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BDO Corporate Finance (WA) Pty Ltd ABN 27 124 031 045 (‘we’ or ‘us’ or ‘ours’ as appropriate) has been engaged by
Mustera Property Group Limited (‘Mustera‘) to provide an independent expert’s report on the proposal to contract to
sell 22 of its Victoria Quarter apartments to a related party (Spectra (WA) Pty Ltd). You are being provided with a
copy of our report because you are a shareholder of Mustera and this Financial Services Guide (‘FSG’) is included in
the event you are also classified under the Corporations Act 2001 (‘the Act)’ as a retail client.
Our report and this FSG accompanies the Explanatory Memorandum and Notice of Meeting required to be provided to
you by Mustera Property Group Limited to assist you in deciding on whether or not to approve the proposal.
Financial Services Guide
This FSG is designed to help retail clients make a decision as to their use of our general financial product advice and
to ensure that we comply with our obligations as a financial services licensee.
This FSG includes information about:






Who we are and how we can be contacted;
The services we are authorised to provide under our Australian Financial Services Licence No. 316158;
Remuneration that we and/or our staff and any associates receive in connection with the general financial
product advice;
Any relevant associations or relationships we have; and
Our internal and external complaints handling procedures and how you may access them.

Information about us
We are a member firm of the BDO network in Australia, a national association of separate entities (each of which has
appointed BDO (Australia) Limited ACN 050 110 275 to represent it in BDO International). The financial product advice
in our report is provided by BDO Corporate Finance (WA) Pty Ltd and not by BDO or its related entities. BDO and its
related entities provide professional services primarily in the areas of audit, tax, consulting, mergers and acquisition,
and financial advisory services.
We and BDO (and its related entities) might from time to time provide professional services to financial product
issuers in the ordinary course of business and the directors of BDO Corporate Finance (WA) Pty Ltd may receive a share
in the profits of related entities that provide these services.
Financial services we are licensed to provide
We hold an Australian Financial Services Licence that authorises us to provide general financial product advice for
securities to retail and wholesale clients, and deal in securities for wholesale clients. The authorisation relevant to
this report is general financial product advice.
When we provide this financial service we are engaged to provide an expert report in connection with the financial
product of another person. Our reports explain who has engaged us and the nature of the report we have been
engaged to provide. When we provide the authorised services we are not acting for you.
General Financial Product Advice
We only provide general financial product advice, not personal financial product advice. Our report does not take into
account your personal objectives, financial situation or needs. You should consider the appropriateness of this general
advice having regard to your own objectives, financial situation and needs before you act on the advice. If you have
any questions, or don’t fully understand our report you should seek professional financial advice.

Fees, commissions and other benefits that we may receive
We charge fees for providing reports, including this report. These fees are negotiated and agreed with the person who
engages us to provide the report. Fees are agreed on an hourly basis or as a fixed amount depending on the terms of
the agreement. The fee payable to BDO Corporate Finance (WA) Pty Ltd for this engagement is approximately
$22,000.
Except for the fees referred to above, neither BDO, nor any of its directors, employees or related entities, receive any
pecuniary benefit or other benefit, directly or indirectly, for or in connection with the provision of the report and our
directors do not hold any shares in Mustera Property Group Limited.
Other Assignments –
BDO Audit and Assurance (WA) Pty Ltd is the appointed Auditor of Mustera Property Group Limited. We do not
consider that this impacts on our independence in accordance with the requirements of Regulatory Guide 112
‘Independence of Experts’. We have completed a conflict search of BDO affiliated organisations within Australia. This
conflict search incorporates all Partners, Directors and Managers of BDO affiliated organisations. We are not aware of
any circumstances that, in our view, would constitute a conflict of interest or would impair our ability to provide
objective assistance in this matter.
Remuneration or other benefits received by our employees
All our employees receive a salary. Our employees are eligible for bonuses based on overall productivity but not
directly in connection with any engagement for the provision of a report. We have received a fee from Mustera
Property Group Limited for our professional services in providing this report. That fee is not linked in any way with our
opinion as expressed in this report.
Referrals
We do not pay commissions or provide any other benefits to any person for referring customers to us in connection
with the reports that we are licensed to provide.
Complaints resolution
Internal complaints resolution process
As the holder of an Australian Financial Services Licence, we are required to have a system for handling complaints
from persons to whom we provide financial product advice. All complaints must be in writing addressed to The
Complaints Officer, BDO Corporate Finance (WA) Pty Ltd, PO Box 700 West Perth WA 6872.
When we receive a written complaint we will record the complaint, acknowledge receipt of the complaint within 15
days and investigate the issues raised. As soon as practical, and not more than 45 days after receiving the written
complaint, we will advise the complainant in writing of our determination.
Referral to External Dispute Resolution Scheme
A complainant not satisfied with the outcome of the above process, or our determination, has the right to refer the
matter to the Australian Financial Complaints Authority (‘AFCA’).
AFCA is an external dispute resolution scheme that deals with complaints from consumers in the financial system. It is
a not-for-profit company limited by guarantee and authorised by the responsible federal minister. AFCA was
established on 1 November 2018 to allow for the amalgamation of all Financial Ombudsman Service (‘FOS’) schemes
into one. AFCA will deal with complaints from consumers in the financial system by providing free, fair and
independent financial services complaint resolution. If an issue has not been resolved to your satisfaction you can
lodge a complaint with AFCA at any time.
Our AFCA Membership Number is 12561. Further details about AFCA are available on its website www.afca.org.au or
by contacting it directly via the details set out below.
Australian Financial Complaints Authority
GPO Box 3
Melbourne VIC 3001
AFCA Free call: 1800 931 678
Website:
www.afca.org.au
Email:
info@afca.org.au
You may contact us using the details set out on page 1 of
the accompanying report.
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21 May 2019
The Directors
Mustera Property Group Limited
15 McCabe Street
North Fremantle, WA 6159
Dear Directors

