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Directors’ report 
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The Directors of Trilogy Funds Management Limited (New Responsible Entity), the Responsible Entity 
of the Pacific First Mortgage Fund (Scheme), present their report together with the consolidated 
financial statements of the Scheme and its subsidiary (together referred to as the “Group”) for the year 
ended 30 June 2010 and the auditor’s report thereon. 

Responsible Entity 

The Responsible Entity is incorporated and domiciled in Australia. 

The registered office and principal place of business of the Responsible Entity and the Group is Level 
10, Brisbane Club Tower, 241 Adelaide Street, Brisbane. 

The Directors of City Pacific Limited (Former Responsible Entity) during the financial year and up to 7 
July 2009, the date where they ceased to act as the Responsible Entity for the Fund, were: 

Phillip Downie OAM, FCA (Appointed 30 September 2008) 

Chairman 

Independent Non-Executive Director 

Thomas Swan BBus, GradDipBusIP, MComLaw, DipFS(FP), FPNA, ACIS, MAICD (Appointed 8 August 
1997) 

Deputy Chairman 

Independent Non-Executive Director 

John Ellis LL.B (Appointed 30 September 2008) 

Managing Director 

Chief Executive Officer 

Stephen McCormick (Appointed 20June 2008, resigned 28 July 2009) 

Executive Director 

The Directors of the Responsible Entity during or since the end of the financial year are: 

Name and qualifications Age Experience and special responsibilities 
Robert M Willcocks 

Independent Non-Executive 
Chairman 

BA, LL.B, LL.M 

 

61 Member of the Audit, Compliance and Risk Management 
Committee 

Former partner with Mallesons Stephen Jaques  

Mr Willcocks is a non-executive director of several public 
companies, including APAC Resources Limited, ARC 
Exploration Limited and Mt Gibson Iron Limited (alternate 
Director) 

Chairman - Responsible Entity since 9 October 2009 

Rodger I Bacon 

Executive Deputy Chairman 

BCom(Merit), AICD, SFFin 

64 Former executive director of Challenger International Limited 

Mr Bacon is a director of several public and private 
companies including, Financial Services Institute of 
Australasia, Rojacan Pty Limited, Bacon Management 
Services Pty Ltd, and Trilogy Capital Services Pty Ltd. 

Director – Responsible Entity since 9 July 2004 

John C Barry 

Executive Director 

BA, ACA 

58 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, Rivercity Motorway Group, Aimwin Pty 
Limited, Trilogy Capital Services Pty Ltd, and Chairman of 
Westpac RE Limited 

Director – Responsible Entity since 9 July 2004 
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Responsible Entity (continued) 
Name and qualifications Age Experience and special responsibilities 
   

Philip A Ryan 

Executive Director and 
Company Secretary 
LL.B, Grad Dip Leg Prac, FTIA 

 

49 Mr Ryan is a solicitor and member of the Queensland Law 
Society Inc. 
Member of the Compliance Committee 
Former partner of a Brisbane law firm 
Mr Ryan is a director of several private companies including 
Trilogy Capital Services Pty Ltd 

Director – Responsible Entity since 13 October 1997 

Trevor J D Gibson 
Executive Director 

Dip FP, FFPAA 

55 Former state manager for several national fund management 
groups, including AXA and Australian Unity 

Mr Gibson is a director of Trilogy Capital Services Pty Ltd 

Director – Responsible Entity since 14 August 2006 
Rohan C Butcher 

Non-Executive Director 

Grad Dip PM, BASc(QS), 
Registered Builder, Licensed 
Real Estate Agent 
 

40 Member of the Lending Committee 
Consultant to several major public and private companies 
providing development management services 
Director of project management consulting firm Minstone Pty 
Ltd 
Director – Responsible Entity since 29 July 2008 

Nigel A Chamier 

Independent Non-Executive 
Director 
OAM, FAPI, 

FAIDC 

59 Chairman of the Audit, Compliance and Risk Management 
Committee 
Chairman of NAC Investments (Qld) Pty Ltd and a Director 
of several private companies 
Mr Chamier is the Honorary Consul for Sweden 

Former Joint Managing Director (Qld) Jones Lang LaSalle 

Director since 14 October 2009 

Review and results of operations 

Results and distributions 

City Pacific Limited as Responsible Entity (Former Responsible Entity) for the Scheme was removed as 
Responsible Entity on 7 July 2009.  The books and records of the Scheme were transferred to the New 
Responsible Entity subsequent to the end of the previous financial year.  Although the New 
Responsible Entity has prepared this consolidated financial report, the New Responsible Entity and its 
Directors cannot attest to the accuracy of the transactions that occurred from the beginning of the 
financial year to the date Trilogy Funds Management Limited was appointment responsible entity (1 
July 2009 to 6 July 2009 respectively). 

Distributions to unitholders were suspended by the Former Responsible Entity in July 2008.  
Consequently no distributions were paid or payable to unitholders during the financial year (2009: $nil). 

The net loss attributable to unitholders for the year ended 30 June 2010, after impairment losses of 
$72,238,250 (2009: $463,522,568), totalled $43,775,100 (2009: loss $407,777,827).  The impairment 
losses of $72,238,250 comprise impairments of interest receivable of $27,732,893 (2009: $79,109,141) 
and impairments of mortgage loans of $44,505,357 (2009: $384,413,427). 

The impairment losses relate to an analysis of impaired mortgage loans during the year and at balance 
date to reflect the fair value of mortgage loans and interest receivable of those loans.  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.   
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Review and results of operations (continued) 

Non-liquid Scheme 

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 (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 as follows: 

• The Scheme will make periodic issue price redemptions to all unitholders.  Under the issue price 
redemption facility, unitholders will all have a prorata proportion of their units mandatorily 
redeemed from time to time at $1.00 per unit; 

• The total amount of each issue price redemption offer will be determined by the available 
excess liquidity in the Scheme; 

• Unitholders will participate in the issue price redemption payment without the need for any 
further action (i.e. no further application or notification to the New Responsible Entity will be 
required); and 

• Unitholders will participate in the issue price redemption on a prorata basis in accordance with 
the number of units held by them so that each unitholder will have the same proportion of their 
current unitholding redeemed as every other unitholder. 

Unit prices 

Under the terms of the Constitution, the Group maintains a unit price at $1.00.  As a result of the net 
losses of the fund, the net asset value per unit of the Group as at 30 June 2010 is $0.43 (2009: $0.48).   
Fees paid to the Responsible Entity 

The following fees were paid to the Responsible Entity out of Group property during the financial year 
(Refer Note 15(c)); 
 2010 2009
Former Responsible Entity fees $ $
Former Responsible Entity management fees paid directly by the 
Scheme  - (25,121,420)

Expenses incurred by the Former Responsible Entity and reimbursed 
by the Scheme - (988,993)

 - (26,110,413)

New Responsible Entity fees  

Responsible Entity management fees paid directly by the Group  (7,721,755) -
Expenses incurred by the Responsible Entity and reimbursed by the 
Group (727,889) -

 (8,449,644) -

The Directors’ of the New Responsible Entity amended the Scheme’s constitution on 6 August 2009 to 
reduce the management fee to 1.50% p.a. (plus GST) of the total asset value of the Scheme.  This fee 
reduction has been applied to the Scheme from 7 July 2009. 

Units on issue 

No further units were issued by the Group, nor were any units redeemed during the year (2009: 
6,757,040 units were issued and nil units were redeemed). 

The total number of units on issue as at 30 June 2010 totalled 887,040,412 (2009: 887,040,412). 
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Group assets 

The Group’s total assets declined from $521,062,891 as at 30 June 2009 to $413,153,008 as at 30 
June 2010.  This is primarily as a result of the write-downs to the carrying value of mortgage loans and 
interest receivable as outlined above (Refer Notes 9 and 10), together with the repayments made to the 
Group’s finance facility. 

Significant changes in the state of affairs 

Change of Responsible Entity 

A meeting of Unitholders was held on 25 June 2009, to vote on a resolution to remove City Pacific 
Limited as Responsible Entity of the Fund, and replace them with Trilogy Funds Management Limited.  
The resolution was carried in favour by the majority of Unitholders, however City Pacific Limited applied 
to the Federal Court for an injunction on the grounds the resolutions did not comply with the Act.  On 7 
July 2009 Trilogy Funds Management Limited was listed on the ASIC register as Responsible Entity for 
the Pacific First Mortgage Fund, subject to the injunction. 

On 20 July 2009 Justice Dowsett ruled in favour of Trilogy Funds Management Limited and set aside 
the injunction.   

Pursuant to the Act, the Company was appointed Responsible Entity of the Pacific First Mortgage Fund 
on 7 July 2009. 

Trilogy Funds Management Limited entered into an arrangement with Balmain Trilogy Investment 
Management Pty Limited to act as Asset Manager of the Fund. 

Reduction in management fees payable to the New Responsible Entity 

The New Responsible Entity amended the Fund’s Constitution on 6 August 2009 to reduce the 
management fee to 1.50% p.a. (plus GST) of the total gross asset value of the Fund.  This fee 
reduction has been applied to the Fund from 7 July 2009.   

