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The Great Sandy Straits Marina Resort Tenants Association Inc
P O Box 7272
Urangan. Qld 4655
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Reference: 001-12

The Research Director

State Development, Infrastructure and Industry Committee
Parliament House

George Street

BRISBANE QLD 4000

Dear Sir/Madam,

Re: Inquiry into Land Tenure Matters
Great Sandy Straits Marina Resort (GSSMR)
Perpetual Lease 209525

Please find enclosed our submission for consideration of the committee.

This submission sets out our experience and suggested lessons arising out of the
leasehold land tenure of the State sponsored Great Sandy Straits Marina Resort, a
tourism development in Hervey Bay. Completed in 2003, GSSMR comprises
nominally 300 sub-leased residential units, 15 shops and 200 berth marina with an
indicative value of nominally $140m.

Unigue in Queensland, GSSMR has undergone three changes in land tenure, all
failures in their circumstances, with the last a dysfunctional mess. We therefore hope
our analysis of the GSSMR experience will assist the committee in its work and that
some important lessons can be considered for similar future developments.

GSSMR remains an unresolved problem for the three (3) principal stakeholders:
0 The State,
0 The 300 Sub-lessees and,
0 The State’s Lessee, Agreedto Pty Ltd (of the Mantra Group)

Our submission may be a little different in that in our view GSSMR demands
executive direction from Government to establish a just and equitable outcome for
all parties irrespective of current legal process in hand as explained herein. We
hope the committee may take action to seek resolution equitable to all involved.

Our executive is available to respond to any queries, or provide such advice or
further comment the committee may see as relevant.

Yours Sincerely

St

Ray Maxwell
Secretary
GSSMR Tennant’s Association Inc.
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GSSMR - Residential Precinct (north facing)
Showing rock seawall forming north boundary of Urargan Harbour
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2 x Buildings, 109 Units, 5 Shops & Restaurant
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Marina | g Tt -
(now full) g = P

St
e g -
Harbour Entry Lot 14 Rock Seawall
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SUBMISSION TO THE INQUIRY INTO LAND TENURE MATTERS
Queensland Parliament
State Development, Infrastructure and Industry Committee

ANAYLYSIS & LESSONS OF A STATE SPONSORED PROPERTY SCAM

Why would 300 residential unit investors in a State sponsored marina and residential
complex in Hervey Bay come to consider their personal investment to have the
characteristics of a State sponsored property scam?

This submission explains why and the principal lessons to be learnt in undertaking
similar future developments on State lands.

1. INTRODUCTION

Set out are the substantial lessons to be learnt from the project known as the Great
Sandy Straits Marina Resort (GSSMR), a residential and tourism development built in
stages over 10 years from 1992 to 2003 on State leasehold land as a major upgrading of
the Urangan Boat Harbour, Hervey Bay. A project description is set out in Section 2.

GSSMR is remarkable in that the project has had three (3) land tenures since
inception, all failures in their circumstances, which must be unique in Queensland.
This fact alone identifies there are important lessons are to be learnt for future State
developments.

This submission is relevant to land tenures of State coastal leasehold land and multi-
use tourism developments, particularly residential (short & long term occupancies)
small business (shops and restaurants) and other strata title type investments that
are to be sold into the wider retail real estate market.

This submission does not deal with the many other substantial and lesser structural
and administrative issues that should be addressed in future developments (for
example the role and authority granted to the representative bodies of the GSSMR
sub-lessees and limits of responsibility, within and between precincts).

In addition to lessons to be considered, it is also proposed herein that the
Committee should consider the circumstances of GSSMR and give direction to

rectify the GSSMR land tenure as a matter of equity and natural justice.

We hope the Committee can lend its weight to a solution and benefits from the
lessons to be learnt from the land tenure experience of the GSSMR development.
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Acronyms
The following acronyms are adopted herein:

GSSMR: The Great Sandy Straits Marina Resort, means herein the property
development contained within the State’s “Dry Lease”, now perpetual lease 209524.
Sub-Lessees: Means the sub-lessees of the Residential Precinct and Mantra Precinct,
represented by the GSSMR Tenant’s Association Inc., and Marina Pacific Pty Ltd
respectively.

State: Means those departments with administrative control over the GSSMR
development over the years and can mean the Government of the day. Principal
departments have included the Harbours Corporation, Lands Department,
Queensland Transport, Department of Natural Resources, Department of
Environment and Resource Management and now Department of Natural Resources
and Mines (DNRM).

Important:

The sub-lessees have pursued an equitable solution for the GSSMR since project
completion during 2003. It has become apparent to the Association in dealing with
various bodies over the years that it is not possible to come to understand the issues
without significant effort. It is perhaps not until one buys a lease and comes to study
the details, that the situation of GSSMR sub-lessees becomes clear.

It is considered that no-one, local members, departmental executives, nor Ministers
have been able to take the time to come to grips with the details of the GSSMR
situation. If the whole of the situation were understood in the detail known to sub-
lessees, action to resolve GSSMR would have occurred long ago. There is a substantial
injustice involved and it is hoped the Committee can come to recognise the
circumstances of sub-lessees and seek to direct a resolution.

It has to be a fact that the GSSMR outcome was not intended, but equally it has to be
recognised that the only party that can rectify the situation is for the relevant officers
of the State to be directed to do what should have been done years ago.

Interpreting the Facts

It is noted here that the facts and interpretations presented herein are based on the
best assessment the volunteer efforts of sub-lessees can gather. They are drawn from
available record, including records of the GSSMR Tenant’s Association, Precinct
budgets and accounts as available, and records obtained through difficult and
frustrated freedom of information undertakings. Opinions expressed are genuinely
held based on the information gathered and are made to be objective without
seeking to exaggerate so as not to mislead the committee in its efforts.

2. PROJECT DESCRIPTION

The Great Sandy Straits Marina Resort development comprises a 200 berth marina on
a separate 40 year State harbour lease known as a “Wet Lease” and an onshore State
“Dry Lease” (now a perpetual lease) with three (3) precincts; a marina Terminal
Precinct with 10 shops, a 183 unit “Residential Precinct”, a 109 unit ‘Mantra’ Precinct
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for short term accommodation with a conference centre, 5 shops and restaurant -
about 304 sub-leases, nominally given as 300 herein. This submission deals with only
the on-shore Dry Lease outcome.

External to the occupied precincts and within the Dry Lease are areas open to public
FN 1 access and containing public infrastructures’. These areas include a substantial
seawall that forms the north boundary of Urangan Harbour enclosing the Dry lease
land, public board walks and an access road serving the marina terminal and the
Residential Precinct. The total real estate value of the development is in the order
FN 2 $140m?. Page 2 of this submission and the marked-up survey plan in Appendix 1 show
the general layout and use of the land.

All residential and accommodation units have been sold-off to small investors and
residents under registered State approved, initially 75 year sub-leases, and
subsequently 999 year sub-leases. About 120 x 75 year leases were sold by 1997,
when the land was transferred by the State from control under the Harbours Act to a
perpetual lease under the Land Act. All subsequent sub-leases are 999 year term and
about 45 x 75 year sub-leases remain in place. The legal status of this transfer
remains uncertain and unresolved.

Each of the two residential precincts operates as its own budget and cost centre
under the control of the State lease holder Agreedto Pty Ltd, a holding company of
the Mantra Group. The Residential Precinct sub-lessees are represented by their
Tenant’s Association and the Mantra Precinct sub-lessees by the body corporate
company Marina Pacific Pty Ltd. The Terminal Precinct is a sub-lease owned by ALS
Nominees with the 10 shops under commercial sub-sub-leases.

The GSSMR project was tendered about 1987 and after 5 years delay (probably
consequent on the 1988 share market and property crash) was finally committed late
1991 and largely completed about March 2003. The developer was FKP Limited (and
predecessors) with the State lease held in a shelf company GSSM Pty Ltd.

Late 2005 FKP was able, with Ministerial approval, to sell for $660,000 to S8 Limited
the State lease and the contained investment interest of the 300 sub-lessees, by
transfer to a shelf company Agreedto Pty Ltd. The sale was settled December 2006
after objections by the sub-lessees were dismissed by the Minister.

Thus, a shelf company, Agreedto Pty Ltd, now holds the State lease and owns the
$140m property investment of 300 small investors for the relative peppercorn sum of
$660,000.

! Public infrastructures within the Dry Lease in@uthe major rock seawall forming the
northern boundary of Urangan harbour, public wadatfboardwalks, pedestrian access,
public access road and a sewer pump station. @ibrs off the Dry lease include dredging
the harbour, State office buildings, VMR facilitigriblic boat ramp (then largest in
Queensland) and public roads and utilities

2 This approximation of $140m assumes actual reatesalue, but as set out herein, the worth
of GSSMR sub-leases as currently structured arditng#oward zero in about 30 to 50 years.
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Shortly after settlement of the sale, S8 Limited collapsed and control of Agreedto Pty
Ltd was taken over by MFS Limited about January 2007and transferred to control of
the Stella Group (now the Mantra Group). Then a year later, about January 2008, MFS
collapsed and the Stella (Mantra) Group came under control of the private equity
investor, CVC Equity, with the result Agreedto Pty is now controlled by a another shelf
company registered in the Channel Islands and administered under the Mantra
Group.

The current land value is less than $15m, less about $5m for the current land
development cost, giving a net land value of less than $10m. State land rent is 6% of
the 3 year average unimproved land value, so currently roughly around $600,000 per
annum, notionally $2,000 average per annum per sub-lease. Residential sub-leases
currently incur about $1,700 per unit having risen from $165 per unit in 1997.

3. LAND COURT APPEAL

The committee is advised here that an application to freehold the GSSMR lease has
been submitted by Agreedto Pty Ltd under the Land Act. The intention of the freehold
application is to convert GSSMR to a multi-layered strata title scheme under the
BCCM Act by conversion of the sub-leases to freehold strata titles. The application is
essentially on behalf of the 300 sub-lessees. In response the Minister has made an
offer which includes the following:

(i) An offer to freehold (ie, freehold is deemed acceptable tenure),

(ii) Payment of the State’s assessment of the land price due as $10m + GST, and,

(iii) Attachment of a 50 year lease over the public areas of the lease and
presumably responsibility for the contained infrastructure. It is considered
these works and lands contain contingent liabilities in the order of $7m (2010).

Subsequent to the State’s offer, an appeal was lodged with the Land Court seeking to
have the land value determined at nil in the unique circumstances of GSSMR. This
appeal was dismissed by Member PA Smith 23 May 2012 (File LAA951-10). Agreedto
Pty Ltd has since lodged an appeal to the Land Appeal Court and a hearing date is set
down for 27 September 2012.

The legal process has been effectively undertaken by Agreedto Pty Ltd on behalf of
the sub-lessees in an attempt to resolve the GSSMR land tenure issues. This work has
been undertaken in consultation with the sub-lessees representative bodies and all
legal costs are being borne by the sub-lessees.

The Court is dealing only with the issue of the land price valuation to be paid in terms
of the Land Act. Unfortunately, resolving the land price will not address numerous
other issues attached to the land arising out of the State’s administration. The Land
Court cannot address the inequities arising out of the changes in land tenure nor such
matters as the imposition under the freehold offer that sub-lessees are to take over
liabilities attached to the land under a 50 year term lease, even though they are
excluded from their sub-lease.
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It is also not relevant to the Court that in seeking to have the land value under the
Land determined as “nil” actually means ‘nil at no further cost to sub-lessees’ in that
the land value has already been extracted from the sub-lessees twice over. Nor is it
relevant to the Court that due to a wrong development strategy sub-lessees are
paying land rent to rent the same land they paid to develop and are to bear an
accumulated sinking fund liability estimated to be about $4m.

4. WHY A SCAM?
So, why could GSSMR be considered by the sub-lessees a State sponsored property

scam?

In Summary:

1.

The State moved from a 40 year lease to a scheme with 75 year sub-leases, then
to a 999 year sub-lease in order to extract the land value to fund various
harbour works. The move to a 999 year term lease ensured sub-lessees
effectively paid for the land - the first time.

The State adopted exceptionally low sinking fund contributions, thus making
annual costs of a sub-lease appear lower (by some 10% or more) and leading to
a current liability in the order of $4m.

The State obscured the fact that land rent was payable and obscured the
inevitable outcome that land rent would rise at over 20% per annum compound
for years to come, double the rate of growth in land value. This circumstance
was to lead to sub-lessees paying land rent equal to the net land value at
project completion, currently repeated every 2 to 3 years. Thus sub-lessees are
paying the land value a second time (total rent paid to date $S6m).

The predictable consequence being that the sub-lessees would be driven out of
their lease in about 30 to 50 years, or sooner, depending on future market
conditions.

To stop the financial pain and secure their investment, sub-lessees would by
about Year 15 to 20 into the lease term be inevitably forced to seek to have the
land converted to freehold. As now occurring.

In seeking to freehold the property, the State now demands a third payment for
the land at current prices.

Additionally, half way through the development, the State removed from the
State’s 75 year lease conditions that protected the investment of the sub-
lessees (Clause 19). This action allowed the developer to depart without
recourse, leaving behind contingent liabilities estimated to be about $7m.
Although excluded from the sub-lease conditions, the State now requires sub-
lessees accept responsibility for the public lands and the attached liabilities.
Finally, the removal of Clause 19 permitted the developer to sell out of the
State’s lease with the result that the sub-lessees $140m investment is now
controlled by an off-shore private equity company through a shelf company
registered in the Channel Islands.

The above would seem to give the appearance of at least unreasonable dealings by the
State with the GSSMR land.
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FN 2

Sub-lessees face, or have observed the outcomes set out below. A fuller presentation is
set out in the enclosure in Appendix 3 summarised as follows:

1. Sub-lessees find they have paid the equivalent of freehold unit prices for a 999
year residential sub-lease that has no prospect of being viable residential real
estate beyond about 30 to 50 years — see Appendix 3 (eg Chart 2 Page 48).

2. Consequently, sub-lessees have come to realise their sub-lease will
increasingly become observably and virtually unsaleable from about 15 to 20
years into the lease term, conditions now apparent and apparent prior to the
GFC) — see also Appendix 3 (eg Charts 5, 6 & 7 Page 52 on).

3. Find they are expected to pay for the land three times over:

1. First by their initial sub-lease purchase, (about $3.5m in 1993-4)

2. Then as accumulated land rent (currently, if summed every 2 to 3
years, exceeds the land value at project completion in 2003) (total rent
paid to date about $6m),

3. Then a third time to convert the land to freehold (current disputed
demand of the State S10m+GST).

4. State land rent has increased at double the rate of increase in land value since
first occupancies 1993-94 due to a quirk in the methodology applied by the
State — see Appendix 2. GSSMR sub-lessees have suffered State land rent
increasing at an average compound rate exceeding 20% per annum since 1993
compared an increase in assessed land value growth of about 10% per annum.
This outcome is not observable in their sub-lease and was not apparent until
after project completion — see Appendix 3 (eg Chart 4).

5. ltis this condition that leads to the inevitable failure of the 999 year sub-lease.
This is a fundamental issue for sub-lessees.