INDEPENDENT EXPERT’S REPORT
1.

Introduction

On 20 March 2019 the ASX suspended Mustera Property Group Limited (‘Mustera’ or ‘the Company’) under
Listing Rule 17.3 in relation to a related party transaction which Mustera had previously entered into. The
Company seeks shareholder approval for a number of transactions that occurred in the financial year
ended 30 June 2018. The transactions involved the sale of apartments at the Company’s Victoria Quarter
development in Midland to Spectra (WA) Pty Ltd (‘Spectra’) and Kingsfield Pty Ltd (‘Kingsfield’) entities
which are considered to be a related parties of the Company.

2.

Summary and Opinion
2.1

Requirement for the report

The directors of Mustera Property Group Limited have requested that BDO Corporate Finance (WA) Pty Ltd
(‘BDO’) prepare an independent expert’s report (‘our Report’) to express an opinion as to whether or not
a number of transactions with related parties are fair and reasonable to the non-associated shareholders
of Mustera Property Group Limited (‘Shareholders’). The transactions are:


The Spectra Transaction (‘Spectra Transaction’) that is comprised of contracts to sell 22 of its
Victoria Quarter apartments (‘Spectra Apartments’) to a related entity of the Company, Spectra.
Mustera director Benjamin Young held an indirect shareholding in Spectra representing 26.6% of
issued shares in the Company; and



The Kingsfield Transaction (‘Kingsfield Transaction’) that is comprised of contracts to sell two of
its Victoria Quarter apartments (‘Kingsfield Apartments’) to a related party Kingsfield Pty Ltd
(‘Kingsfield’). Mustera director Benjamin Young is a shareholder and director of Kingsfield.

In this report the Spectra Transaction and the Kingsfield Transaction are referred to together as the
Transactions.
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Our Report is prepared pursuant to ASX listing rule 10.1 and is to be included in the Explanatory
Memorandum for Mustera Property Group Limited in order to assist the Shareholders in their decision
whether to approve the Transactions.

2.2

Approach

Our Report has been prepared having regard to Australian Securities and Investments Commission (‘ASIC’)
Regulatory Guide 74 ‘Acquisitions Approved by Members’ (‘RG 74’), Regulatory Guide 111 ‘Content of
Expert’s Reports’ (‘RG 111’) and Regulatory Guide 112 ‘Independence of Experts’ (‘RG 112’).
In arriving at our opinion, we have assessed the terms of the Spectra Transaction and Kingsfield
Transaction as outlined in the body of this report. We have considered:


How the value of the assets being sold compares to the value of the consideration to be received for
the assets;



The likelihood of an alternative offer being made to Mustera;



Other factors which we consider to be relevant to the Shareholders in their assessment of the
Transactions; and



The position of Shareholders should the Transactions not be approved.

2.3

Opinion

We have considered the terms of the Spectra Transaction and Kingsfield Transaction as outlined in the
body of this report and have concluded that, in the absence of an alternate offer, both the Spectra
Transaction and Kingsfield Transaction are fair and reasonable to Shareholders.

