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Aspen Diversified Fund

December 2007

The Aspen Diversified Fund is quickly growing in stature, along with parent company, the Aspen Group, which is one
of the fastest growing and dynamic listed property trusts on the market (ASX code — APZ). Management is rated
highly by Zenith with a solid mix of experience and expertise ensuring they are well equipped to maximise value
extraction from their investment strategy.

The Fund commenced in April 2005 with an initial portfolio, it now comprises 9 property assets and is valued at
approximately $156 million (as at June 2007). The “sweet spot” for this Fund has historically been properties of
between $5 million - $30 million in value which is often too small for the large institutional players and too large for
individual high net worth (HNW) clients.

The Fund has recently sold the troubled Midland Cinema Complex back to the Aspen Group for $5.5 million (relative
to a book value of $4.75 million and an initial purchase price of $6.15m). The Fund considered a number of options for
this property once redevelopment was likely it no longer fitted the risk profile of this vehicle. Aspen negotiated a
settlement on the breaking of this lease which delivered it the forecast rental income to June 2007 and as a
consequence this sale did not have a detrimental impact on the fund’s forecast 8.75 cent distribution for FY07.

High vacancies on two properties in the portfolio, namely 80 Mount Street, North Sydney and Homemaker City had
previously been regarded as a negative although a period of aggressive leasing activity has seen vacancy levels
come down to acceptable levels (zero and 5.5% respectively). The recently acquired industrial property at Mulgrave in
Victoria is 30% vacant although this was acquired on a 2 year rental guarantee which provides the Fund with a buffer
on securing full leasing.

The portfolio is well diversified by both geography and sector and has solid exposure to the buoyant WA economy. In
terms of tenancy profile on each property this is well diversified with the exception of the Holeproof asset, where a
single tenant occupies the entire property and a likely downward revision on rent will occur on lease expiry. At a
portfolio level 23% of net income is “at risk” from this single tenant although the lease expiry of this property is
August 2010. The average lease expiry on the portfolio is 4.3 years.

The Fund is targeting 8.75 cents per unit (70%+ tax advantaged) with monthly distributions, which is attractive
relative to its peer universe. Fees are slightly higher than the average diversified property fund although still within a
fair and reasonable band. Zenith has assigned the Fund a RECOMMENDED rating.

y Fe es Description

Product Type Unlisted open-ended property fund
investing in diversified property

SWOT Analysis
Strengths

Minimum investment

$10,000 or platform dependent

Fund size

$156 million (approx)

Fund commenced

April 2005

Target Return

Distributions Monthl
Return Features \ Description \

Double digit return per annum

Benchmark

Total return of 10% p.a.

Est. Yield

8.0% p.a. paid monthly

No. properties

Tax Advantage In excess of 70%
Portfolio Features \ Description |

9

Geographic split

WA (28%), NSW (40%), VIC (32%)

Sector split

Office (38%), Industrial (38%),
Bulky Goods (18%) & Retail (6%)

Lease expiry profile

4.3 yrs (average)

Gearing (LVR)

Asset Acquisition Fee

70% max (current 65.5%)
$118m total debt, including $22m

from Aspen Group
Fees \ Description |

5.0%

Management Fee

0.80% p.a. of gross assets

Fund Expenses

0.22% p.a. of gross assets

Asset Disposal Fee

2.0% of net sale proceeds

Performance fee

20% of net outperformance above
benchmark of 10% p.a. on gross
asset value. High Water Mark.

Debt Arrangement
Fee

2.0% of net acquisition value of

properties

Niche market — fund targets assets valued between
$5 million - $30 million which tend to be overlooked.
Too large for most private clients and regarded as
too small for most institutional investors;

Solid mix of diversification by way of State and
Property type;

Solid pre-tax income yield objective of 8.75%;
Aspen’s strategy of taking cornerstone investment
stakes in each of its funds (20% in the case of this
Fund) aligns its interests with that of unitholders;
Experience / expertise of Manager considered solid
having launched this vehicle in 2005.

Weaknesses

A relatively short average lease to expiry of 4.3
years.

Vacancy on Springvale Road property (30%)
although this is offset through a 2 year rental
guarantee (expiring June 2009);

Loan to valuation ratio running at 65.5%;

Related party loan which totals $22.0 million and
carries a 2% establishment charge and is typically
2%+ above long and short term loan facility
established with NAB.