6. Itis a questionable undertaking played out on sub-lessees to cause the State
land rent to be not explicitly stated in their sub-lease, to hide the
methodology that results in land rent rising at double the increase in land
value for years to come and not advise the potential for this to occur.

7. Increasingly sub-lessees found that the State approved sub-lease (specifically
QA authorised by the State) has substantial administrative problems.

8. Further, sub-lessees came to realise their Association had no authority over
the annual expenditures required to run and maintain the property, even
though the ownership costs are funded by the sub-lessees®.

9. During 1997 with about 45% of sub-leases sold, without the required authority
of, and unknown to the sub-lessees, the State removed from the State lease a
substantial lease condition (Clause 19) which protected the sub-lessees
investment. This action:

%It is noted here thab assist sales during the marketing of GSSMRd#weloper issued to
potential sub-lease buyers a Notice to Purchakataihdertook to establish the Tenant's
Association and also enter into an agreement WwehAissociation so as to give sub-lessees control
equivalent to that available under BUGTA. The Asstian was established, but apparently once
sub-leases were selling under the 999 year sub;l#as developer ‘walked-away’ from the
promised agreement, leaving the sub-lessees witlmyutontrol over their precinct expenditures.
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1. Removed the need for the developer to hand over control of the State

lease to the community of sub-lessees (as first intended and
FN 4 documented by the developer?),

2. Allowed the developer to sell out of the development leaving behind
substantial contingent liabilities estimated to be about $7m (2010),

3. Left sub-lessees to face an accumulated sinking fund liability in excess
of $4m (2010)

4. Permitted the $140m GSSMR property investment funded by the savings
of the sub-lessees to be transferred to control of a local shelf company,
Agreedto Pty Ltd, in turn held in a shelf company registered in the
Channel Islands controlled by an international private equity investor.

10. Under the State approved sub-lease sub-lessees have no responsibility for the
public lands and works. However, sub-lessees have become aware of
numerous problems with these works and estimate they carry contingent
liabilities in the order of S7m. It is considered many of the problems arise out
of lack of oversight by the State.

11. Yet sub-lessees now find they are faced with a demand to take over
responsibility of the public lands and the attached liabilities under a 50 year
term lease, even though they are excluded from the State’s approved sub-
lease and the State is responsible for the outcome.

12. In a similar vein the freehold offer requires the sub-lessees to unwind the
excision of Lot 14 from the only land dedicated in the State lease as public
open space and to be landscaped. Lot 14 was approved by the State about
2005 and sold to private interests despite the objections of the sub-lessees to
the loss of parkland. Sub-lessees are now faced with a costly correction of this
approval by the State.

13. In facing the demand to now pay for the land a third time, sub-lessees are, in
effect, being asked to pay $10m to solve the substantial problems created by
the State. Thus sub-lessees are being asked to pay $10m for land already
funded by them twice over, take over $7m in contingent liabilities that are not
their responsibility and bear accumulated sinking fund liabilities in the order
of $4m.

14. Eventually, sub-lessees found under FIO discovery GSSMR has had 3 land
tenures since 1991, each change at the request of the developer and changed
simply by direction of the Minister - each in turn not applicable to its
circumstances.

15. Yet when the sub-lessees identify the need for a fourth tenure and seek to
resolve an equitable outcome, no such courtesy has been extended even
though the need to restructure is more apparent, and despite the fact it has
been sub-lessee’s savings which ultimately funded the entire development
including the substantial public works for the benefit of the community.

* About 2004 the developer presented to sub-lessdeaft “constitution” for transfer of the
State’s lease to control of the sub-lessees untdseaed lease structure. After various concerns
were raised by sub-lessees, the developer, witleéetence to the sub-lessees, sold the State’s
lease to S8 Limited who happened to be aggressivehe market buying-up management rights.

Page 10 of 59



16. Sub-lessees have been effectively forced by the State to seek to freehold the
lease under inequitable circumstances, in the face of the increasing land rent,
the doomed future of their sub-lease and general dysfunction of the lease
structure.

17. The effect of the ‘hidden’ land rent methodology was destined to cause land
rent to increase at 20% per annum compound could be seen as a ploy to drive
sub-lessees from their lease some 30 to 40 years or so into the future —a
process that has begun. 30 to 40 years happens to be the usual term of a
harbour lease.

18. Sub-lessees have faced inordinate delays to resolution of the GSSMR land
tenure, still unresolved and requiring substantial voluntary effort by sub-
lessees and legal costs to progress — all unnecessary if the State had acted
equitably and dealt with the sub-lessees when the lease problems were
brought to their attention.

19. Due to the transfer of the GSSMR lease to control under the Land Act after
nearly half of the sub-leases had already been sold and in circumstances
where the Land Act does not explicitly contemplate the GSSMR situation, the
sub-lessees are now being forced through the Land Court to prove the land
has no value in terms of the Act.

20. This legal action of necessity does not and cannot address the fact sub-lessees
have already paid the land value, have been (reasonably) improperly charged
rent (renting land one has already paid for makes no sense), and the Court
cannot address the fact that the land tenure was wrongly conceived in the
first place — rather, wrongly conceived on three occasions! All facts unknown
to the Land Court.

So, sub-lessees are faced with paying for the land three (3) times over, have suffered
State land rent increasing at an average rate exceeding 20% per compound annum
since 1993, found their 999 year sub-lease has no prospect of lasting beyond about
50 years and now becoming unsaleable, had the protection of their investment
(Clause 19) removed from the State’s lease by the State, seen the State allow the
developer to exit the development scot-free, find their $140m property investment
owned by a private equity investor in an off-shore shelf company, face an
accumulated sinking fund liability in excess of $4m, have faced inordinate delays and
legal costs seeking resolution still unresolved, found under limited FOI discoveries
GSSMR has had 3 land tenures with 2 changes undertaken simply by request of the
developer and by direction of the Minister.

Yet when the substantial land tenure issues are raised by the sub-lessees to
undertake a fourth restructure that should have been the answer in the fist place, all
approaches are dismissed. Instead sub-lessees are effectively forced by the State to
face a demand to pay again for the land they have already funded, face a demand to
take over infrastructure with contingent liabilities in the order of $7m facilitated by
the State even though they are an excluded responsibility under the State’s approved
sub-lease, find an accumulated sinking fund liability in the order of $4m after about a
resale turnover of about 50% of sub-leases, are required to resume Lot 14 previously
approved by the State, have had to fund extensive legal action in attempting to get
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resolution involving hundreds of hours of voluntary effort by sub-lessees tyring to
sort out the mess created by the State, all when none of this effort should have been
necessary.

It is measure of the failure of the GSSMR land tenure that sub-lessees have incurred
to date something like $500,000 in legal fees since 2003 trying to sort out what
should never have occurred.

There is no doubt sub-lessees have been shabbily treated. Is it any wonder the
process looks like a State sponsored property scam to investors and residents alike.

Investment Outcome

GSSMR sits as an example of how to undertake a significant tourism development and
destroy investor interest and confidence in the State’s ability to treat the investment
public equitably. The GSSMR situation is probably best summed up by two overseas
sub-lease investors from different countries at different times (almost the same
words like), “...this place (the GSSMR property tenure) is something like you might
find in a Third World country, not in Australia...” These comments were heart felt and
a damming indictment of land tenure and sub-lease administration structures in
Queensland. Most off-shore investors have sold out over the years, never to return.

Before the GFC hit commercial sub-lessees were having difficulty, some not paying
levies and others being subsidised. Council rates had risen dramatically and double
rating of dual-key units in the Mantra Precinct has been a substantial unexpected
burden. A survey of sub-lessees during 2006 showed investment returns of less than
1%. Prior to the GFC the local agent considered over 20% of sub-lessees would sell if
they could. However, both then and more so now, there is little prospect of a sale and
none of returning a fair price.

Before the GFC banks were advising potential sub-lease buyers they were no longer

prepared to lend mortgage funds against GSSMR sub-leases. The sub-leases have no
security value. Sales since the GFC are advised as secured by other real estate, or are
cash sales.

In earlier days, rising land rent exceeding 20% per annum and the exposure of the
unfolding land tenure issues has unfairly driven out sub-lessees on low incomes or
limited savings, mostly retirees. Their investment was entirely workable when they
purchased, but were forced to reassess their future and sold out — in retrospect
fortunately in advance of worse things to come. Post GST those in similar situations
are stuck with uncertain futures.

5. LESSONS TO BE LEARNT

The following is a suggested list of issues that should be addressed in setting up the
land tenure for future State development tourism projects and particularly if they
involve prime residential waterfront land. This list does not address the many internal
administration issues related to administration and ongoing ownership and
management of a community such GSSMR.
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10.

11.

12.

13.

14,

15.

Decide between a sole owner development and strata-titled type property (ie
decide if a community of interest is to be developed and if it is to be
structured under the BCCM Act, or say BUGTA if to be leasehold).

Do not loose focus on the different land tenure needs applicable to the type of
ultimate ownership as is apparent with GSSMR.

A 40 year lease or 75 year lease is not practical land tenure for residential real
estate (as initially adopted for GSSMR).

A 999 year residential sub-lease subject to land rent based on waterfront
freehold land valuation is also not viable real estate.

A 999 year residential sub-lease on prime waterfront land is a fatally flawed
concept and cannot remain viable beyond about 30 to 50 years. The 999 years
is meaningless unless land rent is a peppercorn rent.

The only equitable way to extract the freehold land value of State land is to
adopt a secure land tenure, either:

i. provide freehold tenure to the various tenancies (apartments, shops,
etc.), (refer Mackay Harbour), or,

ii. 999 year sub-lease subject to a peppercorn rent only (refer Brisbane’s
Southbank) — any higher rent structure is not equivalent to freehold as
demonstrated herein.

Address in detail the exit strategy for the developer and handover of the
property to the ultimate owners.

As the delivering project manager, the State should recognise that the
developer, while a substantial risk taker who brings the required resources
and skills to the project, takes a substantial margin and is soon forever gone.
What remains is only a long term community asset and the various owners
whose savings have ultimately funded the entire development (assuming no
State contribution).

Ensure site works are subject to local authority approval along with usual
building applications — refer GSSMR.

Ensure public works are designed and built to acceptable standards and
subject to independent certification.

Define at the outset those works to be taken over by public authorities and
which authority.

Ensure the interests of sub-lessees cannot end up in a shelf company without
assets or sources of income and ensure all developer’s liabilities are cleared prior
to completion and exit of the developer (compare the GSSMR experience).

If applicable, resolve the misleading land rent conditions such as GSSMR
wherein land rent increased at double the increase in land value over the
years to date.

Explicitly state in any sub-lease sale contract that land rent is payable and
likely to increases at double any rise in land valuation. In fact, such a provision
makes such a deal pointless by identifying the potential future outcome of
GSSMR type land tenure.

Review GSSMR administration experience to reduce a wide range of
dysfunctional lease conditions — many are significant. (Adopt or draw upon the
rules under the BCCM Act.) . There are many issues, but limits of responsibility
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are poorly drafted in GSSMR leases. Ensure limits of responsibility within and
between precincts are equitable and properly drafted.

16. Ensure cost sharing rules are equitable and viable (refer GSSMR experience).

17. Ensure sinking fund conditions are commercially and professionally realistic by
adopting the rules under the BCCM Act. Ensure use of professionals
independent of the developer (refer GSSMR experience where the sinking
fund contribution is fixed at 5% and should be flexible around 15% to 20%).

18. Ensure any land value paid in purchasing a residential or commercial unit is
not paid more than once.

19. Ensure buyers are protected in that they control their investment through an
appropriate representative body, at least to the standards of the BCCM Act as
amended from time to time. Ensure that annual expenditures are subject to
the control of the same representative body.

20. It is notable that the Association is aware that some conveyancing
professionals either refused to deal with GSSMR, or recommended their
clients not purchase a sub-lease. If all professionals had acted in this way then
GSSMR would never have got-off-the-ground. The State should consider why
many, or some, professionals, ranging through agents, solicitors, bank valuers
and loans officers, simply acquiesced for various reasons.

6. FREEHOLD APPLICATION FOR INTERNAL REVIEW

The current freehold application for GSSMR has been the subject of an Internal
Review by the (now) Department of Natural Resources and Mines. This review led to
the current State’s offer seeking a purchase price of $10m for the land. This valuation
is currently the subject of the appeal before the Land Appeal Court as advised in
Section 3 above.

A copy of this submission is enclosed in Appendix 3 for reference purposes and more
detailed descriptions of the property and the land tenure issues outlined herein.

7. CONCLUSION

It is hard to understand that in the modern era a development such as GSSMR can
end up in the mess it is given the accumulated knowledge and experience of the
State’s management resources. But at least GSSMR presents in the one package a
long list of lessons across all aspects for the type of development, ranging through
project delivery, land tenure, town planning, development approvals, engineering
and design, administration arrangements and long term sustainability.

As stated earlier, it has to be a fact that the GSSMR outcome was not intended, but
equally it has to be recognised the State is the only party that can rectify the situation
and one hopes the lessons learnt are noted to ensure such outcomes are never
repeated.

The basic lesson seems to be the need to accept that sight must not be lost of the

community interest and particularly that of the long term community established by
the development.
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The Tenant’s Association commends this submission for consideration to the

Committee and stands available to contribute in any way the committee might find
useful.

The Great Sandy Straits Marina Resort Tenants Association Inc.
3 August 2012
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APPENDIX 2
IMPACT OF STATE LAND RENT METHODOLOGY

CHART 1 CINet Land Value
GROSS & NETLAND VALUES
[ Development Cost
25,000,000
//f 57%m
Net Value
20,000,000 $325,000
to
$18.2m
5% times
15,000,000 4
13.4%pa
Gross Valwe
$3.6m
to 10,000,000
$23.6m
6.5times
5,000,000
$325000 _/-"
Net \x
0

93-94 94-95 95-96 9697 9798 9899 9900 0001 0102. 0203. 0304. 0405. 05-06. 06-07. 07-08.

EN & The above chart shows a plot of increasing State land values used to determine land rent”.

For development projects such as GSSMR the land value used is actually a ‘NET VALUE,
being the assessed GROSS LAND VALUE, (the mauve coloured plot), LESS the land
development cost adjusted to current construction costs as the years pass (the green plot).
For example, 2007-08 $23.6m less $5.4m gives $18m net land value, which compares to
$325,000 net land value 1993-94.

Over time, as the growth in gross land value outpaces the growth in construction costs, the
net land value and consequential land rent, begin to increase exponentially above the
deducted land development cost.

GSSMR highlights the problem because, as it turned out, the project was commenced at a
low point in the property cycle after the 1988 ‘Share Market Crash’ and property prices took
a long time to recover (particularly in Hervey Bay), apparently and curiously, coincidently for
roughly the same duration as the 10 year project duration. However, the average growth

5 This chart is extracted from earlier work of the Association. The $18m net land valuation is out of
date and is now $14.9m as a result of an appeal. Subsequently, land values have fallen below $10m
post the GFC. Adjusted the $14.9m leads to Land Growth 12.7%pa and Land Rent 24.1% for 2007-08.
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over the period shown 1993 to 2008 is not unusual for waterfront seaside land within
tourist destinations since at least WW11 and even if evened out will give the same outcome
— eventual crippling increases in land rent.