Appointment of receivers on properties held as security 

During and subsequent to the end of the financial year, the Fund has become mortgagee in possession 
or has appointed receivers and or controllers to the borrowers, mortgagors, or guarantors with respect 
to a number of additional properties where loans are in default. 

Change of Scheme name 

On 4 August 2009, the New Responsible Entity moved to change the name of the Fund from City 
Pacific First Mortgage Fund to the Pacific First Mortgage Fund. 

Wholly owned subsidiary of the Scheme 

The Responsible Entity established a separate wholly owned subsidiary of the Scheme on 7 April 2010, 
namely King Tide Management Pty Limited (King Tide).  This entity was created in order to acquire the 
management rights associated with a property over which the Group holds security.  The subsidiary did 
not commence trading activities during the year. 

Group’s finance facility with the Commonwealth Bank of Australia (CBA) 

During the year, the Group repaid $61,766,221 against its finance facility to the CBA.  The balance of 
the facility as at 30 June 2010 totalled $30,000,000 (2009: $91,766,221). 

Acquisition of property by the Scheme 

During the year, the Scheme acquired a residential unit in a complex where it currently holds security 
over a loan which is in default. 

In the opinion of the New Responsible Entity there were no significant changes in the state of affairs of 
the Group that occurred during the financial year. 
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Significant events after the balance date 

Group’s finance facility with the CBA 

The Directors’ of the New Responsible Entity signed an extension to the Group’s existing finance facility 
on 24 August 2010.  The key terms of the facility are as follows: 

• an increase to the facility of $10,000,000 (existing facility limit $30,000,000), which is to be used 
to accelerate redemptions to unitholders; 

• the term of the facility expires on the earliest of; 

- 31 August 2012; and 

- the date the CBA declares the obligations of the Group due and payable after an event 
of default. 

• The facility is secured by all present and future assets and undertakings of the Group. 

Acquisition of property by the Group 

Subsequent to the end of the financial year, the Group acquired the management rights over a 
residential complex (including a residential unit in the same complex) for which the Group holds security 
for a loan which is in default. 

Return of capital to unitholders 

The Responsible Entity made a return of capital payment of $0.04 per unit to all unitholders on 7 
October 2010, totalling $35,481,616. 

Unitholder meeting 

A meeting of unitholders was held on 2 September 2010, to vote on the following three resolutions: 

1. Change the Group’s constitution to facilitate a new strategy; 

2. Change the Group’s constitution to enable redemptions to be paid at net asset value as 
opposed to issue price of $1.00; and 

3. Amend the basis for which the New Responsible Entity is paid its management fee to 1.25% of 
the net asset value of the Group. 

All resolutions were not carried in favour of the majority of unitholders and were rejected accordingly. 

Other than the items noted above, 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 that the 
Directors are aware of that is likely, in the opinion of the Directors, to affect significantly the operations 
of the Group, the results of those operations or the state of affairs of the Group, in future financial years. 

Likely developments and expected results 

Information about likely developments in the operation of the Group and the expected results of those 
operations in future financial years has not been included in this report because disclosure of the 
information would be likely to result in unreasonable prejudice to the Group. 

Environmental regulation 

The operations of the Group 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 Group. 
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Litigation and contingent liabilities 

The Group is party to litigation in the normal course of business which has arisen during the year and 
subsequent to the end of the financial year.  The Group is a party to litigation from a borrower alleging it 
had breached the finance facility agreement or alternatively breached the Trade Practices Act 1974 
(Cth).  The maximum amount of this contingent liability is estimated to be $81 million.  The New 
Responsible Entity has filed a defence denying liability in respect of this claim. 

Directors have also had lawyers formalise documentation to discontinue litigation between the Group 
and Messrs Atkinson and Gore.  Mr Atkinson’s claims against the Group have been abandoned 
because of the operation of Section 60 of the Bankruptcy Act while the Trustee in Bankruptcy for Mr 
Gore is set to make his election to either pursue or abandon the litigation. 

The Directors are not aware of any material liability likely to arise to the Group as a result of litigation 
matters. 

Indemnification and insurance of Directors’ and officers’ 

Former Responsible Entity 

We understand the Former Responsible Entity paid an insurance premium during the previous financial 
year in respect of a contract insuring each of the officers of the Former 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 Former Responsible Entity or related body 
corporates.  This insurance premium does not cover auditors. 

New Responsible Entity 

The Constitution of the New Responsible Entity allows it to indemnify all current and former directors 
and officers of the New Responsible Entity (including agents of the New Responsible Entity) out of the 
property of the New Responsible Entity against: 

(a) any liability for costs and expenses which may be incurred by that person in defending civil or 
criminal proceedings in which judgement 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 

(b) a liability incurred by the person, as a director or officer of the New Responsible Entity or of a 
related body corporate, to another person (other than the New Responsible Entity or a related body 
corporate) unless the liability arises out of conduct involving a lack of good faith. 

No indemnities have been given or insurance premiums paid, during or since the end of the financial 
year for the auditor of the Company. 

Lead auditor's independence declaration 

The lead auditor’s independence declaration is set out on page 7 and forms part of the Directors’ report 
for the year ended 30 June 2010. 

Signed in accordance with a resolution of the Directors. 

      
______________________ ______________________ 
  
Philip Ryan John Barry 
Executive Director and Company Secretary Executive Director 
29 October 2010 29 October 2010 
Brisbane Brisbane 
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LEAD AUDITOR’S INDEPENDENCE DECLARATION  

UNDER SECTION 307C OF THE CORPORATIONS ACT 2001 

 

To the Directors of Trilogy Funds Management Limited, the New Responsible Entity of the Pacific First 
Mortgage Fund: 

I declare that, to the best of my knowledge and belief, in relation to the audit for the year ended 30 June 
2010 there have been:  

(i)  no contraventions of the auditor independence requirements as set out in the Corporations Act 
2001 in relation to the audit; and 

(ii) no contraventions of any applicable code of professional conduct in relation to the audit. 

 

 

 

 

KPMG 

 

 

 

PG Steer 
Partner 

29 October 2010 
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  Consolidated Scheme 

 Notes 2010 2009 

Assets  $ $ 

Cash and cash equivalents 8 19,095,790 9,281,433 

Receivables 9 15,490,608 4,121,530 

Mortgage loans 10 378,146,787 507,659,928 

Investment property 11 419,823 - 

Total assets  413,153,008 521,062,891 

    

Liabilities    

Payables 12 685,148 3,785,175 

Interest bearing loans 13 30,000,000 91,034,756 
Total liabilities (excluding net assets attributable to 
unitholders)  30,685,148 94,819,931 
Net assets attributable to unitholders - liability  382,467,860 426,242,960 

Total liabilities  413,153,008 521,062,891 
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 Notes Consolidated Scheme 
 

 2010 2009 

Revenue  $ $ 

Interest revenue – mortgage loans 5(a) 43,424,136 94,081,208 
Distributions and interest income  5(a) 543,001 210,921 
Fees income – mortgage loans 5(b) 576,631 23,200 
Other income 5(b) 44,224 - 

Investment income  44,587,992 94,315,329 

    

Expenses    

Impairment losses 9,10 (72,238,250) (463,522,568) 

Other expenses  (2,246,009) (1,916,171) 

Responsible entity management fees 15(c) (7,721,755) (25,121,420) 

Operating expenses before finance costs  (82,206,014) (490,560,159) 

    
Loss from operating activities before finance costs  (37,618,022) (396,244,830) 

    

Finance costs    

Borrowing costs paid to financier 7 (6,157,078) (11,532,997) 

Total finance costs  (6,157,078) (11,532,997) 

    

Change in net assets attributable to unitholders/total 
comprehensive Income  (43,775,100) (407,777,827) 
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  No of units $ 

    
At 1 July 2008  880,283,372 827,263,747 

Change in net assets attributable to unitholders  - (407,777,827) 

Application for units  - - 

Redemption of units  - - 

Reinvested units  6,757,040 6,757,040 

At 30 June 2009  887,040,412 426,242,960 

Change in net assets attributable to unitholders   - (43,775,100) 

Application for units  - - 

Redemption of units  - - 
Reinvested units  - - 

At 30 June 2010  887,040,412 382,467,860 

    

The Constitution provides for a unit price of $1.00 

The net assets per units are:    
Cents per unit 30 June 2007   100 

Cents per unit 30 June 2008   94 

Cents per unit 31 December 2008   61 

Cents per unit 30 June 2009   48 
Cents per unit 31 December 2009   47 

Cents per unit 30 June 2010   43 
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 Notes Consolidated Scheme 
 

 2010 2009 
  $ $ 

Cash flows from operating activities    

Interest received - mortgage loans  271,332 4,816 

Distributions and interest received - other  807,967 214,538 

Responsible entity fees and other costs paid  (10,903,407) (26,872,820) 

Distributions paid  - (4,380,742) 

Borrowing costs paid  (7,322,413) (9,961,940) 

Net cash used in operating activities 14 (17,146,521) (40,996,148) 
    

Cash flows from investing activities    

Mortgage loan funds advanced   (19,706,883) (153,676,774) 

Mortgage loan funds repaid  108,853,805 238,061,245 

Acquisition of investment property  (419,823) - 

Net cash inflow from investing activities  88,727,099 84,384,471 
    

Cash flows from financing activities    

Proceeds from borrowings  - 112,396,504 

Repayment of borrowings  (61,766,221) (150,465,000) 

Net cash used in financing activities  (61,766,221) (38,068,496) 

    

Net increase in cash and cash equivalents  9,814,357 5,319,827 

Cash and cash equivalents at beginning of the year  9,281,433 3,961,606 

Cash and cash equivalents at the end of the year 8 19,095,790 9,281,433 
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Note 1. Reporting entity 

The Pacific First Mortgage Fund (Scheme) is a registered managed investment scheme under the 
Corporations Act 2001.  The Scheme was constituted on 23 June 1998 and will terminate on 23 June 
2078 unless terminated in accordance with the Constitution.  The consolidated financial report of the 
Scheme as at and for the year ended 30 June 2010 comprises the Scheme and its subsidiary (together 
referred to as the “Group”). 