2.4

Fairness

The Spectra Transaction
In section 11 we determined that the Spectra Transaction consideration compares to the value of the
Spectra Apartments, as detailed below.
Reference

Valuation ($)

Value of the Spectra Apartments

10.1

8,576,775

Total value of consideration

11.5

8,931,218

Source: BDO analysis

The above pricing indicates that, in the absence of any other relevant information, and an alternate offer,
the Spectra Transaction is fair for Shareholders.

The Kingsfield Transaction
In section 12 we determined that the Kingsfield Transaction consideration compares to the value of the
Kingsfield Apartments, as detailed below:
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Reference

Valuation ($)

Value of the Kingsfield Apartments

10.1

712,274

Total value of consideration

12.4

728,553

Source: BDO analysis

The above pricing indicates that, in the absence of any other relevant information, and an alternate offer,
the Kingsfield Transaction is fair for Shareholders.

2.5

Reasonableness

We have considered the analysis in sections 14 and15 of this report, in terms of both:


advantages and disadvantages of the Transactions; and



other considerations, including the position of Shareholders if the Transactions do not proceed and
the consequences of not approving either the Spectra Transaction or the Kingsfield Transaction.

The Spectra Transaction
In our opinion, the position of Shareholders if the Spectra Transaction is approved is more advantageous
than the position if the Spectra Transaction is not approved. Accordingly, in the absence of any other
relevant information and/or an alternate proposal we believe that the Spectra Transaction is reasonable
for Shareholders.
The respective advantages and disadvantages considered are summarised below:
ADVANTAGES AND DISADVANTAGES
Section

Advantages

Section

Disadvantages

14.3

The Spectra Transaction is fair to

14.4

Costs associated with provision of rental

shareholders
14.3

guarantees

The Spectra Transaction removes
apartment stock from the development

14.3

Approving the transaction ensures
compliance with ASX listing rule 10.1

The Kingsfield Transaction
In our opinion, the position of Shareholders if the Kingsfield Transaction is approved is more advantageous
than the position if the Kingsfield Transaction is not approved. Accordingly, in the absence of any other

7

relevant information and/or an alternate proposal we believe that the Kingsfield Transaction is reasonable
for Shareholders.
The respective advantages and disadvantages considered are summarised below:
ADVANTAGES AND DISADVANTAGES
Section

Advantages

Section

Disadvantages

15.3

The Kingsfield Transaction is fair to

15.4

Costs associated with provision of rental

shareholders
15.3

guarantees

The transaction removes apartment stock
from the development
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3.

Scope of the Report
3.1

Purpose of the Report

ASX Listing Rule 10.1 requires that a listed entity must obtain shareholders’ approval before it acquires or
disposes of a substantial asset, when the consideration to be paid for the asset or the value of the asset
being disposed constitutes more than 5% of the equity interest of that entity at the date of the latest
published accounts. Based on the audited accounts as at 30 June 2018, the value of the consideration
received for the Spectra Apartments exceeds the 5% equity interest threshold for disposed assets and
therefore represents a substantial equity interest of Mustera.
Listing Rule 10.1 applies where the vendor or acquirer of the relevant assets is a related party of the
listed entity.
During the time the Spectra Transaction was entered into, one of the Company’s Directors, Mr Benjamin
Young, held an indirect shareholding interest in Spectra via two of Spectra’s shareholders. The indirect
interest of Mr Young represented approximately 26.6% of the total issued shares of Spectra.
Listing Rule 10.10.2 requires the Notice of Meeting for shareholders’ approval to be accompanied by a
report by an independent expert expressing their opinion as to whether the transaction is fair and
reasonable to the shareholders whose votes are not to be disregarded.
Accordingly, an independent experts’ report is required for the transactions. The report should provide an
opinion by the expert stating whether or not the terms and conditions in relation thereto are fair and
reasonable to non-associated shareholders of Mustera Property Group Limited.
In the case of the resolution in question, ASX has requested that the Company obtain shareholder approval
of the Transactions. Should shareholder approval not be obtained, the Company must arrange for the
Transactions to be cancelled.