The same condition will underlie all similar type developments and particularly waterfront
developments where land values in Queensland and particularly areas based on tourism,
historically show long term growth rates typically above 10% compound per annum, many
well above this rate, long term.

Thus, GSSMR stood exposed to a predictable growth rate in land rent in the order of 20%
per annum, but the potential was well hidden from sub-lessees when making their
purchase. Luckily for the State, this condition was not evident to sub-lessees until after the
10 year selling program was completed and the 10 years of depressed land prices in Hervey
Bay.

It is a questionable undertaking played out on sub-lessees to cause the State land rent to be
not explicitly stated in their sub-lease, to hide the methodology that results in land rent
rising at double the increase in land value for years to come and not advise the potential for
this to occur.

As shown in the chart above by 2008 GSSMR had suffered State land rent of increase of
25.7% average compound for 15 years on a land value rate of increase of 13.4% per annum.
Subsequent land valuation appeals and falling land prices has seen these figures fall to be
currently land growth 7.8% pa and land rent growth 16.7% pa compound for 19 years since
1993. Inevitably land prices can be expected to recover returning to higher rates again,
although more likely to a lower trend.

(It is relevant here that the GSSMR precinct accounts are not mandatorily available to
potential buyers under the lease tenure strategy, nor, did the developer’s statements and
budgets separate the land rent paid until 2001, 7 years into the occupancy phase).

It is understood the concept of deducting land development cost has been deleted from
usual State land rent determinations. Therefore, it may be developers and sub-lessees will
be paying the/a ‘full’ land rent from the beginning. However, it is unknown if this approach
will be necessarily applied to the development phase of future projects. The GSSMR
condition of initial low land rent has been seen by sub-lessees as a ploy to assist in the State
and the developer achieving sales — so too was adopting a fixed 5% rate for sinking fund
contributions when this should have been 15% to 20%.

The risk seems to remain that State land rent could be manipulated for future
developments.

In any case, if the concept of deducting the development cost from land value is no longer
applicable, the effect of increasing land rent will only become self evident earlier in the
occupancy of a project, highlighting sooner that the concept of selling 999 year residential

sub-leases is fatally flawed.
* * *
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APPENDIX 3

EXTRACT FROM GSSMR INTERNAL REVIEW SUBMISSION
Freehold Application 1 April 2010
Internal Review Submission 21 July 2012

The following extract is the submission of The Great Sandy Straits Marina Association Inc.
(Tenant’s Association) enclosed in a request for Internal Review, submitted to the Department of
Environment and Resource Management in response to the Department’s current freehold
offer.

999 Year Sub-lease Value Analysis and Charts

Included in this extract are charts with various examples plotted of the assessed property
‘worth’ of GSSMR sub-leases using GSSMR expenditure records from 1993 onward, extended to
show forecast outcomes until sub-leases have (theoretically) zero worth. The potential of course
will become predictable long before zero worth and thus lessees will continue to sell out at
lower and lower prices until leases are abandoned.

For a quick view, refer to Chart 5 (Page 52) which shows a plot for a typical $500,000 unit
purchased in 2005 which could be facing an annual levy of $100,000 per annum by about 2027
driven by land rent increases only — see Chart 4.(Page51)

Chart 5 shows unit value will tend to collapse from about 2010 onward (ignoring the GFC) and in
theory will be worthless about 2030. However, long before sub-leases will become unsaleable and
will have been abandoned. This Chart assumes a land valuation increase of 10% per annum leading
to aland rent increase of 20% per annum similar to that experienced to date.

The GFC has additionally caused a significant drop in land values in Hervey Bay, at least
improving the short term the land rent outlook. However, the eventual return to the trend in
land values will only delay the inevitable by the years it takes for land values to recover post the
GFC.

Note: The data set out in the following extract is based on earlier work of the Tenant’s
Association to 2008. Since 2008, the States net land valuation of $18m shown (used to
determine State land rent) has been appealed and adjusted to $14.9m. Subsequent to the GFC
this value has fallen to below $10m.

The enclosed charts remain valid despite the recent significant falls in land values. Sooner, or
later, increasing land values will return to trend — trend for waterfront land within tourist
destinations. The only affect in respect of the charts and forecasts shown will be to perhaps to
delay the inevitable outcomes by the current time for recovery of land values.
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EXTRACT
Submitted under cover of application for Internal Review by Holman Webb, Lawyers, on behalf of
Agreedto Pty Ltd, dated 21 July 2010.

The extract comprises “Appendix A to Attachment H of the application as follows:
“Appendix A to Attachment H to Application for Conv ersion of Freehold of
the Great Sandy Straits Marina Resort

Submission presented by and on behalf of The Great Sandy Straits Marina Resort Tenants

Association Inc. (Residential Precinct)”

And continues to Page 68>>>
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This is Appendix A referred to in the Attachment tibe Application for internal
Review of Original Decision lodged by Agreedto Rignited. (Application)

This submission has been prepared by and on bebalfhe Great Sandy Straits
Marina Resort Tenants Association Inc (Tenant’s Assation)

P O Box 7272

Urangan. Qld 4655

Pertaining to issues affecting not only the reside precinct but the
development as a whole.

It is the position of the Tenant’'s Association thathe purchase price set out in the offer is
based on a flawed valuation process and that the ke of the Land for the purpose of the
freehold application should be Zero ($0.00) for theeasons set out.

This submission is provided in support of the apptation by the head lessee (Agreedto Pty
Limited) and we understand the issues contained hain are generally accepted by Agreedto
Pty Limited in support of the Application.

The Principal Issues as raised in our submission aras follows:
(1) Land Value already extracted.
(2) 999 Year sub-lease flawed and is a general policyistake.
(3) Responsibility for attached liabilities — and conglerations of general
exposure for the State.
(4) Relationship to new Urangan Boat Harbour Redevelopmnt.
(5) General issues of inequities.
(6) Social impact on perhaps 30% of sub-lessees (say0ldf 300).
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INTRODUCTION

GSSMR Past Land Tenure's

By way of opening comment it is worthwhile to sat the issues pertaining to the land tenure
adopted in the past and the Tenant’'s Associatiocerm as raised throughout this submission.

The State has on three (3) previous occasionsegtaignificant change to the land tenure of
GSSMR to the benefit of a Developer and the Statehiat became a need to develop investment
security for the investors and residents (who fahitie development) to ensure viable real estate
as follows:

(1) 40 Year Harbour Lease Records show that the GSSMR development was adard
under an initial investigation lease on the bakisnplementing the development under a
40 year commercial harbour lease. The apparentinigeof the State was to see a
commercial resort and marina development undemngiescorporate owner in common
with typical 30 and 40 year harbour leases througtize State.

(2) 75 Year Harbour Lease After several years of delay and project defomtiand just
before execution of the head lease, the develgpaed an ultimatum that unless a 75 year
term lease was adopted they would abandon theg@je years being the maximum
term under the Harbour’s Act).

By this time the design concept included a residéptecinct and the project funding was
to be based not on funding by the lease ownehpptre-selling ‘off-the-plan’ under
contract residential and commercial sub-leaselse@éneral public at valueguivalent

to freehold values A 75 year lease was seen by the developer asitiismum term to
secure sales at prices equal to freehold valuesttact the land value to fund the public
infrastructure.

The Minister subsequently agreed to a 75 year lesisethat was solely intended to cause
GSSMR property (primarily residential units undéfbayear sub-lease) to be seen as
investment grade real estate.

(3) Perpetual Lease & 999 Year Sub-Leasd@he 75 year sub-lease was apparently
recognised by the developer as the minimum to &elsales, but limited the real estate
market considerably. Many banks subsequently rdftséund construction finance and
mortgages over sub-leases (and still do).

By about 1996/97 the lease term remaining had érdfelow 70 years and the developer
was seeking a means to secure the real estate #aletually the State adopted
(proposed) a perpetual lease and approved theiad@ft999 year term sub-leases, again
with the sole purpose of seeking to secure theldpges need to achieve sub-lease sales
at equivalent to freehold values in an attempetuge the investment quality of the

property.
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During 1997 the 75 year lease was cancelled amgoerpetual head lease implemented
and the property transferred to the control oflthed Act (without reference to the 100 or
so sub-lessees who by then held a 75 year lease¢i@reresidential unit).

After a further 10 years it has now become evidersub-lessees that a 999 year sub-lease
is not sustainable and will collapse well withiny&ars. “Collapse” being the State land
rent will become so significant that their only ioptwill be to sell out and/or abandon

their sub-lease.

It is now clear to any informed sub-lessee andmg@kbuyer that the GSSMR sub-leases
should not be treated as real estate, but treatedwvalent to an informal commercial
expiring lease where any capital investment shbaldritten off over 20 to 40 years then
the lease abandoned as State land rent escalates.

It is clear that each of the three (3) past GSShRI tenures were not suitable for residential real
estate as now evident to sub-lessees and demeaslrathe implementation of policies adopted
by Government for other State developments invglvesidential property. For this reason alone
the land should simply be converted to freeholdlieradministration costs only.

Steps toward Freehold Application

The project (GSSMR) was to extend over 10 yearsnasdcompleted during 2003 (except for the
issues of liability left behind by the developerFFKimited).

With proper consideration to the interests of themmunity created, GSSMR should have been
converted to freehold by project completion dur2@93. Instead an unfortunate sequence of
changes beyond the control of sub-lessees begarnfdtdl that prevented an application to
freehold being submitted until February 2008.

During 2003 and early 2004 FKP began a processek ® transfer control of the GSSMR lease
to sub-lessees and issued a draft constitutioodosideration. Sub-lessees appointed an industry
expert to assist in representing their interestskB and identified a number of significant issues
that needed resolution before handover could beptzied.

FKP were clearly faced with a dilemma in that thegded to exit the development and no other
party other than the sub-lessees had reason tot@keéhe GSSMR lease. It is also known that
attempts by FKP to hand the public road and seawall to public authorities were rejected. In
addition, FKP were aware the property containeers of liabilities with a potential non-
recoverable exposure of several million dollarg thgosed them to losses and compensation to
sub-lessees.

However, by coincidence at the time, S8 Limited batkred the “management rights” market
and were buying up management contracts througboeensland that in the past were usually
traded between ‘Mum and Dad’ managers who operaiead 12% to 15% gross return. S8 were
in a process of buying and consolidating theseiaitoguns into an ASX listed corporate structure
where a yield of 3% to 5% was acceptable and iptheess revaluing their investment
presumably referenced to the lower yield.
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The sub-lessee’s expert representative had onlyrmesting with FKP later during 2004 and, as
later became known FKP abandoned this dialogueltth® GSSMR lease to S8 without
reference to sub-lessees. The GSSMR lease saleowtaacted about December 2005 and settled
a year later in December 2006.

Sub-lessees were unaware that FKP had entered sdle agreement with S8 until DNR (now
known as the Department of Environment and Resddatgagement) advised sub-lessees about
May 2006 that an application had been made tofeatise lease to the control of S8 Limited and
granted time for sub-lessees to submit any objestibat they may have had to the transfer.
However, the sub-lessees apparently had no righgeetvent the transfer and the objections of
sub-lessees were rejected by DNR and the sale eteddhte 2006.

Subsequently S8 ignored approaches of sub-lesseesdive the dysfunctional GSSMR land
tenure. However, before any progress could be mMdES§, Limited commenced takeover
proceedings of S8 about October 2006 settling abautary 2007. Again MFS ignored
approaches of sub-lessees to address their conbéfasssubsequently collapsed having
consolidated their management businesses withiBt#lé Group. The GSSMR lease is now
managed by the Stella Group (now renamed the M&@ap) controlled by an offshore equity
manager CVC Equity through Voyager Europe HoldiB4RL registered in the Channel Islands
(as last searched).

It was not until about August 2007 some 4 monther &tella took control of Agreedto Pty Ltd in
April 2007 that a representative of the Stella Growet with representatives of the sub-lessees
and took seriously the advice of the need to cdrtherGSSMR lease to freehold. Stella advised
of their agreement to submit a freehold applicataring September 2007. The application was
finally submitted about 1 February 2008.

The above situation only occurred because subdsedsad no authority to seek a solution to the
GSSMR land tenure at completion of the developrimreB003 and prevent the sale of the lease.
The conditions of Clause 19.1 of the original 7&njease which gave considerable rights to sub-
lessees had been removed as sub-lessees weredwedim a letter from the Minister dated 21
February 2006 thus eliminating any facility for delsees to force a solution.

It was the combination of removal of Clause 19.4 #oe unfortunate sequence of transfer of
ownership of the GSSMR lease from control of FKRited to the transient corporates of S8
Limited and then MFS Limited, both of which had eancern for the interests of sub-lessees
which led to the substantial delay in submitting GSSMR freehold application. It has then taken
another 18 months to respond to the application.

A number of further propositions are presentedsaidut in the various Parts below. Many of
the heads of argument are common to all optionsaéimdatters raised should be considered in
considering each issue raised.

The following issues are given in addition to isstesed independently by Agreedto Pty
Limited.
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PART 1 — LAND PRICE SHOULD BE NIL — PAID FOR ALREADL

The land should be converted to freehold withotthfer cost, other than administrative costs, for
the reasons set out herein.

Further, it is the position of the Tenants Assagcrathat the State should take over the public
lands and infrastructure for the reasons givereaswt below. However, it is acknowledged that
this is a separate issue to the valuation of thellta be freeholded, but raised in any event sb tha
the Minister can more clearly understand the issti&snd.

It is proposed that the sub-lessees will contioueush for appropriate control of the public lands
(by appropriate bodies) outside of this applicatiomhthe propositions are put forward as a self
guide as to the importance of giving considerasierto why the value of the purchase price for
the freehold land should be Nil.

1.1 Land Already Paid For

The fundamental concept sought by Governmentsdeeldpments such as GSSMR is to extract
the land value to fund a public facility by conditally granting the land to a successful bidding
developer to fund the associated public works andér any difference in value for the project.

Usually the land value essentially equals the vafube required public works plus a positive or
negative tendered sum. The value of (the coshef)and is thus built into the market prices
allocated by the developer usually to each of taments of some form of strata titled mixed use
residential, tourist accommodation and commeraiaperty.

The concept of extracting the land value is theécglpnmeans by which many such State projects
and associated public infrastructures are fundirt4and value is extracted to fund the public
infrastructure.

Usually it is the public works that is the centredson for the development. In the case of
GSSMR the main objectives were to deepen the hatiodredging, build what was then the
largest small boat, boat ramp in Queensland anstieart a ferry terminal and shopping arcade
serving the tourist industries of Fraser Island WAfithle Watching. None of this infrastructure
was provided free, but is represented by the valuke land extracted by the Government tender
process and by deliberate intent built into the salue of GSSMR’s 285 residential units, 15
shops and other lesser land uses sold off to thergepublic.

Until recently, record shows that GSSMR residentiats were originally marketed, and have
been subsequenttyaded and valued at freehold unit valuesover the years. Thus GSSMR sub-
lessees have already paid for the land in theye&s and 999 year sub-lease purchase. In fact,
this can have been the only intention of the State.