Note 2. Basis of preparation 

(a) Statement of compliance 
The consolidated financial report is a general purpose financial report which has been prepared in 
accordance with Australian Accounting Standards (AASBs) (including Australian Interpretations) 
adopted by the Australian Accounting Standards Board (AASB) and the Corporations Act 2001.  The 
consolidated financial report of the Group complies with International Financial Reporting Standards 
(IFRSs) and interpretations adopted by the International Accounting Standards Board (IASB). 

The financial statements were approved by the Board of Directors of the New Responsible Entity on 29 
October 2010. 

(b) Functional and presentation currency 

These consolidated financial statements are presented in Australian dollars, which is the Group’s 
functional currency and the functional currency of the Group. 

(c) Use of estimates and judgements 
The preparation of financial statements requires management to make judgments, 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. 

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

• Note 3(l)   Going concern; 

• Note 9  Impairment losses (interest receivable); 

• Note 10  Impairment losses (mortgage loans); and 

• Note 16(b)   Credit risk (financial instruments). 

(d) Change in accounting policy 

Starting as of 1 July 2009 the Group has changed its accounting policy in the following area: 

• Presentation of financial statements 

Note 3. Significant accounting policies 
The accounting policies set out below have been applied consistently to all periods presented in these 
financial statements. 

(a) Basis of consolidation 

Subsidiaries 

Subsidiaries are entities controlled by the Group.  Control exists when the Group has the power to 
govern the financial and operating policies of another entity so as to obtain benefits from its activities.  
This will generally be when the Group has greater than 50% of the shares in another entity.  The 
financial statements of subsidiaries are included in the consolidated financial report from the date that 
control commences until the date that the control ceases.  The accounting policies of subsidiaries have 
been changed when necessary to align them with the policies adopted by the Group.   

In the Group’s financial statements, investment in subsidiaries are carried at cost. 
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Note 3. Significant accounting policies (continued) 

(a) Basis of consolidation (continued) 

Transactions eliminated on consolidation 

Intra-company balances, and any unrealised gains and losses or income and expenses arising from 
intra-company transactions are eliminated in preparing the consolidated financial statements. 

(b) New standards and interpretations not yet adopted 

The following amendments to accounting standards have been identified as those which may impact 
the Group in the period of initial application. They are available for early adoption at 30 June 2010, but 
have not been applied in preparing this financial report: 

• AASB 9 Financial Instruments includes requirements for the classification and measurement of 
financial assets resulting from the first part of Phase 1 of the project to replace AASB 139 
Financial Instruments: Recognition and Measurement. AASB 9 will become mandatory for the 
Group’s 30 June 2014 financial statements. Retrospective application is generally required, 
although there are exceptions, particularly if the entity adopts the standard for the year ended 
30 June 2012 or earlier. The Group has not yet determined the potential effect of the standard. 

• AASB 2009-5 Further amendments to Australian Accounting Standards arising from the Annual 
Improvements Process affect various AASBs resulting in minor changes for presentation, 
recognition and measurement purposes. The amendments, which become mandatory for the 
Group’s 30 June 2011 financial statements, are not expected to have a significant impact on the 
financial statements. 

(c) Financial instruments 

Classification 

The Group classifies all financial assets (except as stated below) into the loans and receivables 
category, which comprises mortgage loans and accounts receivable.  

Investments in debt and equity securities are classified as being available-for-sale and are stated at fair 
value, with any resultant gain or loss being recognised directly in unitholders funds, except for 
impairment losses. When these investments are derecognised, the cumulative gain or loss previously 
recognised directly in unitholders funds is recognised in profit or loss. Where these investments are 
interest-bearing, interest calculated using the effective interest method is recognised in the income 
statement. 

The fair value of financial instruments classified as available for sale is their quoted bid price or 
redemption price at the balance sheet date. 

Financial liabilities that are not at fair value through profit or loss include interest-bearing borrowings 
and accounts payable. 

Recognition 

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

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. 

Measurement 

Financial instruments are measured initially at fair value plus transaction costs that are directly 
attributable to the acquisition or issue of the financial asset or financial liability. Transaction costs on 
financial assets and financial liabilities are amortised over the life of the asset or liability using the 
effective interest method. 
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Note 3. Significant accounting policies (continued) 

(c)  Financial instruments (continued) 

Financial assets classified as loans and receivables are carried at amortised cost using the effective 
interest rate method, less impairment losses, if any.  

Financial liabilities are measured at amortised cost using the effective interest rate. 

Financial liabilities arising from the redeemable units issued by the Group are carried at the redemption 
amount representing the investors’ right to a residual interest in the Group’s assets, effectively fair 
value at reporting date. 

Fair value measurement principles 

Investments in other unlisted managed investment schemes are recorded at the exit price as reported 
by the manager of such schemes. 

The carrying amounts of the Group’s assets that are stated at amortised cost are reviewed at each 
balance sheet date to determine whether there is any indication of impairment. If any such indication 
exists, impairment testing is carried out and impairment loss is recognised in the income statement, as 
the difference between the assets carrying value and the present value of estimated future cash flows, 
discounted at the original effective interest rate (i.e., the effective interest rate computed at initial 
recognition of these financial assets). 

Impairment  

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. 

Derecognition 

The Group 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.  

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

Specific instruments 

Cash and cash equivalents 

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. 

(d)  Interest income 

Interest income and expense is recognised in the income statement as it accrues, using the effective 
interest method.  Interest income includes the amortisation of any discount or premium, transaction 
costs or other differences between the initial carrying amount of an interest-bearing instrument and its 
amount at maturity calculated on an effective interest rate basis. 

(e) Expenses 

All expenses, including management fees, are recognised in the income statement on an accruals 
basis. 

Borrowing costs 

Interest expense includes the amortisation of any discount or premium, transaction costs or other 
differences between the initial carrying amount of the interest-bearing instrument and its amount at 
maturity calculated on an effective interest rate basis. 
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Note 3. Significant accounting policies (continued) 

(f) Distribution and taxation 

Under current legislation the Group is not subject to income tax as its taxable income (including 
assessable realised capital gains) is distributed in full to the unitholders.   

The Group fully distributes its distributable income, calculated in accordance with the Group’s 
Constitution and applicable taxation legislation, to the unitholders who are presently entitled to the 
income under the Constitution.  Should realised capital losses arise, they are not distributed to 
unitholders but are retained in the Trust to be offset against any future realised capital gains. 

In the event that taxable income is not distributed in full, a tax liability may arise for the New 
Responsible Entity, which the Group would be required to pay. 

(g) Redeemable units 

All redeemable units issued by the Scheme provide the investors with the right to require redemption 
for cash and give rise to a financial liability.  In accordance with the product disclosure document the 
Group is contractually obliged to redeem units at redemption price. 

(h) Unit prices 

The unit price is based on unit price accounting outlined in the Group’s Constitution and product 
disclosure statement. 

(i) Distributions 

Distributions of income on units are recognised in the income statement as finance costs and as a 
liability where not paid.   

(j) Goods and services tax 

Management fees and other expenses are recognised net of the amount of goods and services tax 
(GST) recoverable from the Australian Taxation Office (ATO) as a reduced input tax credit (RITC). 

(k)  Investment property 

Investment property is initially recorded at cost.  Cost comprises the cost of acquisition, additions, 
refurbishments, redevelopments, finance costs and fees incurred.  The carrying amount of investment 
property also includes components relating to lease incentives and assets relating to fixed increases in 
operating lease rentals in future periods. 

Subsequent to initial acquisition, investment property is stated at fair value with changes in fair value 
recorded in the statement of comprehensive income. 