Opportunities

Please refer to terms relating to the provision of this research at the end of the document.

Future revaluation upside — although expected to
be limited given all except one of the nine
properties have been re-valued over past 12
months;
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e Development upside — residential potential on
Bagot Road site (Cardno BSD Centre — lease
expiry 2012) which is situated on the fringes of the
Subiaco residential market and across from Kings
Park, Homemaker City with childcare centre and
Champion Drive through Coles expansion.

Threat

e Planning issue uncertainty with relation to first floor
office space at Homemaker City property;

e Mount Street short lease duration 2.1 years and
intensive leasing requirement;

e Continued yield compression in the sector is
making it increasingly difficult to source investment
property opportunities;

e  While Zenith has confidence in Aspen management
and its ability to manage its strong growth trajectory
this will require careful attention;

e Ability of Manager to manage properties outside its
home state given 83% of its staff (largely head
office) is Perth based.

Applications of the Fund

The Aspen Diversified Fund is an actively managed, open
ended, unlisted managed fund. As the name suggests, it is a
diversified property portfolio both geographically and by
property sector. The Fund offers investors exposure to 9
properties located in Western Australian, NSW and Victoria
spread across the retail, office or industrial sectors.

While investors are spoilt for choice within the diversified
property sector, funds of this structure typically have broad
appeal given their diversification.

Manager Background

The Aspen Group is a Western Australian based property
investment and management group listed on the Australian
Stock Exchange (ASX code — APZ). Total income is derived
from both direct property investments (held on balance sheet
— total approx. $335 million) and income derived from funds
management (diversified fund, parks fund, living villages
funds & land subdivision syndicates).

As at 30 June 2007 9 properties sat on Aspen’s balance
sheet across the office, industrial and retail sectors. Zenith
would like to see a formal policy (outside the different
investment objectives) in place to determine whether an
opportunity sits within the Parent company or within an
Aspen fund. Currently this is not an issue with assets
between $5m - $30m in size sitting with the Diversified Fund
and assets beyond $30m typically sitting “on balance sheet”.

The Aspen Group commenced operation out of an ASX
listed shell company in February 2002. Co-founders Angelo
Del Borrello and Gavin Hawkins (whom have property,
accounting, investment banking and financial planning
backgrounds) remain involved with the Group as its CEO
and CFO respectively (each with an approximate 2.2%
holding).

Funds under management have grown at an impressive
rate, up from $53 million in 2003 to approximately $1.2bn (as
at FY June 2007), and the Group’s market capitalisation now
stands at over $600 million.

The Manager has been running the Diversified Fund since
April 2005 from an initial seed portfolio of assets which
previously sat on Aspen’s balance sheet. In Zenith’s opinion

Highly Recommended
Recommended _
Approwved
Not Approwved _
Redeem _

Aspen is a dynamic property group with strong senior
investment personnel and well credentialed to manage a
fund of this orientation.

Manager Track Record

Aspen Parks Launched April 2004, $152 million, 18
parks, FY 05 returned 27.4%, FY 06
returned 13.8%, Aspen 20% stake
Land bank of 4,000+ lots, 10%-20%
Aspen stakes, includes Dunsborough
($40m), Whitsunday Shores ($5m),
Fernbay ($30m), Byford by the Scarp
($50m) & St Leonards ($25m)
Created through acquisition of
Caversham, ADF No.1 Fund (initial
assets $243m), Aspen 25% stake
Retirement village focused,
appointment CEO and will seek

Aspen Living

Aspen Developments

Aspen Communities

opportunities
Aspen Property Direct property fund focused, CIO
Securities appointed

The results to date from Aspen have been impressive
although the Group in a relative since is still in its infancy
with its longest standing fund (the Aspen Parks Property
Fund) having been established in June 2004. Furthermore
all of its subsequent offerings have occurred within the past
2 years.

Zenith expects strong growth to continue from Aspen’s funds
management division, given the 97% growth rate achieved
over FY end 05/ 06 to 06 /07. In particular continued strong
growth is expected in Aspen Living via its syndicates and in
Aspen Developments via funds. Some risks exist around the
ability of the Manager to sufficiently resource divisions of the
business in line with its rapid growth trajectory although
historically if this occurs through acquisition (i.e.
Caversham), the Manager has an excellent integration track
record (90%+ staff retention).