3.2

Regulatory guidance

RG 111.57 states that a proposed related party transaction is ‘fair’ if the value of the financial benefit to
be provided by the entity to the related party is equal to or less than the value of the consideration being
provided to the entity.
In the case of Mustera, the Spectra and the Kingsfield Apartments are the subject of the Transactions.
This comparison should be made assuming a knowledgeable and willing, but not anxious, buyer and a
knowledgeable and willing, but not anxious, seller acting at arm’s length.
RG 111.11 states that when considering the value of the securities subject of the offer in a control
transaction the expert should consider this value inclusive of a control premium. However, as stated in
Section 4 we do not consider that the Transactions are control transactions. As such, we have not included
a premium for control when considering the value of the Spectra and Kingsfield Apartments sold by
Mustera.
Further to this, RG 111 states that a transaction is reasonable if it is fair. It might also be reasonable if
despite being ‘not fair’ the expert believes that there are sufficient reasons for security holders to accept
the offer in the absence of any alternate options.
Having regard to the above, BDO has completed this comparison in two parts:
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A comparison between value of the financial benefit to be provided to Spectra arising from the
Transaction and the proposed value of the Transaction consideration provided to Mustera (fairness –
see Section 12 ‘Is the Transaction Fair?’); and



An investigation into other significant factors to which Shareholders might give consideration, prior to
approving the resolution, after reference to the value derived above (reasonableness – see Section 14
‘Is the Transaction Reasonable?’).

RG 111 states that a transaction is reasonable if it is fair. It might also be reasonable if despite being ‘not
fair’ the expert believes that there are sufficient reasons for security holders to accept the offer in the
absence of any higher bid.
Having regard to the above, BDO has completed this comparison for each transaction in two parts:


A comparison between the value of the Spectra Apartments being sold and the value of the
consideration received and a comparison between the value of the Kingsfield Apartments being sold
and the value of the consideration received (fairness – see Section 13 ‘Are the Transactions Fair?’);
and



An investigation into other significant factors to which Shareholders might give consideration, prior to
approving the resolution, after reference to the value derived above (reasonableness – see Section 14
‘Are the Transactions Reasonable?’).

RG 111 suggests that the main purpose of an independent expert’s report is to adequately deal with the
concerns that could reasonably be anticipated of those persons affected by the transaction.
Having regard to RG 111, we have completed our Report as follows:


An investigation into the advantages and disadvantages of the Transactions (Sections 14.3 and 14.4);



An analysis of any other issues that could be reasonably anticipated to concern Shareholders as a
result of the Transactions.

This assignment is a Valuation Engagement as defined by Accounting Professional & Ethical Standards
Board professional standard APES 225 ‘Valuation Services’ (‘APES 225’).
A Valuation Engagement is defined by APES 225 as follows:
‘an Engagement or Assignment to perform a Valuation and provide a Valuation Report where the Valuer
is free to employ the Valuation Approaches, Valuation Methods, and Valuation Procedures that a
reasonable and informed third party would perform taking into consideration all the specific facts and
circumstances of the Engagement or Assignment available to the Valuer at that time.’
This Valuation Engagement has been undertaken in accordance with the requirements set out in APES 225.
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4.

Outline of the Transactions
4.1

The Spectra Transaction

During the year ended 30 June 2018, the Company’s wholly owned subsidiary, Sterlink Development Pty
Ltd (‘Sterlink’), entered into contracts to sell 22 apartments in the Victoria Quarter development located
in Midland, Western Australia, to Spectra (‘Spectra Apartments’). As part of the negotiated transaction,
Sterlink agreed to pay Spectra a fee equal to the prevailing fees for engaged selling agents. The sales
occurred in three separate transactions throughout the year as follows:
Contract date
17 October 2017
5 April 2018
14 May 2018
Total

Settlement date
2 January 2018
7 June 2018
29 June 2018

Number of
apartments
1
17
4
22

Transaction value
(including GST) ($)
389,000
7,080,300
1,817,000
9,286,300

Fees/ rebates paid
($)
9,725
177,008
45,425
232,158

As part of the Spectra Transaction, the Company provided vendor finance facilities to Spectra and entered
into two loans of $4,056,180 and $1,090,200 respectively. The loans were provided to Spectra to finance
the acquisition of 20 of the total acquired apartments. The loan terms included:
-

Regular principal repayments and monthly interest repayments of 4.9% per annum;

-

Maximum loan to value ratio (‘LVR’) of 60% for the total loan duration; and

-

Loans are secured by a first registered mortgage over the apartments.

Sale contracts for six of the apartments included 24-month rental guarantees. These guarantees
established a minimum annual return on investment to Spectra based on the selling price of the
apartments. In the event that earned rental income falls below the guaranteed amount monthly shortfall
payments are made to Spectra. Entitlement to the rental guarantees require that Spectra be party to a
valid property management agreement and other conditions, which are discussed in section 10.3.