Please also see commentary in ltems 1.3 and lodvlvebarding the multiple payments made by
sublessees to date.

As such, as well as being simply inequitable targbany further purchase price, the Minister
must subscribe to a Nil purchase price when consigléhe original decisions to commit to the
past GSSMR land tenures.
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1.2 999 Year Sub-Lease Fatally Flawed

Central to maintaining the equivalent of freehaddires for GSSMR units was the conversion
during 1997 of the original 75 year harbour leasa perpetual lease with 999 year sub-leases
over residential units. There can be no doubttti@sole purpose of the introduction of the 999
year sub-lease was to maintain property valuesanodrity equivalent to freehold and to move
from the decaying asset of a 75 year sub-leasehwhas increasingly difficult to sell. By 1997 it
had become clear to the State and the developethéhd@5 year lease needed to be replaced.

However, as sub-lessees have become aware, the888ub-lease implemented by the State
under the Land Act with the consequent State lentlwill destroy the investment value of the
sub-lessees probably from about 15 to 20 yearshatdife of the development in the case of
property like GSSMR. It is now evident to sub-lesstheir investment could very well have no
value within about 30 years and from now on sulsdsawill become increasingly unsaleable. In
fact, a fully informed potential buyer would nows(§ears into the development) not buy a
GSSMR lease under any circumstances (other thamite-off any capital and expect to stop
paying land rent at some future stage when thelrecimes personally unaffordable — an
improbable undertaking).

Under the Land Act the land is valued equal toaurding freehold land and the rent then
calculated as 5% of the net land value (after diniyithe original development cost). The critical
issues for the GSSMR land are that:

() The land is prime waterfront land and thus, aseStadle record shows, its value can be
expected to outpace inflation significantly. Recehdws the GSSMR land value has
increased at a compound rate of 1223% since commencement 1993.

(i) The method of calculation of land rent leads taaderlying (and hidden) growth rate
in land rent about double the growth in land vallize GSSMR record shows the land
value has increased at an astounding compoundfraége1 % pa (20.0% adjusted) since
commencement during 1993.

It is just not credible to think that any membettwé general public looking to buy a GSSMR sub-
lease could be expected to be aware of the poltémtithe State land rent to increase at a
compound rate of nominally 20% ‘pang term. It is considered that if all potentialyers were
informed of the facts no GSSMR sub-lease would e been sold and the development
would not have proceeded. In fact, many professsoianks and lawyers will not deal with
GSSMR as secure real estate.

The State is in addition arguably complicit in tlen-disclosure of the predictable growth in State
land rent which, due to the methodology imposetheyState has resulted in an average

® Note: All financial data leading to cost data et herein is based on the land valuation of $182087-08 and
does not reflect the result of the subsequent IGmatt appeal that resulted in a revised valuatfdpld.9m. The
impact of this later valuation is relatively smalhe above 12.3% pa adjusts to 10.8% pa 1993-8@6-20 (and the
24.1% pa below changes to 20.0%). Updated figusrase provided if required, however, the principfahe issues
raised throughout this submission remain unchanged.

" This 20% pa is derived from the current land vaifi$14.9m — see also Footnote 1
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compound rate of growth of State land rent of al2@36 pa - about double the growth in land
value.

The long term effect of the growth in land rent ceity mean a depreciating capital value for a
sub-lease. Annexure 2 sets out charts for typi&BKAR units showing that a 999 year sub-lease
will be worthless about 30 to 70 years into theséedepending on the land rent growth rate
experienced. At the GSSMR land rent growth rategate, a typical $500,000 unit (sub-lease)
‘purchased’ in 2006 will be worthless by about 2@8€e Annexure 2 Chart 5 — 20% pa Land
Rent).

The condition of approaching worthlessness is neeoming increasingly evident to GSSMR
sub-lessees and potential buyers as annual lexaesaisingly become higher relative to other
Hervey Bay properties and investment returns ¢afldro (they are about zero now, or less).

During the early years of the GSSMR, State lantlwers not significant to sub-lessees, but has
now become significant and the future can onlyheeland rent will become crippling for rich and
poor alike. The increasing levy has already drisenmany residents and investors on pensions
and low incomes — many others are now trapped artaldell.

The GSSMR lease is now 17 years into its term haduture is now evident to informed buyers.
Some recent sales have occurred only because yieestare uninformed and/or are now
assuming freehold will occur. For informed buyelS&SMR sub-lease, if it remains leasehold,
should have no value under any normal propertystment circumstances.

Clearly, the transfer of the land to control untiher Land Act and conversion of the land to a
perpetual lease with 999 year sub-leases, and gékéland subject to State land rent and also
subject to the freeholding conditions of the Lantt,Amposes a terrible injustice on the sub-
lessees who have made their purchase in goodwéttbut ever comprehending the prospect that
the land rent could be increasing at a compouraababout 20% pa.

Clearly the land should have been converted tdbkekat commencement of occupancy at no
additional cost for the land as occurs with othate&Sprojects. Certainly no other State
development involving prime residential water fréartd can nor would adopt the GSSMR
perpetual lease and sub-lease structure.

Granting of a 999 year sub-lease halfway throughdigwvelopment phase of GSSMR effectively
gave away the land to a time frame essentiallyvadenmt to freehold ownership. Granting
freehold at no further cost to sub-lessees nowlgiocgmpletes the process of providing
sustainable land tenure as was intended.

1.3 Land Value Paid Over and Over

As a consequence of the transfer of the land dur#8y to bring it under the control of the Land
Act and the failure of the State to address inpapetual lease long term sustainability of the
GSSMR, sub-lessees now face the affect of eveeasang land values significantly outpacing
inflation.

State land rent has now risen to the level whebbelasssees pay every three (3) years land rent
which equals payment of the total value of the lahdroject completion during 2003. Such a
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repeating payment of the land value as State lantis not a viable investment for sub-lessees. It
is outside the realms of fairness that the Stadénagpeks to have sub-lessees pay for the land a
third time.

1.4  Accumulated Rent

Any inspection of the GSSMR land tenure structuoeid show that instead of converting the
original 75 year lease to a perpetual lease withy&ar residential sub-leases, the property should
have been instead converted to freehold on coropleti construction (which will be adopted for
the new Urangan Boat Harbour Redevelopment andhatas been applied to other similar

mixed use developments located on State landhdset circumstances the accumulated rent paid
to date by sub-lessees should be treated as abedian to the land value and deducted from the
land value.

Land rent paid to June 2010 is estimated to betak#415,000. It is also thought that some
penalty charges may have been incurred due t@#gtement which should be accounted for as
contribution. Any late payments are outside thetrabof sub-lessees.

PART 2 - GSSMR POLICY MISTAKE

The strategy and structure of the GSSMR developimsentonsequence of a policy mistake on
three (3) basic counts as follows and the land Ish&imply be converted to freehold at no further
cost to sub-lessees (unit owners):

(i)  Basic Policy
(i) 999 Year Sub-Lease Fatally Flawed
(i) Lease Dysfunction

0] Basic Policy
There is no doubt that if GSSMR were to be repeatéeiast the residential areas of GSSMR
would be converted to freehold prior to completafrconstruction and settlement of unit sales
without further cost to unit owners (sub-lesseethag are currently). The best test for this
proposition is to assess whether or not the landreestructure imposed on GSSMR sub-lessees
would be repeated and applied to new projectsXample, to the adjacent proposed new $800m
Urangan Boat Harbour Redevelopment Project. leisam this will not occur because GSSMR is
a policy failure and there is no chance of a sugfoésinit marketing programme for the new
development given the experience of the approxiBaeGSSMR sub-lessees.

It is suggested that the GSSMR land tenure corgtepild have been reviewed when the
developer undertook a major redesign review to nfov@ a major commercial tourist resort to a
largely significant residential development comipigsthe 13 buildings of similar design now
constructed. Instead of a significant commerciatigs venture, the property became largely
residential with the later addition of a downgradeatel/hotel structure relocated from the prime
beach and bay frontage to the lesser marina frer(tagw the Mantra Precinct).

Instead of addressing the needs of the commurtitydst created for what became a major

residential development, the only objective bec#meeselling of units at freehold values so as to
fund the development. The later adoption of the @&# sub-lease served this purpose.
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The underlying issues of lease dysfunction andréutost increases were not detectible by most
market participants, including many but not alluess, banks, conveyancing solicitors and
agents. Enough of these professionals have be@aently compliant to facilitate sub-lease
sales, but nevertheless and inevitably as somewareed, the GSSMR lease structure “will
come unstuck one day”. GSSMR is a policy mistake will never be repeated and as such
GSSMR should be reconfigured and delivered as woctdir and has occurred with any other
similar State project.

(i) 999 Year Sub-Lease Fatally Flawed
As set out under Item 1.2 above the 999 year resalesub-lease (or the 75 year lease) has no
prospect of financial viability in the real estatarket beyond about 15 to 25 years and they can
be expected to be abandoned within about 30 tae&f8syOn this basis alone GSSMR should be
reconfigured to properly stabilise the investmdrthose who have purchased sub-leases.

Either land rent should be fixed at the ratio emgsaat project completion perhaps subject to
inflation adjustment only or more correctly at gpercorn rent such as adopted at Southbank, or,
the lease concept abandoned and the property ¢edverfreehold.

(i)  Lease Dysfunction
The GSSMR lease and sub-lease structure is saisBritawed in its structure and detailed
administration that the only practical solutionasabandon the lease and convert the property to
freehold. The lease structure provides no consyomection, no sensible property transfer
process, requires something like at least $4,08®1000 in legal fees to undertake transfer from
vendor to buyer each time a sub-lease is sold swéhe cost to the State to administer.

The sub-lessees representative body has no aythadtshould arguably be abandoned as its
existence misleads potential buyers implying thate is some form of authority over their
investment when there is none.

The cost structures of the sub-leases have signifidrafting flaws and ambiguities and should be
abandoned on this account alone.

For example:

» The sub-lease dictates a sinking fund contributit®% pa of expenditure. This
knowingly understates the need by a significantgmaidndustry figures indicate
15% to 20% to be usual, yet this 5% condition fopad of a specifically
approved sub-lease approved by the State.

» The proportions stated in the sub-leases for eeatinet to (presumably) share the
common area costs add to about 85% leaving abé&atutBunded, or, currently
about $200,000 pa unfunded. It is believed thimisa mistakdut represents an
intention to hand over the public areas and infrastructirelevant public
authorities — the 15% relates directly to (andhg)area of these public lands.

* The residential sub-lease conditions are silertherresponsibility of sub-lessees
for costs arising out of the substantial infrastuue within the GSSMR lease (eg;
the seawall and marina rockwall, public access ayatiroadside works, sewerage
pumping station, the pedestrian public boardwalkg.eThese works have a cost
of construction in the $100,000’s and were an irglegart of the project before the
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sub-leases were drafted and selling commencedh¥etub-leases make no
reference to any responsibility for their cost®wiership, yet detail responsibility
for numerous trivial precinct costs, separatelyntdging costs related to taps,
toilets, light switches, toilet paper, soap, telmpd handsets and numerous others.
Even the much later Mantra Precinct sub-leasesifed from 2003) make no
reference to the substantial public infrastructure.

The oversight of the substantial public infrastiwe was not a mistake, but a plan
not declared in the sub-leases, to hand the plaras and infrastructure to the
relevant public authorities — the 85% proportisuis above supports this view
from the point of view of sub-lessees.

» A further element of the dysfunctional lease stuitets that the 110 Manta sub-
leases and the Terminal sub-lease provide for thesencts to be excised and
placed on their own head lease. This proposal appede a partial step towards
the intended dissolution of the GSSMR lease. Howelies excision provision
does not address how the public lands and infretstres left behind are to be dealt
with — again it appears the intended plan washHerpublic lands to fall to the
control of relevant authorities.

* The Residential Precinct contains at least twdd@ps of sub-lease; a 75 year
lease (about 40) and the remainder a 999 yeareade| Each has different
conditions for sharing of General Outgoings (Clabide? (n) ); the 75 year sub-
lease states 40% and the 999 year sub-lease aléotAxB/C” leading to disputed
outcomes.

* The head lease/sub-lease property tenure has nusn@tdministrative problems
ranging from sharing costs, interface between pot@nd sub-lease costs
sharing/responsibility, differences between sulsésawithin precincts, sinking
fund provisions, GST on rates, conveyancing, insteaeté

» Unlike the BCCM Act which has a large body of acalmted knowledge defining
the relationship between unit owners, the sub-leagery limited and additionally
adds numerous uncertainties with the additionaticship between sub-lessees
and a head lessee.

The various GSSMR sub-leases are documents appbgvidae State by specific signing-off by
the relevant Department at the time. There was aent by the State that GSSMR sub-leases
should take the form adopted.

To rectify the GSSMR situation the State shouldptynaccept the lease structure should be
abandoned and converted to freehold without furtharge for the land. It is noted here that the
State has on three (3) previous occasions convidrge@SSMR land tenure by
Ministerial/Executive decision at the request o &mthe benefit of a Developer without
recourse, on each occasion seeking to secure visdillestate value, albeit without long term
success. Conversion to freehold will provide aairrbutcome.

8 The leases do not address how the differencelire\metween a 75 yr and 999 yr sub-lease is teeb# with for
conversion to freehold?
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PART 3 — LIABILITIES: CONSIDERATION FOR STATE
Introduction

In addition to the issues raised above, the Tesadd5ociation considers that there is in fact a
significant liability which has not been considemedhe valuation process — which attaches a
significant liability to the Land(s).

The freehold offer by its stated conditions, atescthe Land to be freeholded to adjoining Crown
leasehold tenure. There is significant incumbitlity attached to the leasehold tenure as well
as the proposed freehold land which must be takienaiccount in determining the purchase price.

3.1  Existing Liabilities $12.7 million

It is the Tenant’s Association position that theuatstatus of GSSMR as delivered by the State
means the State is required to pay to the sublesseeamount of $12.7m to place sub-lessees in
the position they would have been if the GSSMR l@mdire had been properly dealt with in the
first place.

Whilst the Tenant's Association sincerely belielattsuch liability exists, it also raises the issse that
the Minister can more fully appreciate the potdrienefit to the State should it grant a zero viaduafor
the purchase price.

The basis for the claims is set out as follows:

The GSSMR development represents a serious develdgailure of the State. The principal
oversight of the head lease is that it is silenaorexit strategy for the developer. As a
consequence the development has been left wittitied estimated to be an exposure of $12.7m
as set out below and in Annexure 1.

The original GSSMR development strategy assumedekieloper would control the property for
the term of the lease (originally a 40 year commaét@rbour lease), but then the developer
subsequently proceeded with a strata sub-leasestiticture to progressively sell off all interest
in the development, including any operational fgoéind set up a sub-lease structure to the
approval of the State that assumed the public énabinfrastructure would be taken over by the
relevant public authorities.

Under the earlier 75 year sub-lease, so as to enlsarinterests of the sub-lessees were protected,
the lease included a provision that if the develapshed to transfer (sell) the GSSMR lease they
had to obtain the written approval of all GSSMR-tessees - an impossible undertaking that may
only have been achievable under a Court order sigghificant majority in favour and on terms
acceptable to the sub-lessees.