Fair value is based on active market prices, adjusted, if necessary, for any difference in the nature, 
location or condition of the specific asset.  If this information is not available, the Group uses an 
appropriate valuation method which may include discounted cash flow projections and the capitalisation 
method.  Discount rates and capitalisation rates are determined based on the Group’s industry 
knowledge and expertise and where possible, direct comparison to third party rates for similar assets in a 
comparable location.  The fair value reflects, among other things, rental income from current leases and 
assumptions about rental income from future leases in light of current market conditions.  It also reflects 
any cash outflows (excluding those relating to future capital expenditure) that could be expected in 
respect of the property. 
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Note 3. Significant accounting policies (continued) 

(k)  Investment property (continued) 

The Responsible Entity of the Group reviews the fair value of each investment property every six months, 
or earlier where the Responsible Entity believes there may be a material change in the carrying value of 
the property and where the carrying value differs materially from the Responsible Entity’s assessment of 
fair value, an adjustment to the carrying value is recorded as appropriate.  Independent valuations are 
carried out at least every three years to ensure that the carrying amount of each investment property does 
not differ materially from its fair value. 

Subsequent expenditure is charged to the investment property only when it is probable that future 
economic benefits of the expenditure will flow to the Group and the cost can be measured reliably. 

(l)  Going concern 

The consolidated financial report has been prepared on a going concern basis, which contemplates the 
continuation of normal business operations and the realisation of assets and settlement of liabilities in 
the normal course of business. 

During the year ended 30 June 2010: 

• Certain parties who had borrowed from the Group were unable to repay or refinance existing 
mortgage loans due for repayment during the year, resulting in expected cash inflows to the 
Group not being received as anticipated; 

• As disclosed in Note 13, the Group did not comply with certain loan requirements; 

• The Group cancelled distributions to unitholders during July 2008 and as a result no distributions 
were paid during the year; 

• As disclosed in Notes 9 and 10, the Group recognised impairment losses of $72,238,250 (2009: 
$463,522,568); 

• In October 2008 the Former Responsible Entity resolved that the Fund is a “non-liquid” 
registered managed investment scheme in accordance with the Fund’s Constitution and the Act, 
as a result no redemptions were paid during the period; and 

• The New Responsible Entity of the Scheme, amended the Scheme’s Constitution on 6 August 
2009 to reduce the management fee to 1.50% p.a. (plus GST) of the total asset value of the 
Fund.  This fee reduction has been applied to the Fund from 7 July 2009. 

Subsequent to year end: 

• The Directors’ of the New Responsible Entity signed an extension to the Group’s existing finance 
facility on 24 August 2010.  The key terms of the facility are as follows: 

- an increase to the facility of $10,000,000 (existing facility limit $30,000,000), which is to 
be used to accelerate redemptions to unitholders; 

- the term of the facility expires on the earliest of; 

- 31 August 2012; and 

- the date the financier declares the obligations of the Group due and payable after 
an event of default. 

• a capital payment totalling $35,481,616 was repaid to unitholders; 

The Directors of the New Responsible Entity have prepared the consolidated financial statements on 
the going concern basis, as it is their intention to: 

• Realise sufficient cash funding from the repayment or refinancing of existing mortgage loans to 
repay the finance facility of $30 million by 31 August 2012 (Refer Note 18); 

• Recommence the payment of distributions to unitholders once the Group has sufficient liquidity; 
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Note 3. Significant accounting policies (continued) 

(l)  Going concern (continued) 

• Make periodic redemption offers and/or capital distributions to unitholders at times when there 
are sufficient funds available to do so; and 

• Continue to fund loan drawdown requests and the completion of security properties in order to 
facilitate the sale of completed properties and repayment of loans. 

The New Responsible Entity has prepared cash flow projections that support the Group’s ability to meet 
debt repayments, and fund draw down requests and the completion of security properties. 
To continue as a going concern, it will be necessary for the Group to: 

• Continue the existing finance arrangements with its financier; and 
• Realise sufficient cash funds from the repayment or refinancing of mortgage loans to: 

- Repay the Finance facility of $30 million by 31 August 2012; 
- Fund draw down requests, the completion of security properties, periodic redemption offers and 

distributions to unitholders; and 

- Fund all other costs associated with the operation of the Group. 

In the event that the Group cannot continue as a going concern, it may not realise its assets or settle its 
liabilities in the normal course of operations and at the amounts stated in the consolidated financial 
report. 

(m) Comparative figures 

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

Note 4. Controlled Entity 

On 7 April 2010, the Group established a separate wholly owned subsidiary named King Tide 
Management Pty Limited (King Tide), giving it a controlling interest in the shares of the company. 

The subsidiary company was incorporated and domiciled in Australia and was a dormant entity for the 
period to 30 June 2010. 

Note 5. Interest income 

 Consolidated Scheme 
 2010 2009 

 
Average 
balance 

Interest Average 
Rate 

Average 
balance 

Interest Average
Rate

 $ $ % $ $ % 
(a) Revenues from 
investments:       
Mortgage loans 460,452,432 43,424,136 9.43 851,031,139 94,081,208 11.05 
Cash and cash 
equivalents 15,747,308 543,001 3.45 5,587,716 210,921 3.77 

  43,967,137   94,292,129  

(b) Other income       

Fees income – 
mortgage loans  576,631   23,200  

Other Income  44,224   -  

  620,855   23,200  

Total revenue from 
operations  44,587,992   94,315,329  
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Note 6. Remuneration of auditors  Consolidated Scheme 

 2010 2009 

During the year the following fees were paid or payable for services 
provided by the auditor (KPMG) of the Group: 

$ $ 

Amounts received or due and receivable by KPMG for:   

 - an audit and review of the consolidated financial report of the 
Group(i) (187,000) (145,750) 

 - other assurance services in relation to the Group     

• audit of compliance plan(i)  (123,400) (99,000) 

  (310,400) (244,750) 

Other services    

• preparation of the income tax return (i)  (19,800) (20,000) 

• other services  (16,886) - 

  (36,686) (20,000) 

  (347,086) (264,750) 

(i) Includes amounts paid to KPMG for under accrued fees for the 2009 year. 

Note 7. Finance Costs   

 Borrowing costs incurred     
Amortised borrowing costs   (856,055) (2,292,213) 

Interest expense   (5,301,023) (9,240,784) 

   (6,157,078) (11,532,997) 

(i) Borrowing costs incurred represents expenses associated with the Finance facility with the 
Commonwealth Bank of Australia (CBA) (Refer Note 13).  

Note 8. Cash and cash equivalents   

Cash at bank 19,095,790 9,281,433 

 19,095,790 9,281,433 

Note 9. Receivables   

Interest receivable - mortgages 115,918,438 102,267,496 

Impairment losses (100,616,160) (98,295,512) 

 15,302,278 3,971,984 

Distributions and interest receivable - other 77,176 21,164 

Other receivables 111,154 128,382 

 15,490,608 4,121,530 

Impairment losses 

At 30 June 2010, as part of the annual balance date review procedures the New Responsible Entity 
recorded impairment losses in respect of interest receivable of $27,732,893 (2009: $79,109,141) for 
the year.  During the year the repayment of eight (2009: three) mortgage loans resulted in realised 
impairment losses of $25,412,245 (2009: $506,050) in respect of interest receivable.   
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Note 9. Receivables (continued) 
Impairment losses (continued) 

In assessing whether interest receivable may be impaired, the New Responsible Entity considerations 
included but were not limited to: 

• 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 and forecast market conditions; 
• Status of individual loans; and 
• Estimated time to realise mortgage loans and interest receivable. 

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. 

The New Responsible Entity considers that, based on evidence available as at 30 June 2010, all 
interest on remaining mortgage loans should be recovered in full and accordingly no further impairment 
losses have been recorded. 

Property markets 

The ongoing volatility in Australia’s property markets 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. 

Note 10. Mortgage loans Consolidated Scheme 

 2010 2009 

(a) Held directly $ $ 

Mortgage loans (i) 744,933,947 923,501,133 

Impairment losses (366,787,160) (415,841,205) 

 378,146,787 507,659,928 

Maturity analysis   

Not longer than 3 months 711,343,561 775,021,249 

Longer than 3 months but less than 12 months 33,590,386 111,615,697 

Longer than 1 year but not longer than 5 years - 36,864,187 

Total mortgage loans before impairment 744,933,947 923,501,133 

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

Impairment losses 

At 30 June 2010, as part of the annual balance date review procedures the New Responsible Entity 
recorded impairment losses in respect of mortgage loans of $44,505,357 (2009: $384,413,427) for the 
year.  During the year the repayment of eight (2009: three) mortgage loans resulted in realised 
impairment losses of $93,559,402 (2009: $1,899,428) in respect of mortgage loans. 
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Note 10. Mortgage loans (continued) 
Impairment losses (continued) 

In assessing whether mortgage loans may be impaired, the New Responsible Entity considerations 
included but were not limited to: 

• 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 and forecast market conditions; 
• Status of individual loans; and 
• Estimated time to realise mortgage loans and interest receivable. 

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.   

The New Responsible Entity considers that, based on evidence available as at 30 June 2010, all 
principal on remaining mortgage loans should be recovered in full and accordingly no further 
impairment losses have been recorded. 

Property markets 

The ongoing volatility in Australia’s property markets 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. 