4.2

The Kingsfield Transaction

During the year ended 30 June 2018, Sterlink entered into contracts to sell two apartments in its Victoria
Quarter development to Kingsfield (‘Kingsfield Apartments’). As part of the negotiated transaction,
Sterlink agreed to pay Kingsfield a rebate equal to $9,747.50 for each of the properties, no agent fees
were payable. The sales occurred as follows:
Contract date
15 August 2017
15 August 2017
Total

Settlement date
13 October 2017
20 October 2017

Number of
apartments
1
1
2

Transaction value
(including GST) ($)
389,900
389,900
778,900

Fees/ rebates paid
($)
9,748
9,748
19,495
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5.

Profile of Mustera Property Group Limited
5.1

History

Mustera is a Real Estate Investment and Development company listed on the Australian Securities
Exchange (‘ASX’). Mustera provides a real estate development platform for domestic, quality residential,
commercial, industrial and mixed-use projects. Mustera acquires, invests in, develops, and sells
residential, commercial, industrial, and mixed-use projects. The Company was incorporated in 2010 and is
based in North Fremantle.
Mustera’s current operations relate to the following property developments,


10 – 14 Forbes Road and 40 A, B, C Kishorn Road, Applecross WA: Mustera purchased the
property in Q3 2017 and has progressed schematic design works at the property, a development
application submitted in November 2018 was rejected 7 March 2019. However, Mustera is
considering progressing follow-up application procedures and mediation through the State
Administrative approval process.



Grace Quarter, Lot 801 Helena Street, Midland WA: Mustera has development approval for 67
apartments and two restaurant tenancies. Mustera is conducting due diligence on alternative
development themes for the development.



75 Haig Park Circle, East Perth WA: Currently leased for an open-air carpark, Mustera intends to
develop the property subject to the required development and planning approvals. Last reporting
period, the City of Perth Council voted in favour of new design guidelines which will introduce
development standards for the property.



15 McCabe Street, North Fremantle WA: A property which comprises of an office and warehouse,
Mustera is conducting preliminary due diligence for development with the intention of applying for
a structure plan approval later this year. The property has been leased in the interim.



82 Belmont Avenue, Rivervale WA: Mustera entered into a conditional sale contract for the
property which comprises of office and warehouse space, the transaction was expected to settle
in March 2019, subject to sale conditions being met.
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6.

Profile of Victoria Quarter Apartments
6.1

History

The Victoria Quarter development was completed in late 2016, it comprises of 70 residential apartments
over four levels, inclusive of ground floor commercial units with a common basement. Victoria Quarter is
located near the corner of Helena Street and Foundry Road, within 500m of Midland’s city centre. The
development is situated within the Midland Railway Workshops precinct, which is being rejuvenated as
part of the Western Australian Government’s urban renewal initiative, led by the Metropolitan
Redevelopment Authority (‘MRA’).
As at 10 April 2019, 65 of the 70 residential apartments had been sold, which includes those subject to
shareholder approval, for a gross consideration of $25.7 million. Five apartments remain unsold.
During the year ended 30 June 2018, Mustera entered into contracts for sale with Spectra to sell 22
apartments via its wholly owned subsidiary, Sterlink.
During the same period, Mustera entered into contracts for sale with Kingsfield to sell two apartments via
its wholly owned subsidiary, Sterlink.
As part of the sale process, rental guarantees were granted to 10 of the residential apartments, six of
which were sold to Spectra, two of which were granted to Kingsfield. The details of these guarantees are
discussed in detail in section 10.3.
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7.