The State’s lease fails to recognise that at tingpbetion of the development phase the developer
required (and in fact the community expected) #sdential and commercial units to be sold out
to a self managed community structure. GSSMR be@omnmunity of interest rather than a
single owner resort development as originally comtiated.
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Clearly the only way the developer could exit teeelopment and head lease (an inevitable
outcome) was for the developer to transfer comdfohe lease to the sub-lessees and ipso-facto, in
a condition acceptable to the sub-lessees.

Given the contractor had sold out all interestim property including all income earning interests
there was nothing left to sell but to dispose of attached liabilities (of which there are many).
Thus, to exit the development the developer woakkho rectify any defects, or, alternatively,
compensate sub-lessees on a negotiated basisadedptthe sub-lessees.

Clause 19.1 of the 75 year lease ensured the gmratould only practically hand over the lease
to the control of the sub-lessees and ensuredhisatould only occur on an agreed basis (to an
acceptable standard). This clause also meant #te &t not have to be involved in ensuring the
proper design and construction of the developmeoabse to exit at completion, the developer
had to be cognisant of the demands of Clause afiio(igh, it seems in the event the developer
failed to recognise this obligation, somehow exipgcto muddle through).

During 2003 the developer approached the sub-lsgeeseek to hand over the head lease and it is
known had reached the position of recognising tthey would have to pay compensation to exit
the development in face of the attached continti@bilities. An amount of compensation was
never discussed because at that point S8 Limitadg placed in Receivership) were rapidly
buying up management rights throughout Queenslasiconsidered in the case of GSSMR, S8
purchased without proper due diligence becausedbeplly paid the developer $660,000 for the
head lease when the sub-lessees had at the timédiagtbat least $4m in liabilities that needed to
be addressed.

As sub-lessees were to later discover the conditddiClause 19.1 were removed from the head
lease by the State during the development of theepeal lease entered into during 1997, thus
removing any impediment of the developer’s to opypustically sell out.

It is obvious that any potential buyers of a sudisewould expect the development to comply
with usual standards of development found througRueensland and Australia — that is usual
and common building and engineering standards. Meweue to a lack of control over the
development by the State the developer has beert@bh-sell the head lease with substantial
design and construction defects as follows:

3.1.1 Public Lands & Infrastructure

The GSSMR lease structure has a major flaw in @sgehe public infrastructure. The head
lease clearly makes the head lessee responsiltleefpublic lands and contained
infrastructure, while the 285 residential sub-lsas@ke no mention of the existence of these
substantial works. For this and other reasonsapggarent both the State and the developer
had an expectation that relevant authorities wtaklté over this infrastructure - it being
inevitable the developer would seek to sell out laad this process in hand throughout the
latter years of the development.

Other dysfunctional conditions of the lease striectuentioned above also determine the State

expected to take over the public lands. The coressmps are sub-lessees carry no
responsibility for the public infrastructure.
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The State will be aware that at least the seawalér harbour rockwall, public boardwalks,
main public access road, are each substantiallgidef in design and/or construction
standards. So much so, that neither any Departmenthe local Council has been prepared
to date to take over these public facilities.

The sub-lessees have also had no opportunity topgeper standards for these works, nor
could they have been aware of the issues at theedfrpurchase of their sub-lease even
though their funds ultimately funded their constiam.

It is iniquitous that sub-lessees have been plat#te position by the State that they are
being asked by the State to take over the respititysibr these works and lands when the
State is not prepared to and when the State steuproperty structure that facilitated the
sub-standard development and caused sub-lesskegltthe works without any authority
over their acceptance — and in fact half way thioilng development and sale of sub-leases
the State removed the only authority and only oty sub-lessees had to demand
rectification or compensation from the developénat is the removal of the conditions of
Clause 19.1 from the head lease.

If it is intended sub-lessees take over resporsilbdr the public lands and contained
infrastructure, as indicated in the first offer end 50 year State lease, two (2) sources of cost
arise:

(1) Rectification of infrastructure to normal enginegystandards,
(i) Ownership costs over the term of the 50 year lease.

0] Rectification of Infrastructure
The following works at least are alleged to be diéfe and/or sub-standard. The provisional
assessments shown are subject to detailed professwestigation and estimate:

Provisional

Assessment
» Seawall — design and construction standards (see3t3 below): $800,000
* Marina rockwall — defective rock (Dundowran Rockyderneath boardwalks: ~ $300,000
* Main Public Access road — does not meet Counaildstals: $400,000
» Boardwalks — near end of life after just 12 or sarg: $300,000
* Sewerage Pumping Station (pump replacement — esgjunspection)-allow: $50,000
* Power Distribution — requires total upgrade fordeapotentially: $750,000

Rectification of Public Infrastructure — provieal assessment: $2,600,000

The sub-lessees have had no authority over thdatds of design and construction of these
works. If GSSMR were a commercial development tlvaers would bear the risk of the
construction and defects would be their problen seiling off strata-titled sub-leases
imposed a responsibility on the State to ensurpgsrstandards and to protect the community
interest. The sum of this assessment should beslioyrthe State or deducted from the land
value.
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(i) Ownership Costs — 50 Year Lease
Allow provisionally a sum of $50,000 pa to maintaimd repair the public infrastructure.
Gives $2.5m for a 50 year lease term. Allow pransilly $2.5m subject to professional
analysis.

* Ownership Costs of Public Works — 50 years: 582,000
It is considered the consequences of a signifistomn event are uninsurable due to the
defective design criteria surrounding protectioth&f Residential Precinct buildings and
grounds. Thus allow the costs of one (1) significtarm event over 50 years (flooding of 25
ground floor units and loss of landscaping — assumeedamage/collapse of buildings
consequent on failure of the north seawall):

* Uninsurable Storm Event - allow one (1) significaaént: $1,500,000

Exposure attached to 50 Year lease: $4,000,000

Total exposure attached to public lands and publdrastructure: $6,600,000

3.1.2 Property/Building Sinking Funds

The State approved sub-leases provided for an &smking fund contribution of 5% pa of
annual expenditures, which manifestly understdtesieed which should be in the order of
15% to 20% pa. This provision is included in thatStapproved lease and assisted the
developer to sell out sub-leases by understatiagatuired annual contributions while at the
same time the State’s BCCM Act 1997 required akffrold property establish sinking funds
leading to proper contributions. The State at lekesirly ignored its own knowledge base as
expressed in the BCCM Act in approving the GSSMRIsase sinking fund provisions. No
head lessee to date has addressed the sinkingéenis of the development.

The State approved the form of sub-lease incluthegnadequate sinking fund provisions.
This gave the appearance of low annual costs mdehish investment capital of the general
public by selling sub-leases to fund the GSSMR higraeent.

The result is that after about 17 years of occupahe sinking fund of the Residential
Precinct in particular is significantly underfundédrecent sinking fund analysis
commissioned with a professional quantity survesfmws the Residential Precinct to be
about $3m under-funded, or, about $16,000 per.uHitis liability has to be dealt with in the
near term and is additional to any costs to fraiGBSMR.

A professional analysis of sinking fund requirenseior the Mantra Precinct has yet to be
undertaken. A provisional sum of $1m has been pexVherein to allow for the Mantra
sinking fund, subject to a professional analysis.

The Mantra Precinct did not settle until 2003 agd®603, bodies corporate State-wide had
been operating sinking funds for over 5 years wihtributions typically three (3) or four (4)
times the State approved Mantra sub-lease, yé¥l#mdra sub-lease still included the 5%
contribution condition.

° These figures include a provision of $750,000ther required upgrade of the power supply to thédresial
Precinct — the subject of a recent review by aepashdent consulting engineer following power ousage
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The State leasehold structure makes no provisiodisalosure of the accounts or status of the
buildings and surrounds. Many sub-leases have ilesetd over the years with the result new
owners have unknowingly incurred the accumulataility attached to their sub-lease (if in
fact, this is not a legal liability of the headdes). It has only been through the efforts of the
Tenant’s Association that the facts of the situatiave been identified through undertaking a
professional sinking fund analysis and other ergjing review to find sub-lessees face
accumulated building liabilities estimated to bewatth3m.

The State is arguably culpable for the GSSMR sikimd situation and the fact that there is
no mandatory disclosure of the facts during a ®ase property sale. It is considered the
effect of the sinking fund burden should be tak#n account in assessing the land value to be
borne by sub-lessees. A new potential buyer obalease, if aware of the situation, would
seek to reduce the asking price by this liabilgyshould an informed Valuer, thus devaluing
the property to this extent.

The sinking funds of the buildings after up to atbbll years of occupancy by sub-lessees are
provisionally assessed to be under-funded as fsllow

* Residential Precinct $3,000,000
e Mantra Precinct $1,000,000
$4.000,000

No provision has been made here for sinking fundter public infrastructure. However, a
provisional sum of $50,000 pa has instead beentad@s set out in Item 3.1.1 (ii) above,
Ownership Costs — 50 Year Lease.

3.1.3 Summary Liabilities of the State
Based upon the above provisional assessmentstiidiability attached to the GSSMR
property considered the State’s responsibility is:

* Rectification of Public Infrastructure:

$2,600,000

» Ownership of 50 Year Lease (public lands):
$4,000,000

* GSSMR Sinking Funds:
$4,000,000

Sub-Total $10,600,000
» Contingency for Risk

If sub-lessees are to take over all these liagdia contingency sum of at least 20% should be
added to account for risk giving a potential expesaf sub-lessees as follows:

20% of $10.6m gives: $2,100,000
» Total Exposure of Sub-Lessees: Adopt $12,7@0,00

The $12.7m liability which attaches to the respbitisies of the State does not address any
poor building design and construction details witbach precinct and which unfortunately are
significant in themselves. These matters are aedapithout prejudice herein at this time as
being sub-lessees risk in common with any othepgny purchase.
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In other circumstances the land tenure of GSSMRlavbave been converted to freehold at
completion of the development without additionattdm the sub-lessees and the public
infrastructure design and construction completeaictieptable common community standards.
The same standards should now be applied to regollie GSSMR land tenure.

If sub-lessees are to bear the cost of the land;hwk considered unreasonable and
inequitable, the cost should be assessed as ttievddune less the attached liabilities that a
prudent buyer of GSSMR would assess, being noryittadl $12.7m assessed as set out
herein.

3.2 Seawall Reconfiguration
The seawall to the northern boundary of GSSMR reguadditional consideration to the
rectification works allowed for above under Iter.2.(i) above. Three matters require resolution:

(i) Design and Construction Rectification
(i) Public Access
(iif) Construction Access and Public Access New UBHR€eRLo]

(1) Design and Construction Rectification
The new (2003) northern seawall has the followiagigh and construction issues:

a) Design. The new seawall is designed to withstah@Cayear storm event, but the
design criteria ignored the proximity of the adjatcleuildings which are now
exposed to “green water” wave overtopping, prob&myess than a 20 year
storm event, when the standard should be at |30 gear event.

In addition the seawall configuration does not fievfor maintenance access and
nor is there a 6m offset from buildings and a fadrpeblic pathway as proposed
in the original GSSMR development plans.

b) Construction. The new seawall does not comply wighapproved construction
drawings in some significant ways including:

* Avast amount of facing rock and crest rock is gigantly under-size.
e The substantial cut-off wall shown on the drawihgs not been provided.
* The rock used is considerably fouled by ‘fines’strer-run material.

It is surprising that the seawall has been accepydte relevant authorities as compliant with the
design and approved specification.

(i) Public Access
The existing public thoroughfare access along asgré surface has reached its pedestrian traffic
limit due to the increasing population surrounding harbour area. The population to be added to
the Urangan area by the new UBHR Project and sndiog land redevelopment will
increasingly make a grassed public walkway untenabhe current thoroughfare falls very short
of usual community standards adopted for forespal#ic access. In addition, the offset to the
adjacent buildings of near zero to the pathway @b7) falls well short of the 6 meters originally
proposed and not provided by the developer. Thewaat configuration was a significant source
of dispute during the course of development of GRINMnot meeting the required design layout
standards at the time.

Page 36 of 59



One option is to close this informal route to thubdlc and provide pedestrian harbour access via
the existing purpose designed Council foreshorgcheépedestrian walkway leading to the
Marina and Boat Club and other waterfront pathwaays boardwalks.

(i)  Construction Access and Public Access New UBHRéRLto]
The new Urangan Boat Harbour Redevelopment (UBHBjeEt includes provision of a public
walkway around the perimeter of the harbour inalgdalong the route of the northern seawall (as
known to sub-lessees). In addition, it is undermdtib@ harbour entry breakwater structures are to
be modified and extended as part of the UBHR Ptojéus work will require construction access
for heavy equipment along the location of the GSSddRwall.

It has been proposed by the Association in a subomgo the UBHR Project Departmental
manager that provision of either or both of theggeats be combined with the necessary
rectification works by reconfiguring the existinggsvall to a cross section similar to that
proposed within the Harbours Corporation about :B8n originally planning GSSMR.

Any settlement of the GSSMR land tenure needs tioesd how the status and future use of Lot 7
and the contained northern seawall is to be redolve

A provisional estimate of $1,000,000 is allowedehter reconfigure the seawall, form a paved
access walkway/heavy vehicle roadway, and provisierete pedestrian walkway lighting. It is
noted here reconfiguration of the seawall wouldehidne effect of offsetting the rectification
provision of $800,000 allowed in Item 3.1.1 (i) abo

Allow: $1,000,000

3.3 Removal of Essential Consumer Protection Clausdy State
A significant failure of the restructure of GSSMRrh a 75 year harbour lease to a perpetual
lease under the Land Act was the removal of Cl49sk from the conditions of the original lease.

This clause required written approval of all susskes to be given to the transfer of the head
lease. In effect the clause ensured sub-lesseestiaeonly entity that could have an interest in
taking over GSSMR. The clause ensured the develepeld work towards proper completion of
the development such as to ensure the developnentempleted to a standard reasonably
capable of being acceptable to handover to suledsss it being inevitable the developer would
require to exit the development when all elemerdgesevgold out.

Clause 19.1 also prevented the head lease beidgosah entity that was not acceptable to sub-
lessees. In fact, there was no prospect of any ptmy buying the GSSMR lease once developed
because all interests and sources of profit had beetracted away and property sold out by the
developer.

Removal of the conditions of Clause 19.1 removdistntial property rights of sub-lessees even
though they were the sole parties who funded thieeeBSSMR development including the
substantial public infrastructure and the develspgrofit. The deletion of Clause 19.1 was
undertaken by the Government without referencentbvéithout the knowledge of sub-lessees.
This action appears prima facie to the Tenant’Aisgion to be a major legal damage to the
lease structure.
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At completion of the GSSMR development during 2@@3developer entered into negotiations
with sub-lessees to take over the development tsndemmunity scheme arrangement. A draft
constitution was issued by FKP Limited for consadiem of sub-lessees. In response sub-lessees
brought to the attention of FKP a series of issaretliabilities attached to taking over the head
lease. It was known by all parties that a finansetlement in favour of sub-lessees would be
necessary to complete a handover.