Investment Personnel \ Title
Angelo Del Borrello Executive Director
Managing Director
Executive Director
Chief Financial Officer
Head of Property
Associate Director
Development Manager —
Syndicates
Contractor
Development Manager -
Syndicates
Portfolio Manager —
(NSW, QLD, VIC)
Asset / Leasing Manager
- WA

Gavin Hawkins

Stuart Price
Brendan Acott

Michael MacDemott

Jamie Smith

Corey Johnson

Trent Logue Asset / Leasing Manager -

NSW

Nathan Butson Development Manager —

Parks (NSW)

Martin Cotterell Development Manager —

Parks (NSW, SA, QLD)

Bob Martin Development Manager —
Parks (VIC)
Chris Clifton Operations Manager —
Parks (WA)
Brett Thompson Financial Controller -
Parks
Lino Brolese CEO - Parks

Please refer to terms relating to the provision of this research at the end of the document.
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Investment Personnel

Total staff numbers through the Group stand at 35 (versus
23 in June 2006) and have been expanding at a rapid rate.
While this has been largely “one way traffic’ (hires) it has
experienced some departures at a senior level within the
organisation. Senior departures within recent years include
Stuart Martin (May 2006, previous Head of Property, went to
CFS Global Property to work with John Snowden), Phil
Barker (July 2006, went to Blackrock, but now back working
as consultant) and Andrew Martin (Non-executive director,
went to Valad). Zenith is comfortable that the executive
departures have been adequately filled with the
appointments of Stuart Price, Jamie Smith and Rob
Morrison, each of whom has solid depth of experience and
expertise.

The pace and extent of growth within Aspen will be an
ongoing issue for management if it is to successfully
maintain a high standard of personnel. In particularly its
ability to retain staff through any acquisitions will be of critical
importance (i.e. recently acquired Caversham Property
Developments - $233m, 18 development properties).

The majority of the Group’s employees are Perth based
although Aspen is growing its presence in the Eastern
states.

Involved within the Diversified Fund operation on a
dedicated basis are three individuals (see personnel table).
Investment personnel within the Group is regarded as solid
although Zenith would prefer to see some additional
resourcing dedicated to this vehicle.

The Fund

The Fund opened in April 2005 and its first full financial year
of operation posted an impressive 13.68% return. This
comprised of the Fund’s targeted 8.75% yield and capital
growth through NTA price appreciation of a further 4.93%.

In its second financial year of operation the Fund maintained
its 8.75% distribution return (paid monthly) and produced
solid growth in NTA.

The Fund seeks to achieve a double digit return per annum
through income and capital growth although in Zenith’'s
opinion growth is expected to be more subdued than in
previous years given a number of recent revaluations.

One of the principle objectives of the Aspen Diversified
Property Fund is to manage and expand a portfolio of park
properties to approximately $250 million over a seven year
period from its inception in June 2005.

Structure
Manager and Responsible Entity to the Fund is Aspen Funds

Management, which is a wholly owned entity of Aspen
Group.

As parent of the Responsible Entity, the Aspen Group is
committed to holding an approximate 20.0% cornerstone
investment in the Fund. Zenith is supportive of this co-
investment structure as it aligns the interests of the parent
entity and unitholders of this Fund.

A redemption facility is available on the Fund, as apposed to
the previous liquidity facility which was being provided by the
Aspen Group. With the Aspen Group now at the upper limit
of its desired long term target holding in the Fund it could not
long assured the previously provided facility.

Monthly redemptions up to 0.5% of net assets (an approx. 2
% times increase) are available. While it is envisaged this
would be maintained through normal liquidity, the Manager
has a 365 day time period for the payment of redemptions
within its constitution, which provides it with sufficient time in
accordance with the direct property assets it holds. If the
monthly redemption limit is breached a proportional
redemption will be held over to the next month.

The liquidity facility remains relatively small, even after the
changes, and as such Zenith believes it is important that
investors treat this as an illiquid, long term investment.
Furthermore investors need to be mindful that any
redemption is processed at a 5.0% discount to application
price.

Please refer to terms relating to the provision of this research at the end of the document.
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