Economic analysis
7.1

Australia

Domestic growth
The Australian economy grew slightly above trend in 2018 despite slow GDP growth in recent quarters. In
Australia, long-term bond yields are at historically low levels and short-term bank funding costs have
declined further. The Reserve Bank of Australia (‘RBA’) is expecting GDP growth to be 2.75% in 2019 and
2020 as mining production stabilises. Business investment conditions remain positive. Non-residential
building and private infrastructure projects led growth in non-mining business investment, with the
pipeline of work yet to be done above recent year averages. Forecast GDP growth in 2019 is supported by
rising business investment and higher levels of public infrastructure spending.
Similar to trends exhibited globally, downside risks have increased. Growth in international trade has
declined and investment intentions have softened in a number of countries. The main domestic
uncertainty continues to be the outlook for household consumption, which is being affected by a
protracted period of low income growth and declining housing prices. Some pick-up in growth in household
disposable income is expected and this should support consumption.
The adjustment in developed housing markets is continuing, after the previous rally in house prices in some
capital cities. Conditions remain soft and low rent inflation persists. Lending conditions for some borrowers
have slowed over the past year or so. Concurrently, demand for credit by investors in the property market
has dissipated as factors within the housing market have changed. Growth in credit extended to owneroccupiers has eased over the past year. Mortgage rates remain low and there is significant competition for
high credit quality borrowers.
Unemployment
Conditions in the Australian labour market have continued to improve, with the unemployment rate
broadly steady at 5% and is forecast to remain at this level over the next 12 months. Total employment
increased by a further 80,000 in the December quarter to be 2.25% higher year-over-year. Wage growth
has picked up slightly, but remains low. While low wage growth is expected to continue, a stronger
domestic economy should see a gradual lift in wage growth overtime.
Inflation
Domestic inflation data for the March quarter were noticeably lower than forecast and suggest subdued
inflationary pressures across much of the economy. Underlying inflation is forecast to increase over the
next two years but only gradually. In headline terms, inflation is expected to be around 2% this year, with
underlying inflation expected to reach 2% by 2020.
Currency movements
On a trade-weighted basis, the Australian dollar has depreciated marginally in recent months, but remains
within the narrow range that it has been trading recently. Australian market interest rates have narrowed
the gap on major economies’ market interest rates since the end of 2018. This has tended to offset
exchange rate appreciation stemming from higher commodity prices.
Source: www.rba.gov.au Statement by Philip Lowe, Governor: Monetary Policy Decision 7 May 2019, Statement on Monetary Policy –
May 2019
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7.2

Global outlook

Global Growth Outlook
While conditions in the global economy remain positive, the outlook has become more uncertain.
However, global financial conditions remain accommodative. Long-term bond yields are low, consistent
with the subdued outlook for inflation, and equity markets have rallied from their falls in late 2018.
This volatility is partly due to the difficulty predicting how global trade policies will evolve, particularly
between China and the US. Trade tensions between China and the US remain high and this contributed to
the sharp decline in exports between the two countries in late-2018.
China’s GDP growth is expected to moderate in 2019 due to tightening financial conditions. Recently
targeted fiscal and monetary policies have partially offset any negative effects arising from trade
tensions. However, growing trade tensions have led to considerable uncertainty around future growth in
China and countries with strong trade links to China.
Financial market conditions in most advanced economies tightened in late-2018. This followed a lengthy
period of accommodative market conditions. The tightening of conditions resulted in: rising corporate
funding costs, easing of new debt issuances, lower equity prices and rises in volatility in financial markets.
These risks have since been partially reversed, and it is worth noting that risk premiums remain
historically low. Long term government bond yields have also declined in recent months, due to the
scaling back of expectations over the frequency of central bank interest rate increases as well as a decline
in inflation expectations. Monetary policy settings are expected to remain little unchanged globally for
some time.
Emerging market currencies have somewhat appreciated in recent months, along with increases in equity
prices. Despite these positive indications, some risks remain in emerging markets, specifically in East Asia,
where growth has eased over the past year due to softer external demand. GDP growth in emerging Asian
economies is just below 5%.
Core inflation in advanced economies including the USA, Canada, Norway, Sweden and the UK is around
central banks’ targets. In other advanced economies however, inflation remains noticeably below target.
Headline inflation is subdued, and is expected to decline further due to falling oil prices.
Although GDP growth rates are expected to ease in a number of advanced economies, ongoing capacity
constraints are likely to put upward pressure on inflation. Once oil prices return to stable levels, inflation
is expected to rebound slightly in European and Japan, whilst remaining close to target in the US.
Source: www.rba.gov.au Statement by Philip Lowe, Governor: Monetary Policy Decision 7 May 2019, Statement on Monetary Policy –
May 2019
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8.