(b) Co-lending arrangements 

The Group had an agreement with an institutional investor which was previously referred to by the 
Former Responsible Entity as a co-lending agreement.  The agreement provided that the institutional 
investor lend to borrowers on existing first mortgages held by the Group. The institutional investor 
became a joint first mortgage lender with the Group however a priority agreement was entered into 
which has the effect of pushing the Group into a second-ranking mortgage position.  Consequently the 
Institutional Investor has first priority and its security ranks ahead of the Group. 

As at 30 June 2010, the institutional investor had co-lent $42.1 million (2009: $60.7 million) with the 
Group on 2 (2009: 3 loans) loans. 

Note 11. Investment property Consolidated Scheme 

 2010 2009 

 $ $ 

Balance at 1 July - - 

Acquisitions - residential apartment (i) 419,823 - 

Balance at 30 June 419,823 - 

(i) The Group acquired the residential apartment to maximise returns to unitholders on realisation of 
mortgage loans. 
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Note 12. Payables 2010 2009 

 $ $ 

Accrued expenses 424,400 2,398,741 

Interest payable - 45,890 

Other payables 196,160 192,017 

Responsible Entity fees payable - 550,000 

Trade payables 64,588 598,527 

 685,148 3,785,175 

Note 13. Interest bearing loans   

Finance facility (Commercial bills)   

Multi option facility 30,000,000 50,000,000 

Better business bill facility - 41,766,221 

 30,000,000 91,766,221 

Less: Prepaid borrowing costs - (731,465) 

 30,000,000 91,034,756 

Total facilities available:   

Facilities utilised at reporting date 30,000,000 91,766,221 

Unutilised facilities at reporting date - 38,233,779 

Total facilities (i)  30,000,000 130,000,000 

(i) Prior to the allocation of prepaid borrowing costs 

The Former Responsible Entity established a Finance facility with the CBA for the Scheme.  The facility 
is secured by a fixed and floating charge over the assets of the Scheme, providing the financier with 
first priority over Scheme assets. 

As at 30 June 2010, the Finance facility had a limit of $30,000,000 (2009: $130,000,000) which was 
due for repayment by 26 February 2010, and had an average variable interest rate of 7.82% p.a. (2009: 
8.96%).  During the period the Group did not comply with certain loan requirements. 

The New Responsible Entity renegotiated the terms of the Group’s Finance facility with the CBA on 31 
January 2010 to extend the current facility to 30 June 2010.  The key terms of the agreement were as 
follows; 

1).  Upon the disposal of an asset of the Fund; 

(a) 100% of the net proceeds received by the Fund at settlement from the sale of the Pacific Beach 
development must be repaid to the CBA; and 

(b) 75% of the net proceeds from assets realised on or after 1 January 2010 must be repaid to the 
CBA while the balance of the facility is greater than $30 million. 

2).  The balance of the facility is required to be reduced to $30 million by 30 June 2010. 

The facility was further extended on 24 August 2010 to 31 August 2012.  The terms of the extension 
are outlined in Note 18. 
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Note 14. Reconciliation of net cash provided by 
operating activities to profit and loss 

Consolidated Scheme 

 2010 2009 

 $ $ 

Net loss  (43,775,100) (407,777,827) 

Adjustments for:   

Distributions reinvested - 6,757,040 

Fees income – mortgage loans (550,250) - 

Impairment losses  72,238,250 463,522,568 

Interest revenue – mortgage loans (3,930,967) - 

Other  - (371,332) 

Changes in assets and liabilities   

Decrease in distributions payable - (11,272,499) 

(Decrease)/increase in payables (2,753,405) 2,136,418 

Decrease/(increase) in prepaid borrowing costs 731,465 (581,565) 

(Increase) in receivables and other assets (39,106,514) (93,378,951) 

Net cash outflow from operating activities (17,146,521) (40,996,148) 

Note 15. Related party transactions 

(a) Former Responsible Entity 

City Pacific Limited as Responsible Entity (Former Responsible Entity) for the Scheme was removed as 
responsible entity on 7 July 2009.   

During the year, the Former Responsible Entity provided accounting, treasury and investment services 
to the Scheme in accordance with the Constitution for which it received a management fee.  The 
Former Responsible Entity procured loans for the Scheme and from time to time facilitated the sale of 
loans from the Scheme. 

(b) Details of key management personnel 

(i) Directors 

The Group does not employ personnel in its own right.  However it is required to have an incorporated 
Responsible Entity to manage the activities of the Group.  The Directors of the Former Responsible 
Entity and the New Responsible Entity are key management personnel of their respective entities and 
their names are as follows: 

Directors of the Former Responsible Entity 

Phillip Downie OAM, FCA (Appointed 30 September 2008) 

Chairman 

Independent Non-Executive Director 

Thomas Swan BBus, GradDipBusIP, MComLaw, DipFS(FP), FPNA, ACIS, MAICD (Appointed 8 August 
1997) 

Deputy Chairman 

Independent Non-Executive Director 



Pacific First Mortgage Fund 
Notes to the financial statements 
For the year ended 30 June 2010 

23 

Note 15. Related party transactions (continued) 

(b) Details of key management personnel (continued) 

(i) Directors (continued) 

Directors of the Former Responsible Entity 

John Ellis LL.B (Appointed 30 September 2008) 

Chief Executive Officer 

Managing Director 

Stephen McCormick (Appointed 20 June 2008, resigned 28 July 2009) 

Executive Director 

Ian Donaldson AM (Appointed 25 May 1998, resigned 17 December 2008) 

Chairman 

Independent Non-Executive Director 

Philip Sullivan (Appointed 8 August 1997, resigned 12 November 2008) 

Chief Executive Officer 

Managing Director 

Hon Shane Stone AC, QC (Appointed 16 September 2005, resigned 28 November 2008) 

Independent Non-Executive Director 

Directors of the New Responsible Entity 

Robert Willcocks BA, LL.B, LL.M (Appointed 9 October 2009) 

Independent Non-Executive Chairman 

Rodger Bacon BCom(Merit) AAICD SFFin (Appointed 9 July 2004) 

Deputy Chairman 

Executive Director 

John Barry BA, ACA (Appointed 9 July 2004) 

Executive Director 

Trevor Gibson Dip FP, FFPAA (Appointed 14 August 2006) 

Executive Director 

Rohan Butcher GradDipPM, BASc(QS), Registered Builder, Licensed Real Estate Agent (Appointed 29 
July 2008) 

Non-Executive Director 

Philip Ryan LL.B, Grad Dip Leg Prac, F.Fin, FTIA (Appointed 13 October 1997) 

Executive Director and Company Secretary 

Nigel Chamier OAM, FAPI, FAIDC, (Appointed 14 October 2009) 

Independent Non-Executive Director 

(ii) Other key management personnel 

In addition to the Directors noted above, the Responsible Entities are also considered to be a key 
manager as they have the authority for the strategic direction and management of the fund. 

(c) Fees 

(i) Compensation of key management personnel 

No amount is paid by the Group directly to the Directors of the New Responsible Entity and the Former 
Responsible Entity.  Consequently, no compensation as defined in AASB 124 Related Party 
Disclosures is paid by the Group to the Directors of the New Responsible Entity and the Former 
Responsible Entity as key management personnel. 
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Note 15. Related party transactions (continued) 

(c) Fees (continued) 

(i) Compensation of key management personnel (continued) 

Compensation is paid to the New Responsible Entity and the Former Responsible Entity in the form of 
fees and is disclosed below. 

The New Responsible Entity and the Former Responsible Entity provide management, investment 
accounting and administrative services to the Group.  All costs associated with the provision of these 
services are paid by their respective entities and not that of the Group.  All transactions are conducted 
on normal commercial terms and conditions. 

Total amounts paid to the Former Responsible Entity for the period 1 July 2009 to 6 July 2009 are as 
follows: 
 Consolidated Scheme

 2010 2009

Former Responsible Entity fees $ $ 

Management fees paid - (24,571,420) 

Management fees payable - (550,000) 

Total management fees paid/payable - (25,121,420) 

Expenses reimbursed - (988,993) 

Total fees paid/payable to the Former Responsible Entity - (26,110,413) 

Total amounts paid to the New Responsible Entity for the period 7 July 2009 to 30 June 2010 are as 
follows: 

New Responsible Entity fees   

Management fees paid (7,721,755) - 

Management fees payable - - 

Total management fees paid/payable (7,721,755) - 

Expenses reimbursed (727,889) - 

Total fees paid/payable to the New Responsible Entity (8,449,644) - 
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Note 15. Related party transactions (continued)    

(d) Related party transactions       

During the year the Group advanced the following loan amounts to entities associated with the Former Responsible Entity or its subsidiaries, prior to 
impairment losses: 

Loans with associated entities Former 
Responsible 

Entity 
ownership 

interest 

Loan balance 
30 June 

Funds 
advanced 
during the 

period 

Repayments 
made during 

the period 

Interest 
paid/payable 

Interest rate at 
30 June 

2010 % $ $ $ $ % 
Marina Cove Pty Limited  30.60 128,975,606 2,311,095 - 11,562,930 9.00 
Lake Views Estates Pty Limited 15.30 51,903,206 94,801 - 4,664,467 9.00 
MP Pacific Investments Unit Trust 15.30 - - - - - 
SP Marina Pty Limited 50.00 22,098,423 5,466,500 43,190 1,688,647 9.00 
Sunrise Waters Unit Trust 50.00 23,878,481 304,708 - 2,127,314 9.00 
Grande Pacific Syndicate 1 50.00 53,798,923 72,964 2,063,869 4,971,437 9.00 
Grande Pacific Syndicate 2 50.00 24,778,611 11,000 - 2,229,397 9.00 