Unknown to sub-lessees (who were mistakenly relgin@lause 19.1) the clause no longer
existed and S8 Limited had moved into the Queedstaarket to acquire as many ‘Mum & Dad’
management rights contracts as they could. Withefatence to sub-lessees FKP sold the
GSSMR lease to S8 while still holding out the pexgf handover to sub-lessees. For reasons
considered to be inadequate due diligence, S8%&86,000 for the GSSMR lease when the sub-
lessees considered the lease contained severa@mdabllars in contingent liabilities.

The removal of Clause 19.1 by the State meantasgeks had removed from them their rights to
force a proper completion and settlement of thesgirngent liabilities now assessed to be in the
order of $12.7m as set out in Item 3.1 above.

It was always axiomatic that FKP limited would eie development on completion because all
financial interest had been sold out and any phafit been contracted to the managers and others.
There was no commercial benefit in holding the Heade, in fact, the reverse.

Consequent on the removal of Clause 19.1, the smge@snount of contingent liabilities attached
to the land should be considered in the valuatitached to the Land in delivering the purchase
price — provisionally estimated to be $12.7m aoseherein.

PART 4 - NEW URANGAN BOAT HARBOUR REDEVELOPMENT PRIECT

It is the Tenant’s Association’s position that 8tate is bound to deal with GSSMR on the same
terms as the new Urangan Boat Harbour Redevelopfo@iR) project. GSSMR cannot be a
proper outcome if the same land tenure strategyatdre applied to the UBHR project. It is
outlined below that application of the GSSMR laedure to the UBHR Project is an improbable
undertaking.

According to the Expressions of Interest documénmahe UBHR Project involves a larger but
similar mixed use development to GSSMR with pransior 1,700 units compared to GSSMR'’s
300 units.

If GSSMR is considered a viable and proper undartpéif the State the structure of the GSSMR
land tenure represents a considerable fund raimngfit to Treasury that cannot be overlooked
for application to the new UBHR Project, otherwtiise Government could be exposed to
challenges improper behaviour by giving away aimreged $180m of State asset value as set
below. If GSSMR were to proceed today the outcofitbe@GSSMR strategy applied by the State
can be summarised as follows:

» Set up a lease structure with a 999 year sub-tbasgives the appearance to the general
real estate market as being as good as freeholdr¢fe numbers of potential buyers and
despite the reservations of many industry profesdg). Application of the GSSMR concept

Page 38 of 59



to prime waterfront land is particularly affectigezen the solid future land value growth to
be expected and the significant ‘sea-change’ tiertide real estate market.

While the available number of buyers in the markaght not be as large as a true freehold
market (many being warned off), with an appropriagrketing campaign there will be
sufficient naive and unaware buyers and acquieswefessionals to sell out the property.
The sale of 300 GSSMR sub-leases and perhaps aéiheesales since testifies to the fact
there are large numbers of available buyers — latggrause GSSMR was looked upon by
all buyers and some professionals to be as go@réeisold.

Sell and market units (999 year sub-leases) hahagppearance of being as good as
freehold to extract the equivalent freehold lantigdo fund the public infrastructure and
contribute any excess to Treasury. Thus if GSSMReweproceed today, on the initial sale
of sub-leases:
0 GSSMR earns the State land value of $15m at imptiathase (current values)
First land value earned: $15m
o Deduct 25% for Developer’s margin leaves say $12med:
Net First land value earned: $12m

Place the property under the Land Act so as telatg payment of State Land Rent. This
rental structure leads to a mandatory land valnanhethodology and consequent land rent
increasing at a growth rate about double the groati of surrounding freehold land values
(a structural fact not disclosed to sub-lease @msefs). This rental methodology means that
the State land rent is nominal during the firstrgesf the development and assists the State
and developer in selling out the sub-leases whieannual land rent is nominal.

Subsequently the growth in land rent will soonelater force sub-lessees to seek to buy out
the freehold value dictated by the Land Act - faterfront property, in about 10 to 15 years
(after the developer has sold out and the constagtture is embedded). Within about 15
years sub-lessees will be paying annually Stat fant equal to the land value just several
years prior. For example, at GSSMR, State landpaiat over the current 3 years equals the
land value at project completion in 2003, just @rgeprior. Even at slower land value

growth rates the same effect occurs in a relatisbtyrt time frame — perhaps within 10 to

15 years at most. Thus:

0 Adopt herein that if GSSMR were committed today $ttete would earn land
rent equal to the current land value of $15m okierrtext 5 to 10 years.
Second land value earned (as land rent): $15m

Eventually, the sub-lessees (about 15 years itaévelopment) will be driven to seek to
freehold the property to alleviate the financiaihpdue to the high rate of growth of land
rent and because they find they cannot sell thisrlease as new potential buyers begin to
see there is no future in a sub-lease investmeitih e property bound by the Land Act
sub-lessees can be driven to pay the value land.aaus:

0 GSSMR next earns the future land value (say $15an186 pa growth rate —
over 15 years gives say $60m future value — thispaoes with the GSSMR
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actual experience of land value growth of 10.8% poumded over 17 years).
The future $60m discounted at 5% pa equates tot&3&m in today’s dollars.
Third land value earned: $30m

Thus, as an approximation the total land valueesh(today’'s dollars) if GSSMR were
committed today is:

Total Land Value Earned: $57m
Gives say about $180,000 average per unit forah 661304 units and shops.

The known UBHR project planning provides for ultielg 700 residential and 1,000 tourist units
giving the opportunity for the State to raise peh&230n equivalent value at $180,000 per

unit current values (as adjusted in Footnote Hjatits, the value to the State is potentially $230m
by adopting the GSSMR leasehold land strategyviahb by conversion of the land to freehold in
say about 15 years.

If the current freehold value of the UBHR land &y $50n! the State can instead raise
potentially an extra $180m using the GSSMR develamrooncept — certainly at the very least
say $100m. If the GSSMR land tenure concept isidersd acceptable, it would seem the State
is duty bound to implement the GSSMR concept withenUBHR Project so as not to be seen as
undertaking an improper strategy to the benefthefUBHR developer.

The State is either duty bound to seek to recdwenttional $180m from the UBHR project as
outlined above and if not, be challenged as beinglved in improper behaviour, or, properly
deal with the GSSMR property so as to resolvedhd tenure and cause sub-lessees to pay the
land value once only.

However and needless to say, there is no prosp#ut &WBHR project proceeding on the above
basis because it is not marketable given the patdat exposure of the improper GSSMR land
structure and given the experience of GSSMR suietess

If the UBHR project cannot and should not proceedhe basis of garnishing an extra $180m
from the general public, the GSSMR strategy itselft be improper and the Minister should call
a halt to any intention to seek a further contitrufor the GSSMR land from sub-lessees.
PART 5 — FURTHER INEQUITIES FOR CONSIDERATION

5.1  Council Rates, GST and Administration Charges

GSSMR was committed to development about 1991 baigre GST was introduced. Due to an
anomaly of the lease structure the 285 residestilallessees incur GST on Council rates. In

19 GSSMR = say 200 residential units + 100 touristsugives Ratio 200/100.
le UBHR becomes at same ratio 700 residential &0d@urist units + 650 extra tourist units.
1050 mixed units at $180,000 per unit gives $1%nd value earned,
Add 650 extra tourist units at say $60,000 pét aoids a further $40m.
Total Potential Land Value Earned by State UBHBjdtt say = $230m
" UBHR Land Value say: 1050 at GSSMR $50,000 perr uri$52.5m
650 tourist at say $20,000 per unit = $13m talcb66m
Less Developer’'s Margin 25% Net $50m
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addition, sub-lessees are charged an ambiguougraedtain administration fee of 10%. Thus the
annual rate bill incurs a 21% oncost.

GSSMR rates have grown dramatically from about $1@Din 2000 to about $750,000 in 2009.
The $750,000 incurs an administration charge of(B¥%(to process 3 invoices) and $82,500
GST.

Australia wide rates on residential property aref @®empt, but not for GSSMR residential sub-
lessees who also do not benefit from senior andipeer discounts on rates.

The rates, GST and administration charges are syngiic of the onerous conditions of the
GSSMR lease structure and a further reason fonstaation of the GSSMR land tenure without
further penalty to the sublessees.

5.2 Force Majeure

The GSSMR lease structure includes provisionsappear to lead to a force majeure condition.
Located on Lot 13, the Mantra Precinct sub-leasgiges for mandatory conversion of this land
to place the precinct on its own head lease. Thmihal precinct includes a similar provision.

Any one of the 110 Mantra sub-lessees is entilegkercise this conversion condition. However,
should conversion be sought the Mantra lease datesdaress how the remainder of the GSSMR
head lease is to be dealt with or how the costiepublic lands are to be dealt with. Again it is
apparent by this construction of the Mantra sulsdsdhat the public lands were intended to
transfer to control of the relevant public authest

There appears to be no practical solution to tleéserg the Mantra Precinct Terminal Precinct
other than to abandon the GSSMR lease and recon&B65MR as freehold property under an
umbrella body corporate, or, similar.

5.3 Urgent Need to Stop Market Inefficiency

There is an urgent need to resolve the GSSMR kamai¢ in the interest of sub-lessees who need
to sell. At present there is significant uncertaias to property value — as leasehold a GSSMR
unit has problematic value, as freehold buyersareently uncertain if they are faced with (for
example) a $70,000 conversion cost meaning eitilars are facing a loss or buyers a windfall
gain while the GSSMR situation remains unresolved.

A recent mortgagee auction (6 March) of a ‘cleanfuanished 2 bedroom unit was opened by the
auctioneer at $250,000, drew no bids and closeti@auctioneers bid of $300,000. An identical
unit next door sold for $365,000 about 3 to 4 yeas. While there are problems in the Hervey
Bay unit market generally, this GSSMR result is enaorrying and indicates the issue of land
tenure needs to be addressed urgently.

PART 6 - FINANCIAL RESOURCES OF SUB-LESSEES
6.1 Investment Viability

The GSSMR land tenure structure and developmenhsnisat for investors in GSSMR
residential and accommodation sub-leases theraeasr be a productive and viable investment
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in the usual sense due to the fact that they aegdfavith paying for the land three (3) times and
repeatedly if State land rent continues. This cue@articularly affects the approximate 250
small ‘Mum & Dad’ investors with their GSSMR sulabe representing their main investment
and future intended retirement security. Any paynienland will do nothing to increase their
already low investment yield, but simply reduceoime investment returns — in many cases to
below zero percent (0%) per annum with no prosfmeatecovery of their diminishing capital
investment.

A GSSMR unit cannot be a viable investment in catitipa with the rest of the freehold real
estate market when GSSMR investors face payinth&r land say 3 times over compared to
investors in freehold property who pay once onhytf@ir land. Paying rent that equals the land
value 5 or 6 years ago is not a growth investmeategyy.

Any payment for land to freehold these propertidssamply be lost capital further damaging
investors capital base and income.

GSSMR property already under-performs other conippangsidential and accommodation
investment returns. Surveys of sub-lessees resilios net annual yields of around 0% to 1%
well below market norms of about 3% to 5% pa.

6.2 Financial Resources of Sub-Lessees

The State, by funding the GSSMR development wovksdlling off strata title sub-leases to the

general public and thus to a wide range of smakstors and resident occupiers, has created a
situation that involves a large number of peoplémoited financial means; albeit there is also a

small proportion of GSSMR sub-lessees who are fuatied.

GSSMR is the sole investment for many sub-lesgeesany their super fund investment and
many are retirees of limited income, some on pe&ssio

For many years GSSMR was an accessible investragheaost structures were comparable
with other Hervey Bay real estate. Annual costseapgd reasonable with low annual land rent,
(an improper) 5% sinking fund contribution and Calrates about half usual residential rates
(GSSMR being a special rating category that becanhéferent special rating once the project
completed.

However, unknown to all buyers the cost structiumekide unremittingly increasing charges well
above the inflation rate, particularly State laadtrwhich has averaged a compound rate of 25%
pa for 15 years since commencement in about 1988eelated by the 10% administration fee
given in the State approved sub-lease.

A number of low income residents have been driugrbg the increasing annual levy suffering
personal hardship and disruption. Many others tireinselves trapped with property they cannot
sell at an acceptable price and face ever incrgasinual costs that are now readily observable to
potential buyers.

It is unconscionable that ordinary participantshia freehold real estate market, who reasonably
see GSSMR as similar ‘bricks-and-mortar’ typicafrekehold property, but with a 999 year lease,
“‘just like Canberra only longer”, find themselveapgped by an iniquitous land tenure structure
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that is the creation of the State and which remdkiednly rights they had by removal of Clause
19.1 from the head lease without reference to tbetheir legitimate interest.

The State has to accept that a decision on theclasichas to be bearable by those sub-lessees
who can least afford a contribution to the landreaind none should be placed in a position of
having to sell out and incur conveyancing transactiosts plus the personal disruption involved.
Forced selling is particularly damaging to residauti-lessees.

The only equitable solution is to convert GSSMRréehold for no further land cost.
PART 7 CONSIDERATION OF RECOURSE

As set out above, it is the position of sub-lesskeasfundamentally GSSMR is a substantial
policy failure and is a land tenure concept thadt méver be repeated (hopefully). Arising out of
all the circumstances of GSSMR, Sub-lessees arefamed with paying (being asked to pay)
again for the land to correct a policy failure ¥ahnich the State is the primary party.

During the course of the development and withofgresce to sub-lessees or their interest, the
State removed the conditions of Clause 19.1 oVthgear State lease. This deletion removed all
rights of the sub-lessees to prevent the saleeolieiise to entities the sub-lessees may find
unacceptable (it became S8 Limited who were atithe subject to OFC investigations and
charges and subsequently went into receivershigl)jraaddition prevented the sub-lessees from
dealing with substantial design and constructidieas, largely related to the public
infrastructure and improper sinking fund provismmproperty worth nominally about $130m and
currently about $4m underfunded.

The liabilities left behind by the State’s develbpenount to an exposure of about $12.7m as set
out herein.

There appears to be no rational reason evidenove the conditions of Clause 19.1 except to
facilitate the developer’s disposal of a propettycure in trouble and with some serious
administrative, design and construction defects.@ucern is that improper arrangements were
made that should be subject to more formal review.

Sub-lessees paid for the land to fund the entiveldpment, pay land rent and are now expected
to pay again for the land and take over $12.7nmbillties to rectify the improper development
procedures of the State.

Alternatively as set out above, if it is still deednappropriate that GSSMR sub-lessees pay for the
land under the freeholding process, the Statdarptocess of developing the adjacent Urangan
Boat Harbour Redevelopment Project (UBHR), couldsequently be involved in an improper

land policy that will cost the State an estimatetbant in land value recovery in the order of
perhaps $100m to $180m — see Part 4 above.

SUMMARY

The dysfunctional nature of the GSSMR lease igm®ivork of sub-lessees, but that of the State
who brought GSSMR into existence, specifically awpd the head leases and sub-leases then
removed Clause 19.1 from the head lease. Now sdeds are potentially being asked to pay the
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freehold price of the land and take over substbestibstandard public works to solve the
structural problems created by the State. The Stadald instead simply move to rectify the
GSSMR land tenure by conversion of the land witteoyt land cost to sub-lessees.