Industry analysis
8.1

Western Australia Property Market

The Western Australian Property market is closely linked to the local economy, which grew by 1.9 per cent
during the 2017-18 financial year after recording a decline 1.8 per cent during 2016-17. Strong exports of
commodities, supported by a temporary boost in business investment, primarily drove this improvement.
There is still strong international demand for iron ore and LNG, as these are WA’s primary export
commodities they continue to generate strong export income for the state which helps to offset weakness
in the domestic economy. With respect to the labour market, the total number of employed Western Aus
tralian’s rose to 1.34 million, the highest in our state’s history. However, unemployment remains the
highest since January 2002 at 6.8%, well above the national unemployment rate of 5.0%.
Population growth is a fundamental driver of demand for housing. The state’s population is currently
growing at just 0.8% per annum, substantially lower than the 3.0% growth rates experienced during the
mining boom a decade ago. As the local economy and labour market slowly improves, there is less
incentive for people to move away from the state which should support population growth. Conditions
across the residential property market remain weak with sale transactions low. House prices are
unchanged year over year, with data showing the Perth median house price for the year end 2018 has held
at $510,000. Oversupply, coupled with an environment generating very limited demand for residential
property, has countered any upward pressures on price. Low population growth and circumspect consumer
sentiment are constraining owner-occupier demand. More broadly, tighter access to housing finance which
has been attributed to the fallout of the royal commission has further impacted interest from both owneroccupiers and investors.
In the rental market, the first signs of a recovery are evident with house rents rising to $360 per week
during 2018. The supply of listings has declined by 27% and the vacancy rate plummeted to 2.8%. Notably,
there has been material decreases in vacancy rate which has fallen below its 10-year average. This
improvement in the vacancy rate can be attributed to a reduced level of new housing stock entering the
rental market which has enabled existing supply to be absorbed. However, as the improvement in the
Perth rental market is being driven by a shift in supply (rather than by demand as population and capacity
levels remain weak), the expectation that these improvements will have a positive impact on price (or
demand) in the residential sales market is low.
With population growth expected to remain weak and lending standards restricting home loans, property
transaction volumes are expected to remain low in 2019. The supply of new housing in the market should
slow, although new supply is still likely to continue to exceed population growth. The falling vacancy rate
and stable prices in the rental market indicate new supply is being absorbed in this sector without
disruption. Lower levels of rental stock are expected to increase competition amongst tenants and put
pressure on rents, likely causing them to rise in 2019.
Recent declines in house prices, tighter lending standards and weakened consumer demand and
population growth, all point toward diminishing growth in housing supply in the medium term. Although a
healthy vacancy rate and some stability in the rental market indicate the early stages of a recovery, the
extent of this recovery on overall demand for housing is not forecast to have a meaningful impact. High
unemployment and mixed consumer sentiment will continue to temper demand, with below trend
population growth unlikely to stimulate material change in demand growth.
Source: www.reiwa.com.au Market Update: December Quarter 2018, Statement on Monetary Policy – February 2019
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9.

Valuation approach adopted

There are a number of methodologies which can be used to value a business or a transaction. The
principal methodologies which can be used are as follows:


Quoted market price basis (‘QMP’)



Net asset value (‘NAV’)



Market based assessment

A summary of each of these methodologies is outlined in Appendix 2.
Different methodologies are appropriate in valuing particular companies, based on the individual
circumstances of that company and available information. In our assessment of the value of the
transactions conducted by Mustera we have chosen to employ a Market Based Assessment as our chosen
methodology.
We have chosen this methodology for the following reasons:


Comparable transaction data for the other apartment sales within the development is available and a
highly relevant indicator of the remaining apartment values. Therefore, a market based assessment is
reflective of the value of the Apartments at the time the Transactions took place.



QMP valuation, which references tradeable public securities prices, has little relevance in determining
the value of the apartments sold by Mustera



NAV methodology relies, in part, on transaction and sale information which is encompassed in the
market based assessment methodology.

We have selected a market based assessment as the primary and only methodology for the apartments as:


The third party apartment sales within the Victoria Quarter development are at arm’s length,
between willing buyers and sellers and are a relevant determinant of value; and



Apartments values vary amongst developments due to varying factors, such as age, location, size
and therefore, are not directly comparable.
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10. Valuation of Victoria Quarter Apartments
In the following sections, we calculate the value of the individual components for each Transaction in
order to determine the total net value of each. These components are:


The net proceeds received;



Agent fees and rebates paid;



Rental guarantees provided; and



Vendor finance facilities (for the Spectra Transaction only).