 305,433,250 8,261,068 2,107,059 27,244,192  

2009    
Marina Cove Pty Limited 30.60 126,664,511 52,337,362 1,893,868 10,648,515 9.00 
Lake Views Estates Pty Limited 15.30 51,808,405 14,981 2,895,151 6,298,342 9.00 
MP Pacific Investments Unit Trust 15.30 - - 15,600,000 1,897,510 - 
SP Marina Pty Limited 50.00 16,675,113 4,915,113 - 1,731,376 9.00 
Sunrise Waters Unit Trust 50.00 23,573,773 4,478 - 2,825,189 9.00 
Grande Pacific Syndicate 1 50.00 55,789,828 21,029,697 13,678,536 6,454,264 9.00 
Grande Pacific Syndicate 2 50.00 24,767,611 76,748 - 2,961,683 9.00 

 299,279,241 78,378,379 34,067,555 32,816,879  

The Group recorded impairment losses of $57,944,369 during the year (2009: $114,495,380) in respect of mortgage loans and interest receivable owing 
from related parties of the Former Responsible Entity (Refer Notes 9 and 10).  No loan amounts have been advanced to related parties of the New 
Responsible Entity in the current or prior period. 
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Note 15. Related party transactions (continued)   

(e) Related party units held   

From time to time units in the Group were held by Directors and key management personnel of the Former Responsible Entity and entities related to 
Directors and key management personnel of the Former Responsible Entity.  Details of holdings in the Group by Directors, and key management 
personnel of the Former Responsible Entity and entities related to Directors and key management personnel of the Former Responsible Entity are set 
out below: 

 Investment at 30 June 
(based on a unit price of 

$1.00 per unit) 

Investments during the 
year 

Redemptions during 
the year 

Distributions paid or 
payable to related 

parties 

 2010 2009 2010 2009 2010 2009 2010 2009 

 $ $ $ $ $ $ $ $ 
City Pacific Limited 222,528 222,528 - 2,489 - - - - 
City Pacific Finance Pty Limited 11,096 11,096 - 11,096 - - - - 
City Pacific Finance Trust 8,174 8,174 - 163 - - - - 
City Pacific Income Fund 5,256,446 5,256,446 - - - - - - 
Capeglen Pty Limited 25,883 25,883 - 330 - - - - 
Contra Proferentem Pty Limited 155,000 155,000 - - - - - - 
Donaldson Superannuation Fund 156,520 156,520 - 2,771 - - - - 
Equititour Pty Limited ATF Equititour 
Hotel Fund 423,671 423,671 - 8,970 - - - - 

Gainsborough Greens Pty Limited 8,584 8,584 - 172 - - - - 
Indigo Pacific Capital Limited 6,759 6,759 - - - - - - 
Maldon Pty Limited 3,096,201 3,096,201 - 61,911 - - - - 
Maldon Pty Limited Super 81,796 81,796 - 1,044 - - - - 
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Note 15. Related party transactions (continued) 

(e) Related party units held (continued) 

 

Investment at 30 June 
(based on a unit price of 

$1.00 per unit) 

Investments during the 
year 

Redemptions during 
the year 

Distributions received or 
receivable from related 

parties 

 2010 2009 2010 2009 2010 2009 2010 2009 

 $ $ $ $ $ $ $ $ 
Peter Trathen 309,101 309,101 - 6,338 - - - - 
Phil Sullivan 203,586 203,586 - 2,597 - - - - 
Ronglen Pty Limited 243,727 243,727 - 14,670 - - - - 
Sandkent Investments Pty Limited 729,549 729,549 - 13,259 - - - - 
Sandkent Pty Limited 660,767 660,767 - 12,841 - - - - 
Sankyo Development Pty Limited 80,570 80,570 - 1,028 - - - - 
Sangillo Pty Limited ATF Maldon Pty 
Limited Executive Superannuation 157,799 157,799 - 3,191 - - - - 
Sangillo Super Investment Fund 1,580,712 1,580,712 - 36,422 - - - - 
Sangillo Pty Limited 3,424,649 3,424,649 - 56,756 - - - - 
 16,843,118 16,843,118 - 236,048 - - - - 

No units have been held by related parties of the New Responsible Entity in the current or prior period. 

Terms and conditions of transactions with related parties 

All related party transactions are made in arms length transactions on normal commercial terms and conditions.  There have been no guarantees 
provided or received for any related party receivables. 
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Note 16. Financial instruments 
Statement of responsibility 

Trilogy Funds Management Limited was appointed Responsible Entity of the Pacific First Mortgage 
Fund on 7 July 2009, therefore neither Trilogy Funds Management Limited nor its Directors can give 
any comment on how the Scheme was managed for period 1 July 2009 to 6 July 2009.  While Trilogy 
Funds Management Limited became Responsible Entity on 7 July 2009, it was not until after the Court 
decision on 20 July 2009 that the transfer of books and records commenced to be handed over to 
Trilogy Funds Management Limited. 

The statements below relate to the management of the Group following the appointments of Trilogy 
Funds Management Limited as the New Responsible Entity. 

Overview 

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

The allocation of assets as between the various types of financial instruments described above is 
determined by the New Responsible Entity who manages the Group’s portfolio of assets to achieve the 
Group’s investment objectives.   

The Group’s investing activities expose it to the following risks from its use of financial instruments: 

 Market risk 

 Credit risk 

 Liquidity risk 

 Operational risk 

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

The board of Directors of the New Responsible Entity has overall responsibility for the establishment 
and oversight of the Group’s risk management framework. 

The Board is responsible for developing and monitoring the Group’s risk management policies, 
including those related to its investment activities.  The New Responsible Entity’s risk management 
policies are established to identify and analyse the risks faced by the Group, including those risks 
managed by the New 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 Group’s activities. 

The Board receives regular risk management reports from the Asset Manager.  Reports include details 
of the controls it has in place to monitor compliance with the Group’s investment strategy, and details of 
how management develops and maintains a disciplined and constructive control environment in which 
its employees understand their roles and obligations. 

The New Responsible Entity’s Compliance Committee and its Audit, Risk Management and 
Compliance Committee oversees how management monitors compliance with the Group’s risk 
management policies and procedures and reviews the adequacy of the risk management framework in 
relation to the risks faced by the Group.   
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Note 16. Financial instruments (continued) 

Estimation of fair values 

The major method and assumptions used in estimating the fair values of financial instruments were 
disclosed in Note 3(c) of the significant accounting policies section. 

The Group has no unrecognised financial instruments at the year end.  The following methods and 
assumptions are used to determine the fair values of financial assets and liabilities: 

Cash and cash equivalents and mortgage loans 

The carrying value approximates fair value because of their variable interest rate and/or short term to 
maturity. 

Unitholders’ funds 

Fair value and the carrying value is based on net asset backing prices at balance sheet date without 
any deduction for transaction costs. 

Payables and interest receivable 

The carrying value approximates fair value, due to the short term to repayment.  

Interest bearing loans 

The carrying value approximates fair value because of their variable interest rate and/or short term to 
maturity and that all impaired loans have been provided for. 

(a) Market risk 

Market risk is the risk that changes in market prices, such as interest rates and property values will 
affect the Group’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. 

The Group’s strategy on the management of the investment risk is driven by the Group’s investment 
objective.   

The Group’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 
Group is currently unable to provide distributions to investors. 

Interest rate risk 

The Group's effective interest rates of financial assets and liabilities for interest bearing financial 
instruments at the balance date are set out below.   
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Note 16. Financial instruments (continued) 

(a) Market risk (continued) 

Interest rate risk (continued) 

 
Floating 
interest 

rate 

6 months or 
less 

Non-interest 
bearing 

Total Effective 
interest 

rate 
Consolidated $ $ $ $ %
2010 
Financial assets: 

Cash and cash equivalents 19,095,790 - - 19,095,790 3.45

Receivables - 15,302,278 188,330 15,490,608 9.00

Mortgage loans - 378,146,787 - 378,146,787 9.43

 19,095,790 393,449,065 188,330 412,733,185

Financial liabilities: 

Interest bearing loans 30,000,000 - - 30,000,000 7.82

Unitholders' funds (i) - - 382,467,860 382,467,860 -

 30,000,000 - 382,467,860 412,467,860
Scheme 
2009 
Financial assets: 

Cash and cash equivalents 9,281,433 - - 9,281,433 3.77

Receivables - 3,971,984 149,546 4,121,530 9.00

Mortgage loans - 507,659,928 - 507,659,928 11.06

 9,281,433 511,631,912 149,546 521,062,891
Financial liabilities: 

Interest bearing loans 91,766,221 - - 91,766,221 8.96

Unitholders' funds - - 426,242,960 426,242,960 -

 91,766,221 - 426,242,960 518,009,181

(i) The Former Responsible Entity of the Scheme cancelled distributions to unitholders from July 2008. 