On a proper construction the GSSMR land shouldopeerted to freehold at no land cost to sub-
lessees and the State stands liable for $12.7rcumaulated liabilities, including the required
seawall reconfiguration. The Tenant’s Associationonjunction with other sublessees will
continue to address these issues outside of thigcapon.

In the alternative, if the land is to be valued #melresulting costs charged to sub-lessees and the
public infrastructure imposed on sub-lessees,ahd Value should be reduced by the costs that a
prudent purchaser of the property would seek taded hat is, deduct the value of the liabilities
attached to the property, being the $12.7m as saddrein.

The State could more properly and reasonably resedghat the GSSMR sub-lease does not
address the ownership of the public lands andstrinature and proceed as apparently intended
throughout at least the latter years of the devel and take over the public infrastructure,
reducing the liabilities attached to the propeatytiat of the underfunded sinking funds and deal
with this application accordingly.

On all counts set out herein the GSSMR lease shHmittbnverted to freehold for no further land
cost to sub-lessees (other than the administratigses of conversion) which will run into many
thousands of dollars per sublease in any evens.islthe outcome sought by sub-lessees and will
be a great relief to many. A large number of sidsées simply do not have the financial
resources to fund a purchase and most will seéaadial benefit if payment is required.

* * *
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The Great Sandy Straits Marina Resort Tenants Asation Inc
Urangan. Qld 4655
Our Reference: 030-09

ANNEXURE 1

It is estimated the contingent liability attachedhe lands is $12.7m as set out below:

Provisional
Rectification of Public Infrastructure: Assessth
Seawall Rectification: $800,000
Marina Rock Wall: $300,000
Main Public Access Road: $400,000
Boardwalks: $300,000
Sewerage Pumping Station: $50,000
Power Distribution: $750,000
Total Rectification Liabilities: $2,600,000

Ownership Costs — 50 Year Lease
Repair and Maintenance Public Works (50 years)$2,500,000

Uninsurable Storm Event: $1,500,000
_$4,000,000
Total Liabilities Public Infrastructure: $6,600,000
Building Sinking Funds:
Residential Precinct: $3,000,000
Mantra Precinct: $1,000,000
Total Sinking Fund Liabilities: $4,000,000
Exposure of Sub-Lessees: Adopt $10,600,000
Add 20% Contingency for risk: $2,100,000
Total Exposure of Sub-Lessees: $12,700,000
STATE LIABILITY: $12.7m (provisional)

Additional State Liability:
Reconfiguration North Seawall (allow) $1,00@M00

* Allocation of this $1m to reconfigure the nortbasvall will reduce the exposure related to

public infrastructure above by $800,000, thus gjvamet total liability of $12.9m if the seawall is
reconfigured and added to all other items listeavab
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The Great Sandy Straits Marina Resort Tenants Asation Inc

Urangan. Qld 4655
Our Reference: 030-09

ANNEXURE 2 (Charts)

999 YEAR SUB-LEASE ANALYSIS
(Based on records and costs at December 2007 aneé t2007-08 land valuation of $18m)

The enclosed Charts 1 to 7 show the underlying and inexorable outcome underlying the failure of
a 999 year residential sub-lease that is subject to land rent exceeding the inflation rate by
margins typical of Queensland waterfront property in the post WW11 era, also experienced by
the GSSMR development.

The charts plot the typical changing capital ‘worth’ of a unit (sub-lease), assuming the conditions
a buyer makes at initial purchase. The Charts plot the effect of future compound State land rent
growth rates of separately 10%pa, 12%pa, 15%pa, 20% pa and 25%pa, assuming an inflation
rate of 3%pa.

Charts 1 to 6 adopt a typical $500,000 unit at 2006 and Chart 7 a $200,000 unit in 1995, about
10 years prior and about the middle of the initial selling of GSSMR units.

Note: The underlying growth in land value is about half the growth in land rent as follows:

Land Rent Growth Rate Land Value Growth about:
25% pa 12.5% pa
20% pa 10% pa
15% pa 7.5% pa
12% pa 6% pa
10% pa 5% pa

GSSMR actual record of growth rates is set out in the attached Table A and shows the following
(adjusted for the recent Land Court appeal decision - $14.9m):
24.1% pa over 15 years 12.3% pa

The above land value growth rates are far from over stated for prime Queensland waterfront
lands - long term.

Chart 4 (15% land rent growth) separately shows a typical plot of the impact of State land rent on
GSSMR forecast levies using the same data as the other charts.

The charts table the escalation rates adopted for the various components of levy charges,
including State land rent. Clearly the State land rent is the driving force behind the devaluation of
the 999 year sub-lease (or any term lease). The charts indicate that 40 years for a harbour lease
is about the maximum viable term if commercially it can be written off over 40 years. The concept
of a 999 year residential lease is not viable as constructed.

The charts plot the ‘worth’ of a unit at the date of purchase when a buyer effectively assumes a
fixed relationship between unit value and the annual levy. That is, at the date of purchase, a
potential buyer usually decides to buy because they see their purchase as worthwhile given both
the capital sale price agreed and the annual levy as affordable. Applying the same buying
decision to a forecast future value of both the typical unit and typical levy determines the
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equivalent ‘worth’ of a typical unit over time. That is, the same buyer making the same decision
year after year.

The charts adopt a start point for GSSMR representing typical conditions about 2006 when levies
reached an average of $6,000 per unit, about a tolerable maximum for most buyers having
regard to the levies of other similar freehold properties around $4,000 pa and a typical average
unit price then of about $500,000 — both figures are at about maximum tolerable levels in 2006.
Chart 7 shows the same analysis commencing with the same typical unit purchased in 1996 for
$200,000, about the middle of the development period. The results are similar for both the 2006
purchase and 1996 purchase 10 years earlier — both are facing decline commencing within a few
years.

The charts adopt the following methodology:

If at original purchase the annual levy is say 1.2% of the capital price ($6,000 pa of $500,000 in
the sample charts), then when the levies double, the same buyer would see the unit a having the
same worth as their original purchase (the tolerable maximum), if the future unit value is adjusted
to deduct the capitalised sum required to fund the increased levy. This calculation gives a future
unit ‘worth’ equal to the original purchase decision. For example, a $5,000 increase in annual
levy from $6,000 to $11,000 capitalised at 7% pa requires a $72,000 reduction in price to fund
the increased levy and maintain the same tolerable level of “worth” (assuming the buyer is
typically not recognising future levy increases as being worse, in which case they would seek a
further reduction in worth). In this example, the sub-lease worth becomes $428,000 ($500,000
less $72,000). As shown in the charts this process continues until the levy causes the unit ‘worth’
to fall to zero.

For land rent increases of 12% pa to 15% pa zero worth is reached in about 30 to 50 years as
shown on the attached Charts. The real market is not as precise as the charts, but the current
market shows that most potential buyers are not interested in a GSSMR unit at values of recent
past sales with rent (levies) double that of other properties.

In practice, individual owners find their levies are too high and sell out and the market of
available buyers shrinks to a smaller number of increasingly wealthy buyers. However, again in
practice, increasingly wealthy buyers will evaporate at some point because the building facility
(quality) falls too far below expectations given the annual levy. Thus, the future for a GSSMR
residential sub-lease as viable real estate is limited by the future capacity of sub-lessees to want
to pay the increasing levy as the levy outstrips inflation and evaporates as a smaller number of
wealthy buyers with no interest in the quality of building presented. The building standard was
obviously largely fixed over the planning and design phase 1988 to about say 1994-95 and
cannot be undone.

The effect of increasing levies across GSSMR can be seen in that during 2008 there were 60
units for sale compared with about 30 in normal circumstances. Conditions are now somewhat
worse with the World's financial crisis and increasing buyer resistance.

A serious situation has developed in that there are many sub-lessees who want to sell and
cannot at a reasonable price. There are many sub-lessees who could initially afford a GSSMR
unit (the property was accessible to pensioners and low income retirees), who through no fault of
their own could not have anticipated their land rent would escalate at 25% pa (or, double the land
value growth rate), had no idea their rights had been stripped out of the head lease by the
removal of Clause 19.1 and are now stuck.

There is no reason why they should be seeing no more than cost increases commonly seen
across the community with similar properties. Instead GSSMR sub-lessees have seen their
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levies increase to 50% to 100% relative to other Hervey Bay properties, many are under serious
financial stress and are facing a forced sale and having to move house, or, sell a small
investment after 10 years of no growth.

The arrears situation of the Residential Precinct highlights the financial stress where some 25
sub-lessees are about $325,000 in arrears (in an annual budget of $1.2m) with their arrears
ranging from $6,000 to $30,000 and averaging $12,000 each.

There are few buyers and they will soon potentially become non-existent. A situation that is
entirely due to the underlying fatally flawed 999 year sub-lease. If the GSSMR facts become

known to all potential buyers it is considered sub-lease sales will cease altogether if GSSMR
remains leasehold property.

Following Charts and Tables:

Chart LV 1 - Unit Worth — Land Rent Growth 10.25% pa - $500,@nit 2006
(10.25%pa gives a Unit Worth zero at 75 years aifiginal lease term).

Chart LV 2 - Unit Worth — Land Rent Growth 12% pa
(This chart shows a ‘low end’ land rent growtheitast — land about 6%)

Chart LV 3 - Unit Worth — Land Rent Growth 15% pa
(15%pa could be seen as conservative prime leswtly — land about 7.5%)

Chart LV 4 - Unit Worth — Land Rent Growth 15% pa — Impac&tdte land rent.
(Derived from Chart LV 3, showing impact of landhten levy)

Chart LV 5 - Unit Worth — Land Rent Growth 20% pa
(Probable situation for GSSMR for coming yeatdeast medium term)

Chart LV 6 - Unit Worth — Land Rent Growth 25% pa
(This 25% chart is close to actual GSMR experen@4.1% pa since new 15yrs)

Chart LV 7 — Unit Worth — Land Rent Growth 25%pa - $200,000 1995-96
(Shows outcome of typical $200,000 unit boughtrdpGSSMR development)

Table C — Land Rent Growth Rates — GSSMR Precincts 1998-20
Table B— GSSMR Average Levies and Land Rent 1993 — 2008

Table A — Derivation of GSSMR Land Rent 1993 — 2008
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—&— Unit Value (Freehold 7%pa)
—a&— Av.Levy per Unit

—X¥— Unit Worth

—i— Unit Value (5%pa)
—X—Levy (today's $)

—@— Unit Worth (today's $)

Start $6,000 Levy & $500,000 Unit
CHART LV 2
GSSMR UNIT VALUE ANALYSIS
Values and Levy per Unit
LAND RENT 12% pa
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$1,100,000 — f T
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I I
I I
I
I

Unit Value (5f6pa)

$1,000,000 + ------—- -~ ---f----/1 - A\--
$900,000 - - - - -——-f--f--¢f- -7 - - ——
$800,000 f+----—-—f--f-f---- -~

|
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$700,000 { - - - Year 15

$600,000 1

$500,000

Growth Rates:

For Land Rent 15% pa
Underlying Land Value:
about half (say) 7.5%pa

o
| |
| |
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| |
| |
| |
| |
| |
| |
| |
l l
NOTE: } }
Chart shows value increases of : :
$400,000 - -~~~ av. unit value and leviesperunit. |~ \ |, A T[T P T
| |
Land Rent: 15% pa : :
GSSM Unit: 5% pa | |
Inflation: 3% pa I I
$300,000 - - -~ - Maintenance 50/50: 7% & 3% pa |-~~~ \" ~ e Aty A : ***** : *****
HBCC Rates: 4% pa : :
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l l
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Unit Worthless
Year 35
$100,000 + - - - - - - - - - ———————— T L | g : ,,,,, : ,,,,,
/ Le I I
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l l
$0 # — T ; T T ; T . . . .
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—&— Unit Value (Freehold 7%pa) —#— Unit Value (5%pa)

—a&— Av.Levy per Unit —>— Levy (today's $)

—¥— Unit Worth —@— Unit Worth (today's $)

2070

Start $6,000 Levy & $500,000 Unit
CHART LV 3
GSSMR UNIT VALUE ANALYSIS
Values and Levy per Unit
LAND RENT 15% pa
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Growth Rates:
For Land Rent 15% pa

$100,000 ; ; ; ; 1 f Underlying Land ;
‘ ‘ | | Value: |
: : : : about half (say) 8%pa :
l l l l i ‘ |
$90,000 | 1 1 1 1 1 1
: ! AV. Levy per Unit ! |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
$80,000 - --- - ———- = - === = e b ___
o o | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
| | | | | |
$70,000 ---- - e Loy -4 A ____
| | | | | |
| | | | | |
| | | | | |
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| | | | | |
$60,000 | ---- e R T B e i T ]
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| | | | | |
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$50,000 l l l l l l
I I I I/ DNR Larld Rent ! !
| | | | |
| | | [0 Component | I
o vy | |
| | | | | !
$40,000 1 l 1 1 1 : 1 ‘
o ]/ | |
| | | | | |
| | | | |
| | | | | !
! ! 32,594 ! | |
| | | | | |
$30,000 | ---- [ —m S e X ]
o | | |
| | | | | |
| | | | | |
| | Vi | L ~Av. Levy Escalated 3%,
| | | | | pa |
$20,000 ---- - ———- - - — - — i T ____
! 1 19,344 ‘ ! ! |
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| | | | | |
| | | | | |
| | | | | |
112,234 ¥/ ! ! !
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$10,000 ! ‘ / ! ! |
' 8,270, ! ! ‘ !
/‘/ ! ! ! |
5,946 : ! ! | |
| | | | | |
B | | | | |
S _ 1 1
2005 2010 2015 2020 2025 2030 2035 2040 2045 2050 2055 2060 2065 2070
Years

—l— Av. Levy per Unit

—>¥— Av. Levy per Unit (today's
Dollars)

—a&— Av. Levy Escalated 3% pa

—B— DNR Land Rent Component

Start $6,000 Levy & $500,000 Unit
CHART LV 4

GSSMR UNIT VALUE ANALYSIS
Levy Charges

IMPACT of LAND RENT 15% pa

Chart LV 4 shows that increasingly State land watitdrive annual levies and destroy any capital
investment in a 999 year lease, typically withioatbl5 years as indicated.
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$1,100,000 f f

T T T T Growth Rates:
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; ! ! ! ! Underlying Land Value:
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| | | | | | |
| | | | | | |
$200,000 - | | | | | | |
| | | | | | |
: : : | : Unit Worthless - Year 24 : :
Levy: : : : :
Start $6,000 pa | | | |
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| | | |
| | | | |
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| | | | |
Y ., )" | : : :
$0 4 — 1 1 H ‘ 1 ‘ ‘ 1 : 1
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—&— Unit Value (Freehold 7%pa) —#— Unit Value (5%pa)
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Start $6000 Levy & $500,000 Unit
CHART LV 5
GSSMR UNIT VALUE ANALYSIS
Values and Levy per Unit
LAND RENT 20% pa
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$900,000 P
Unit Value (5%pa)
$800,000 - [
|
|
! Collapse Commences
$700,000 - i Year 5
|
|
$600,000 -

