: 

A. the financial report of Pacific First Mortgage Fund is in accordance with the Corporations Act 2001, 

including: 

(i) giving a true and fair view of the scheme’s financial position as at 30 June 2014 and of its 

performance for the year ended on that date; and 

(ii) complying with Australian Accounting Standards and the Corporations Regulations 2001; and 

B. the financial report also complies with International Financial Reporting Standards as disclosed in 

Note 2(a).  

Emphasis of Matter Regarding Wind-Up Basis of Accounting 

Without modifying our opinion, we draw attention to Note 1 of the financial report which indicates 

that it is the responsible entity’s intention to wind-up the Scheme following the eventual sale of all 

secured assets held by the Scheme. Accordingly the financial report has not been prepared on a going 

concern basis, but rather on a wind-up basis. 

Material Uncertainty Regarding Recoverability of Loans and Receivables 

Without modifying our opinion, we draw attention to Note 8 of the financial report, which indicates the 

scheme has loans and receivables with a carrying value of $66,614,555 (30 June 2013: $101,028,087). 

The ability of the Pacific First Mortgage Fund to recover from borrowers is dependent upon normal 

debt and property markets prevailing and the scheme achieving the desired exit strategies that will 

allow recovery of the loans and receivables. Note 8(a) identifies that whilst an impairment assessment 

was performed by the directors of the responsible entity as at 30 June 2014 for loans and receivables 

based on independent valuations or other information that represents the recoverable amount and an 

impairment loss recognised, loans and receivables could be realised for values either above or below 

the recoverable amounts used in the impairment assessment. Should the loans and receivables be 

realised at a value below the recoverable amounts used in the impairment assessment and/or adverse 

changes occur, further impairment losses could arise in a short period of time. Should either normal 

property and debt markets not prevail after 30 June 2014 or the scheme be unable to achieve the 

desired exit strategies that will allow recovery of the past due loans and receivables, then the carrying 

value of the past due loans and receivables may not be recoverable. No adjustments have been made 

to the carrying values of past due loans and receivables should the desired exit strategies not be 

achieved. 
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