Interest rate sensitivity 

An increase or decrease of 100 basis points in interest rates as at the reporting date would have an 
insignificant effect on the net assets attributable to unitholders and operating results given that interest 
rates attached to both financial assets and financial liabilities are variable. 

Property value risk 

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

 



Pacific First Mortgage Fund 
Notes to the financial statements 
For the year ended 30 June 2010 

31 

Note 16. Financial instruments (continued) 

(b) Credit risk 

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 Group and cause a loss.  The New Responsible Entity 
manages the exposure to credit risk on an ongoing basis. 

The carrying amount of the Group’s financial assets represents the maximum credit exposure. The 
Group’s maximum exposure to credit risk at the reporting date was: 

 Note Consolidated Scheme
 2010 2009
 $ $

Cash and cash equivalents 8 19,095,790 9,281,433
Receivables 9 15,490,608 4,121,530
Mortgage loans 10 378,146,787 507,659,928
Total 412,733,185 521,062,891

All of the cash held by the Group is invested with Australian financial institutions. 

The Group'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 5 loans each representing greater than 5.00% of total loans before 
impairment losses at 30 June 2010 (2009: 6 loans).  The largest single loan represented 14.88% (2009: 
11.76%) of total loans before impairment losses. The average loan size was $20,133,318 (2009: 
$20,522,250). 

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

 Consolidated Scheme 

 2010 2009 

 No of 
loans

$ % of 
total

No of 
loans 

$ % of 
total

Queensland 22 397,953,901 53.42 28 534,229,744 57.85

Victoria 14 316,891,553 42.54 14 337,656,036 36.56

NSW 1 30,088,493 4.04 3 51,615,353 5.59

Total 37 744,933,947 100.00 45 923,501,133 100.00

The Group's exposure to credit risk for mortgage loans at the reporting date by loan type are as follows: 

Residential 12 206,662,181 27.74 16 368,218,309 39.87

Commercial 3 60,298,214 8.09 4 54,565,215 5.91

Land 8 178,287,763 23.93 10 179,171,170 19.40

Mixed commercial development - - - 1 4,238,524 0.46

Residential development 7 227,543,956 30.55 7 235,985,233 25.56
Mixed residential and commercial 
development 1 3,626,614 0.49 1 11,294,500 1.22

Land subdivision 6 68,515,219 9.20 6 70,028,182 7.58

 37 744,933,947 100.00 45 923,501,133 100.00
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Note 16. Financial instruments (continued) 

(b) Credit risk (continued) 

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

 Consolidated Scheme 

 2010 2009 

 No of 
loans

$ % of 
total

No of 
loans 

$ % of 
total

Less than 3 months 5 189,180 0.16 12 1,377,399 1.35

3 months to 6 months - - - 1 936,663 0.92

6 months to 12 months 4 6,337,674 5.47 20 48,030,996 46.97

Greater than 12 months 28 109,391,584 94.37 12 51,922,438 50.77

 37 115,918,438 100.00 45 102,267,496 100.00

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

Historically, on completion of the 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 akin to that style of lending. 

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 secured by unsold stock.  As a result of these factors a number of borrowers requested an 
extension of the term of their facilities.  

The Group has in the last 12 months negotiated term extensions to a number of loans.  Of the loans 
that were renegotiated, 2 loans (2009: 5), with principal and interest outstanding of $3,424,930 (2009: 
$87,817,000) after impairment losses would have been past due at 30 June 2010 had they not been 
renegotiated.  The fair values of the security properties in relation to these loans at 30 June 2010 was 
$3,791,293 (2009: $100,837,435).  Any estimated impairment losses in relation to these loans is 
included in Notes 9 and 10.  

In situations where the borrower cannot meet the holding costs the Group has taken possession of the 
security with a view to controlling the marketing and sale of the security property.   

As at 30 June 2010 33 loans (2009: 39) were past due with principal and interest outstanding of 
$369,310,887 (2009: $423,771,570) after impairment losses.  Of these past due amounts, $12,454,056 
(2009: $47,157,570) were less than 3 months past due, $80,523,151 (2009: $131,510,200) were 
between 3 months and 12 months past due, and $276,333,680 (2009: $245,103,800) were greater than 
12 months past due.  The fair value of the security properties, based on independent valuations or 
sales prices achieved, in relation to these loans at 30 June 2010 was $453,646,654 (2009: 
$518,544,182).  Any estimated impairment losses in relation to these loans is included in Notes 9 and 
10. 

Loans secured by property at Martha Cove Victoria 
As at 30 June 2010, the Group had the following 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 are supported by independent valuations, appraisals 
from real estate agents, actual sales prices realised and estimates from management in relation to the 
fair value of the security property on an orderly realisation basis. 
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Note 16. Financial instruments (continued) 

(b) Credit risk (continued) 
Loans secured by property at Martha Cove Victoria 
(continued) 

Consolidated Scheme

 2010 2009

 $ $

Owing by Marina Cove Pty Limited 56,960,920 78,250,000

Owing by other parties 84,099,862 77,701,001

 141,060,782 155,951,001

The Group has recorded total impairment losses of $114,243,916 (2009: $90,836,363) in respect of 
mortgage loans and interest receivable secured by registered first and second mortgages over land 
situated at Martha Cove, Victoria, as outlined in Notes 9 and 10. 

Marina Cove Pty Limited is a 100% owned entity by CP1 Limited and the owner of a property 
development at Martha Cove, which is the mortgage security for the loans and interest receivable noted 
above.  In addition to Marina Cove Pty Limited there are several other development companies with 
interests in property at Martha Cove, certain of these development companies, have sourced financing 
from other financiers and have provided mortgage security over property located at Martha Cove.   

CP1 Limited, Marina Cove Pty Limited and certain other development companies with interests in 
property at Martha Cove are in breach of finance facilities provided by the Group and/or other 
financiers.  In addition, certain of these companies have been placed into external administration and/or 
receivership during the year or subsequent to year end. 

There is significant uncertainty in relation to the courses of action that financiers may take in relation to 
the realisation of property at Martha Cove held as security.  Accordingly, the sale prices that maybe 
achieved through the realisation of the security property by financiers is uncertain.  The realisable value 
of the Group’s security property, located at Martha Cove, securing loans and interest receivable 
totalling $141,060,782 (2009: $155,951,001) at 30 June 2010 may be significantly reduced in the event 
that other properties at Martha Cove are realised at significantly lower values than the amounts used by 
the New Responsible Entity in assessing the recoverability of the loans of the Group secured by 
property at Martha Cove. 

(c) Liquidity risk 

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due.  The 
Group'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 Group's reputation. 

The Group’s financial instruments are primarily investments in first mortgage loans. 

The Group’s liquidity risk is managed on a daily basis by the New Responsible Entity in accordance with 
policies and procedures in place.  The Group’s overall liquidity risks are monitored on a monthly basis by the 
board of directors. 
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Note 16. Financial instruments (continued) 
(c) Liquidity risk (continued) 

During October 2008, the Former Responsible Entity determined that the Scheme was a non-liquid 
registered managed investment scheme in accordance with the Constitution and the Corporations Act 
2001 (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 as follows: 

• The Scheme will make periodic redemption offers to all unitholders at times when there are 
sufficient funds available to do so.  The Responsible Entity will determine the amount that 
constitutes “sufficient funds” for a redemption offer to be made; 

• Redemption offers will be made in writing to all unitholders and will specify the amount of funds 
available for that redemption offer.  Unitholders wishing to redeem will be required to respond to 
the redemption offer stating the amount they wish to redeem (redemption request); 

• In the event there is an oversubscription to the redemption offer (ie. the amount of the 
redemption requests exceeds the amount of the redemption offer), the redemptions will be paid 
on a pro-rata basis to all unitholders who have submitted a redemption request. 

The following table illustrates undrawn loan commitments which represent the balance of loans 
approved and not in default but not fully drawn. 

 Consolidated Scheme 

 2010 2009 

 No of 
loans 

$ % of 
total

No of 
loans

$ % of 
total

Less than 3 months 1 25,000 3.33 2 1,117,260 100.00

3 months to 6 months - - - - - -

6 months to 12 months - - - - - -

Greater than 12 months 1 725,000 96.67 - - -

 2 750,000 100.00 2 1,117,260 100.00

(d) Capital management 

As disclosed in Note 16(c), the Former Responsible Entity determined that the Scheme is a non-liquid 
registered managed investment scheme. 

These changes in the Scheme’s approach to capital management were made having consideration to 
the ongoing deterioration of financial markets and the Scheme’s obligation to repay debt in the short 
term. 

Due to current market conditions the New Responsible Entity believes that this course of action is in the 
best interest of unitholders of the Group. 

The Group is not subject to externally imposed capital requirements. 