$500,000

Unit:
Start $500,000

Situation 2005-2006

Growth Rates: ;
ACTUAL (15 yrs 1993-2008):
Land Rent Growth 24.1% pa
Underlying Land Value Growth:
Actual record 12.3%pa
(after land appeal $14.9m)

Unit Worth

$400,000
Av.Le er Unit
Unit Wr)rth (today's $ P
|
|
|
$300,000 .
L
NOTE:
Chart shows value increases of av.
unit
and levies per unit.
$200,000 Land: 25% pa
GSSM Unit: 5% pa Levy (today's $)
Inflation: 3% pa
Maintenance 50/50: 7% & 3% pa
HBCC Rates: 4% pa
: Unit Worthless
$100,000 : Year 18 -
Levy: |
Start $6,000 pa I
(Situation 2005- i
|
$0 4 : | ‘ —
2005 2010 2015 2020 2025 2030 2035
Years

—l— Unit Value (5%pa)

—>— Levy (today's $)

—@— Unit Worth (today's $)

—&— Av.Levy per Unit

—@— Unit Worth

Start $6,000 Levy and $500,000 Unit
CHART LV 6
GSSMR UNIT VALUE ANALYSIS
Values and Levy per Unit
LAND RENT 25% pa

Chart LV 6 shows the projection of the actual GSSMR record to 2006 applied to a $500,000 unit
at 2006 forward to 2035. Interestingly ‘Unit Worth’ (today’s dollars) begins to turn down about

2010.
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$900,000 " Growth Rates:
\ ACTUAL:
| Land Rent Growth 24.1% pa 3
‘ Underlying Land Value Growth: 874,214
| Actual record 12.3%pa
NOTE: ! 1993 - 2008
Chart shows value increases of av. \
$800,000 1 - - {unit and levies per unit. R At 1
|
Land Rent: 25% pa ‘
GSSM Unit: 8.7% pa |
Inflation: 3% pa ‘
Maintenance 50/50: 7% & 3% pa |
$700,000 HBCC Rates: 4% pa
l
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Unit Value (8.7%pay [ Year 18
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$600,000 + - - --------———-—~————~—~——~-f L/ et R
Unit Worth
$500,000 + - - ---------~—~—-~-~-~—-~f- S\
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|
|
| K
$300,000 I
‘ Unit Worth (today's $) 290,366
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$200,000 2022
l
! 98,346
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$8,800 |
‘ 34,860
‘13,601
2,718 3,560 6,266 ‘
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$0 ¥ = ‘ : ‘ ‘
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—— Unit Value (8.7%pa) —&— Av.Levy per Unit

—¥— Levy (today's $) —@— Unit Worth

@=@==nit Worth (today's $)

Approx Actual $200,000 Unit 1995 - 2006
CHART LV 7
GSSMR UNIT VALUE ANALYSIS
Values and Levy per Unit
LAND RENT 25% pa

CHART SHOWING $200,000 UNIT PURCHASED 1995 — Using actual record to date extended

forward at actual growth rates experienced to 2006.
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GSSMR Tenant's Association

Derivation of State Land Rent by extraction from TA Accounts

Notes: RP = Residential Precinct
The following land value and land rent has been constructed from the accounts reported to sub-lessees of the Residential Precinct. Growth Rates (15 yrs): Land Value: 12.3% pa
Using the reported land rent charges where known, and the proportions applied by FKP year to year, the total GSSMR land rent has been back calculated. Land Rent: 24.1% pa
Using the calculated GSSMR total land rent and the percentage of the Land Value stated in the head lease (9% for the 75 year lease and 5% under
the PPL), the Land Value for each year has been estimated. The results compare well with the known Land Values shown.
Item 1993-94 | 1994-95 | 1995-96 | 1996-97 | 1997-98 | 1998-99 | 1999-2000| 2000-01 | 2001-02 | 2002-03 [ 2003-04 | 2004-05 | 2005-06 2006-07 2007-08
Known DNR Land Valuations 2,150,000 8,000,000 14,900,000
Derived Land Valuation
Land Rent @ 9% 9% 9% 9% 9% 9%
Land Rent @ 5% 5% 5% 5% 5% 5% 5% 5% 5% 5% 5%
107,500 400,000 745,000
FKP Applied Percent General Outgoings 53.60% 50.60% Stella >> 40%
Expected RP Land Rent 57,620 202,400 298,000
See below >>>|Compares OK Compares OK Compares OK
TA Statements of Accounts:
RP Share General Outgoings 14,187 23,297 27,065 41,847 50,016
Ditto (HBCC rates separated) 39,393 43,518 Budget Budget
HBCC (only) General Rates 8,274 11,118 11,914 13,842 14,581 17,704 19,951 26,572 132,238 115,214
State Lease Rent 44,421 44,421 44,239 57,644 57,620 202,492 208,567 298,000
Sub-Total 47,667 54,636 56,335 58,263 58,820 75,348 77,571 229,064 340,805 413,214
Land as Percent of Sub-total 83% 80% 79% 76% 75% 7% 74% 88% 61% 2%
Adopt Land as Proportion 83% 83% 83% 83% 83%|<< Worked backwards
Assume RP Land Rent 11,724 19,253 22,367 34,583 41,334 Stella
Adopt as Actual RP Land Rent 39,393 43,518 Budget Budget
Actual Land Rent 44,421 44,421 44,239 57,644 57,620 202,492 208,567 298,000
Derived RP Land Rent 11,724 19,253 22,367 34,583 41,334 39,393 43,518 44,421 44,421 44,239 57,644 57,620 202,492 208,567 298,000
RP Proportion (FKP) 40.0% 40.0% 40.0% 40.0% 54.5% 53.6% 52.7% 54.9% 53.6% 53.6% 53.6% 53.6% 50.6% 50.6% 40.0%
ie Total Land Rent 29,311 48,133 55,918 86,458 75,843 73,494 82,577 80,913 82,875 82,535| 107,545 107,500 400,182 412,187 745,000
(Rent 9% then 5% of Land Value) 9% 9% 9% 9% 9% 5% 5% 5% 5% 5% 5% 5% 5% 5% 5%
ie Land Value:
(from State land rent) 325,679] 534,809| 621,308| 960,645 842,696| 1,469,888| 1,651,537| 1,618,251 1,657,500] 1,650,709| 2,150,896 2,150,000f 8,003,636 8,243,745| 14,900,000
Compares Compares Compares
to actual to actual to actual
above above above
Add $5m Land Development Cost FKP Valuation Report:
Inflation (guess) 5% 5% 4% 4% 3% 3% 3% 3% 3% 3% 3% 3% 3% 4% 4%
Derived Land Development Cost 3,259,369 3,430,915 3,611,489 3,761,968 3,918,717 4,039,914 4,164,860 4,293,670 4,426,464 4,563,365 4,704,500 4,850,000 5,200,000 5,408,000
Adjusted Total Land Value: 3,585,048 3,965,724 4,232,797 4,722,613 4,761,413 5,509,802 5,816,397 5,911,921 6,083,964 6,214,074 6,855,396 7,000,000 13,003,636 13,443,745 20,308,000
Growth Rate (10yrs): 10 years 13.9%|pa
Growth Rate (15yrs): | 15 years 12.3%|pa
Total Increase 1993-2003 >> 73% Total Increase 2003 - 2008>> 227%
Land Rent Growth:
Land Rent: 29,311 48,133 55,918 86,458 75,843 73,494 82,577 80,913 82,875 82,535 107,545 107,500 400,182 412,187 745,000
Growth Rate (10yrs): 10 years 26.1%]|pa
Growth Rate (15yrs): | 15 years 24.1%]| pa
Land Rent: Growth Rate (5 years prior completion):| 73,494 82,577 80,913 82,875 82,535|1.2% pa
5 years before and after GSSMR completion: Growth Rate (5 years post completion): 107,545 107,500 400,182 412,187 745,000]21.4% pa

DERIVATION OF STATE LAND RENT
TABLE A

Completion G SSMR Project Works (about mid 2003) > ﬁ
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GSSMR Tenant's Association
Precinct Cost Extractions

RESIDENTIAL PRECINCT - Average Levy per Unit

Vear C,\;?ﬁﬁlr;,::d Budget (85) Land Rent per Unit Av. Levy per Unit ;Olr:f;:z:i
Rent % Increase Levy % Increase
93-94 46 133,000 255 2,891
94-95 80 204,000 241 -6% 2,550 -12%
95-96 99 252,000 226 -6% 2,545 0%
96-97 117 342,000 296 31% 2,923 15%
97-98 137 441,000 302 2% 3,219 10%
98-99 170 545,000 232 -23% 3,206 0%
99-00 185 586,000 235 2% 3,168 -1%
00-01 185 582,000 240 2% 3,146 -1% pa
01-02. 185 631,000 240 0% 3,411 8% |[(5 years)
02-03. 185 686,000 239 0% 3,708 9% 3.0%
03-04. 185 790,000 312 30% 4,270 15%
04-05. 185 940,000 311 0% 5,081 19%
05-06. 185 1,162,000f 1,095 251% 6,281 24% pa
06-07.| 185 1,350,000 1,127 3% 7,297 16% | (5 years)
07-08. 185 1,629,158] 1,611 43% 8,806 21% 15.6%
(5yrs post GSSMR Completion)
Increase 1993-2008: pa
MANTRA - Average Levy per Unit
Year C’\cl)cr)r;lpflr:tt:d Budget ($'s) Land Rent per Unit Av. Levy per Unit
Rent % Increase Levy % Increase

03-04] 110 559,866 191 5,005 (15 month budget)
04-05 110 544,200f 191 0% 4,864 -3%
05-06 110 645,986 710 272% 5,775 19%
06-07 110 757,969] 731 3% 6,775 17%
07-08 110 1,037,617] 1,321 81% 9,276 37%

Increase 2003-2008: | 13.1% |pa

GSSMR Land Value

Year GS?/I\;IIIEeL*and % Increase 5;1:3222:
93-94 3,585,048
94-95 3,965,724 11%
95-96 4,232,797 7%
96-97 4,722,613 12%
97-98 4,761,413 1%
98-99 5,509,802 16%
99-00 5,816,397 6%
00-01 5,911,921 2% pa
01-02. 6,083,964 3% | (9 years)
02-03. 6,214,074 2% 6.3%
03-04. 6,855,396 10% |[(previous 9 years)
04-05. 7,000,000 2%
05-06. 13,003,636 86% pa
06-07. 13,443,745 3% | (5years)
07-08. 20,308,000 51% 26.7%

(5yrs post Completion)

Increase 1993-2008: 12.3%]pa

GSSNR Land Rent Charge

Year GSSFlevtlelr?“I*_and % Increase OSDOITSZL;Z:
93-94 29,311
94-95 48,133 64%
95-96 55,918 16%
96-97 86,458 55%
97-98 75,843 -12%
98-99 73,494 -3%

99-00 82,577 12%
00-01 80,913 -2% pa
01-02. 82,875 2% | (9 years)
02-03. 82,535 0% 12.2%
03-04. 107,545 30% |(previous 9 years)
04-05. 107,500 0%
05-06. 400,182 272%
06-07. 412,187 3% |< 3% assumed
07-08. 745000  81% 55.3%)|

(5yrs post Completion)

Increase 1993-2008:| 24.1%|pa

* GSSMR Land Value derived from Residential Precinct land rent charges
(some records appear inconsistent)

Note:

The data in these tables has been extracted from available accounts records. Some
Residential Precinct records in early years appear inconsistent, noteably the negative
increases, which probably should be positive. GSSMR land rent data has been derived
from stated proportions in the accounts to determine the total charge.
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GSSMR Tenant's Association
Precinct Cost Extractions

GSSMR LAND RENT

GSSMR Total Land Rent* Residential Precinct Share Mantra Share Terminal Precint Sahre
Year GSSMR Land % Increase Compound %
Valuer Increase % . % Land Rent | Compound . % Land Rent No % Land Rent
Rent Increase No Units Share Ammount per Unit | % Increase No Units Share Ammount per Unit Units | Share Ammount per Unit
93-94 3,585,048 29,311 46 40% 11,724 255
94-95 3,965,724 11% 48,133 64% 80 40% 19,253 241
95-96 4,232,797 7% 55,918 16% 99 40% 22,367 226
96-97 4,722,613 12% 86,458 55% 117 40% 34,583 296 10 20% 17,292 1,729
97-98 4,761,413 1% 75,843 -12% 137 |54.5% 41,334 302 10 20% 15,169 1,517
98-99 5,509,802 16% 73,494 -3% 170 |53.6% 39,393 232 10 20% 14,699 1,470
99-00 5,816,397 6% 82,5771 12% 185 |52.7% 43,518 235 10 20% 16,515 1,652
00-01 5,911,921 2% pa 80,913 -2% 185 |54.9% 44,421 240 pa 10 20% 16,183 1,618
01-02. 6,083,964 3% (9 years) 82,875 2% 185 |53.6% 44,421 240] (9 years) 10 20% 16,575 1,658
02-03. 6,214,074 2% 6.3% pa 82,535 0% 185 |53.6% 44,239 239] -0.7% GSSMR Completion 10 20% 16,507 1,651
03-04. 6,855,396 10% 107,545| 30% 185 |53.6% 57,644 312 110 |20.6%| 22,154 201] 10 20% 21,509 2,151
04-05. 7,000,000 2% 107,500 0% 185 |53.6% 57,620 311 110 |20.6%| 22,145 201] 10 20% 21,500 2,150
05-06. 13,003,636 86% pa 400,182| 272% 185 |50.6%| 202,492 1,095 pa 110 |20.6%| 82,437 749] 10 20% 80,036 8,004
06-07. 13,443,745 3% (5 years) 412,187 3% 185 |50.6%| 208,567 1,127| (5years)| 110 ]20.6%| 84,911 772] 10 20% 82,437 8,244
07-08. 20,308,000 51% 26.7% [pa 745,000] 81% 185 40%] 298,000 1,611] 55.3% 110 |20.6%]| 153,470 1,395| 10 20%] 149,000f 14,900
(5yrs post Completion)
Increase 1993-2008: pa 1993-2008:  [_24.1%]pa 15 years [24.1%]pa 15 years [47.3%]pa 5 years [ 19.7%]pa 12 Years

* GSSMR Land Rent derived from RP rent charges

No. Units incudes Manager's (2)

(estimates actual DNR land rent invoice)
(some records appear inconsistent)

No. Units incudes Manager's (2) and Retail (7)

Note:
The data in these tables has been extracted from available accounts records. Some Residential Precinct
records in early years appear inconsistent, noteably the negative increases, which probably should be
positive. GSSMR land rent data has been derived from stated proportions in the accounts to determine the
total charge.

TERMINAL, MANTRA, RESIDENTIAL PRECINCTS
LAND RENT SHARE & GROWTH RATES
TABLE C
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APPENDIX 4
SEAWALL ROCK SIZE

GSSMR Seawall showing boxes to approximate specsiees as follows:
560 kg (larger box shown)
Specified size critical zone: 700kg with minimumD&§ as shown.
120 kg (smaller box shown):
Specified maximum contamination: 5% no rock lessth20 kg.
Undersize rock indicates potential contingent liagbunder design stress (100 yr
storm event)
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