(e) Operational Risk 

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with 
the Group’s processes, personnel, technology and infrastructure, and from external factors other than 
credit, market and liquidity risks such as those arising from legal and regulatory requirements and 
generally accepted standards of corporate behaviour. Operational risks arise from all of the Group’s 
operations. 
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(e) Operational Risk (continued) 

The Group’s objective is to manage operational risk so as to balance the avoidance of financial losses 
and damage to the Group’s reputation with overall cost effectiveness and to avoid control procedures 
that restrict initiative and creativity. 

The primary responsibility for the development and implementation of controls to address operational risk 
is assigned to senior management within each business unit. This responsibility is supported by the 
development of overall Group standards for the management of operational risk in the following areas: 

• Requirements for appropriate segregation of duties, including the independent authorisation of 
transactions 

• Requirements for the reconciliation and monitoring of transactions 

• Compliance with regulatory and other legal requirements 

• Documentation of controls and procedures 

• Requirements for the periodic assessment of operational risks faced, and the adequacy of 
controls and procedures to address the risks identified 

• Requirements for the reporting of operational losses and proposed remedial action development 
of contingency plans 

•  Training and professional development 

• Ethical and business standards 

• Risk mitigation, including insurance where this is effective. 

Note 17. Custodian of the Group 

The New Responsible Entity appointed Trust Company Fiduciary Services Limited as custodian of the 
Group on 21 July 2009. 

The relationship between the Custodian and Manager is set out in the Custodial Agreement. 

Note 18. Significant events after balance date 

Group’s finance facility with the Commonwealth Bank of Australia (CBA) 

The Directors’ of the New Responsible Entity signed an extension to the Group’s existing finance facility 
on 24 August 2010.  The key terms of the facility are as follows: 

• an increase to the facility of $10,000,000 (existing facility limit $30,000,000), which is to be used 
to accelerate redemptions to unitholders; 

• the term of the facility expires on the earliest of; 

- 31 August 2012; and 

- the date the CBA declares the obligations of the Group due and payable after an event of 
default. 

• The facility is secured by all present and future assets and undertakings of the Group. 

Acquisition of property by the Group 

Subsequent to the end of the financial year, the Group acquired the management rights over a 
residential complex (including a residential unit in the same complex) for which the Group holds security 
for a loan which is in default. 

Return of capital to unitholders 

The Responsible Entity made a return of capital payment of $0.04 per unit to all unitholders on 7 October 
2010, totalling $35,481,616. 
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Note 18. Significant events after balance date (continued) 

Unitholder meeting 

A meeting of unitholders was held on 2 September 2010, to vote on the following three resolutions: 

1. Change the Group’s constitution to facilitate a new strategy; 

2. Change the Group’s constitution to enable redemptions to be paid at net asset value as opposed 
to issue price of $1.00; and 

3. Amend the basis for which the New Responsible Entity is paid its management fee to 1.25% of 
the net asset value of the Group. 

All resolutions were not carried in favour of the majority of unitholders and were rejected accordingly. 

Other than the items noted above, 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 that the 
Directors are aware of that is likely, in the opinion of the Directors, to affect significantly the operations of 
the Group, the results of those operations or the state of affairs of the Group, in future financial years. 

Note 19. Litigation and contingent liabilities 
The Group is party to litigation in the normal course of business which has arisen during the year and 
subsequent to the end of the financial year.  The Group is a party to litigation from a borrower alleging it 
had breached the finance facility agreement or alternatively breached the Trade Practices Act 1974 
(Cth).  The maximum amount of this contingent liability is estimated to be $81 million.  The New 
Responsible Entity has filed a defence denying liability in respect of this claim. 

Directors have also had lawyers formalise documentation to discontinue litigation between the Group and 
Messrs Atkinson and Gore.  Mr Atkinson’s claims against the Group have been abandoned because of 
the operation of Section 60 of the Bankruptcy Act while the Trustee in Bankruptcy for Mr Gore is set to 
make his election to either pursue or abandon the litigation. 

The Directors are not aware of any material liability likely to arise to the Group as a result of litigation 
matters. 
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In the opinion of the directors of Trilogy Funds Management Limited, New Responsible Entity of Pacific 
First Mortgage Fund (Scheme): 

(a) the financial statements and notes, set out on pages 8 to 36 are in accordance with the Corporations 
Act 2001, including; 

(i) giving a true and fair view of the Group’s financial position as at 30 June 2010 and of its 
performance,  for the financial year ended on that date; and 

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

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

(c) there are reasonable grounds to believe that the Scheme will be able to pay its debts as and when 
they become due and payable. 

 

Signed in accordance with a resolution of the Directors. 

   
______________________ ______________________ 
  
Philip Ryan John Barry 
Executive Director and Company Secretary Executive Director 
29 October 2010 29 October 2010 
Brisbane Brisbane 
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Independent auditor’s report to the members of Pacific First Mortgage Fund (formerly City 
Pacific First Mortgage Fund) 

Report on the consolidated financial report 

We have audited the accompanying financial report of the Group comprising Pacific First Mortgage 
Fund (the Scheme) and the entity it controlled at the year’s end or from time to time during the financial 
year, which comprises the consolidated statement of financial position as at 30 June 2010, and 
consolidated statement of comprehensive income, consolidated statement of changes in net assets 
attributable to unitholders and consolidated statement of cash flows for the year ended on that date, a 
description of significant accounting policies and other explanatory notes 1 to 19 and the directors’ 
declaration.  

Directors’ responsibility for the financial report  

The directors of Trilogy Funds Management Limited (‘New Responsible Entity’) are responsible for the 
preparation and fair presentation of the financial report in accordance with Australian Accounting 
Standards (including the Australian Accounting Interpretations) and the Corporations Act 2001. This 
responsibility includes establishing and maintaining internal control relevant to the preparation and fair 
presentation of the financial report that is free from material misstatement, whether due to fraud or 
error; selecting and applying appropriate accounting policies; and making accounting estimates that are 
reasonable in the circumstances. In note 2, the directors also state, in accordance with Australian 
Accounting Standard AASB 101 Presentation of Financial Statements, that the financial report, 
comprising the financial statements and notes, complies 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. These Auditing Standards require that we 
comply with relevant ethical requirements relating to audit engagements and plan and perform the audit 
to obtain reasonable assurance 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 entity’s 
preparation and fair presentation of the financial report 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 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 performed the procedures to assess whether in all material respects the financial report presents 
fairly, in accordance with the Corporations Act 2001 and Australian Accounting Standards (including the 
Australian Accounting Interpretations), a view which is consistent with our understanding of the Group’s 
financial position and of its performance.  

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.  

Auditor’s opinion 

Whilst we draw your attention to the material uncertainties referred to below, in our opinion:  

(a) the financial report of the Group is in accordance with the Corporations Act 2001, including:   

(i) giving a true and fair view of the Group’s financial position as at 30 June 2010 and of its 
performance for the year ended on that date; and  

(ii) complying with Australian Accounting Standards (including the Australian Accounting 
Interpretations) and the Corporations Regulations 2001. 

(b) the financial report also complies with International Financial Reporting Standards as disclosed in 
note 2. 

Material uncertainty regarding continuation as a going concern 

Without qualification of the above opinion, we draw attention to note 3(I) to the consolidated financial 
report which indicates that the ability of the Group to continue as a going concern is dependent upon 
the Group realising sufficient cash funding from the repayment or refinancing of existing mortgage loans 
of the Group, to repay debt funding, provide funding for the ongoing business operations including the 
completion of security properties to enable realisation, recommence the payment of distributions and 
make periodic redemption offers and/or capital distributions to investors.  Due to the matters set out in 
note 3(I), a material uncertainty exists which casts significant doubt about the Group’s ability to continue 
as a going concern and therefore whether it will realise its assets and extinguish its liabilities in the 
normal course of business and at the amounts stated in the consolidated financial report. 

Material uncertainty regarding the carrying value of assets secured by property located at 
Martha Cove, Victoria 

Without qualification of the above opinion, we draw attention to note 16(b) to the consolidated financial 
report. The recoverability of the Group’s mortgage loans and interest receivable which is secured by 
registered first and second mortgages over property located at Martha Cove, Victoria is dependent 
upon the realisation of security property occurring at values in line with those used by the New 
Responsible Entity in assessing the recoverable amount of mortgage loans and interest receivable at 
30 June 2010. 

As set out in note 16(b) a number of other properties located at Martha Cove are security property for 
loans of other parties funded by various financiers, and many of the other parties are in external 
administration and/or receivership.  There is a significant uncertainty as to the course of action that may 
be taken in relation to the realisation of security property at Martha Cove and the impact that these 
courses of action could have on the value of the property securing the first and second mortgage loans 
and interest receivable of the Group.  In the event that other security property is realised on a forced 
sale basis, the value of the Group's mortgage loans and interest receivable could be significantly 
reduced resulting in further impairment losses that may be material to the Group. 
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Material uncertainty regarding the carrying value of assets secured by property located at 
Martha Cove, Victoria (continued) 

The existence of these material uncertainties casts significant doubt about the recoverability of the 
value of the Group’s mortgage loan assets secured by property located at Martha Cove, Victoria, which 
total $141,060,782 at 30 June 2010 (2009: $155,951,001). 

 

 
KPMG 

 

 

Paul Steer 

Partner 

29 October 2010 

 

 

 