10.1

Market based assessment of the Victoria Quarter apartment values

We determined the value of the Victoria Quarter apartments using a market based assessment to
determine the appropriate value. We did so as follows.
Firstly, we reviewed sales and transaction data for all of the apartments within Victoria Quarter. All the
apartments were sold within an 18-month period, with a six-month gap between the last third party sale
and the Spectra Transactions. We contemplated the impact the duration between sales may have on the
value of the apartments, however, broader market data indicate a decline of approximately 0.5% in the
median unit sale price for the period. Therefore, we determined there to be no material impact from the
timing to our valuation.
In total; 65 apartments were sold, 22 of which were sold to Spectra, three to Kingsfield, and five remain
unsold. These sales are tabled below:
Apartment type
Total net value ($)

Number of apartments

Net proceeds per
Apartment ($)

1x1

4,133,330

13

317,948

2x1

6,415,093

17

377,358

2x2

14,634,179

35

418,119

Total

25,182,602

65

Source: BDO analysis

We then excluded the apartment sales to Spectra and Kingsfield, in order to determine the average net
proceeds received per apartment sold by Mustera in the open market. From this information (tabled
below), we calculated the average net proceeds received per apartment type:
Apartment type
Total net value ($)

Number of apartments

Net proceeds per
Apartment ($)

1x1

3,821,330

12

318,444

2x1

2,492,960

7

356,137

2x2

9,053,864

22

411,539

Total

15,368,155

41

Source: BDO analysis
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Assessment of the Spectra Apartment values
Once we determined the average net proceeds received per apartment sold to third parties, we then
multiplied this by the number of apartments sold to Spectra, for each apartment type, to determine the
total net value of the apartments sold to Spectra. The total sum being the equivalent net value that
Mustera would expect to receive had it sold these apartments on the open market in an orderly manner.
The results of the valuations performed are summarised as follows:
Apartment type

Net proceeds per
Apartment($)

1x1

318,444

1

318,444

2x1

356,137

8

2,849,097

2x2

411,539

13

5,350,011

22

8,517,552

Total

Number of apartments

Total net value ($)

Source: BDO analysis

On the basis of the above calculations, Mustera would expect to receive $8.5 million had it sold the
Spectra Apartments on equivalent terms to the apartments it sold on the open market.
The net proceeds that Mustera received from the sale of the Spectra Apartments are tabled below:

Apartment type

Net proceeds per
Apartment
($)

1x1

312,000

1

312,000

2x1

395,228

8

3,161,828

2x2

429,255

13

5,580,315

22

9,054,143

Total

Number of apartments

Total net proceeds
($)

Source: BDO analysis

Assessment of the Kingsfield Apartment values
Using the above average net proceeds received per apartment sold to third parties, we then multiplied
this by the number of apartments sold to Kingsfield, for each apartment type, to determine the total net
value of the apartments sold to Kingsfield. The total sum being the equivalent net value that Mustera
would expect to receive had it sold these apartments on the open market in an orderly manner.

Apartment type

Net proceeds per
Apartment($)

Number of apartments

Total net value ($)

1x1

318,444

-

-

2x1

356,137

2

712,274
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Apartment type

Net proceeds per
Apartment($)

2x2

411,539

Number of apartments

Total

Total net value ($)

-

-

2

712,274

Source: BDO analysis

On the basis of the above calculations, Mustera would expect to receive $712,274 had it sold the
Kingsfield Apartments on equivalent terms on the apartments it sold to the open market.
The net proceeds that Mustera received from the sale of the Kingsfield Apartments are tabled below:

Apartment type

Net proceeds per
Apartment
($)

1x1

-

-

-

2x1

380,153

2

760,305

2x2

-

-

-

Number of apartments

Total

Total net proceeds
($)

760,305

Source: BDO analysis

10.2

Assessment of agent fees and rebates

In contemplating the total net value for the apartments, we also reviewed associated selling costs and
commissions paid as part of the normal sale process. Sales agents for the apartments include Time-Conti
Sheffield Real Estate, Zsa Zsa Property, and Burgess Rawson Real Estate with agent fees and commissions
payable.
Although the net proceeds of the sale incorporate these costs, we assessed the agent fees separately to
the net proceeds as the total fees owing for the Spectra Transaction are payable to Spectra, not third
party agents.
Following the same calculations as set out in section 10.1, first we reviewed sales and transaction data for
all of the apartments within Victoria Quarter and tabled the average agent fees as per below:
Apartment type

Gross sales ($)

Total agent fee ($) Number of apartments Average agent fee (%)

1x1

4,213,900

80,570

13

1.91%

2x1

6,576,800

162,608

17

2.47%

2x2

14,949,200

304,396

35

2.10%

Total

25,739,900

557,298

65

Source: BDO analysis
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We then excluded the apartment sales to Spectra and Kingsfield, in order to determine the average agent
fee paid per apartment sold by Mustera in the open market. From this information (tabled below) we
calculated the average agent fee paid per apartment type:
Apartment type

Gross sales ($)

Total agent fees ($) Number of apartments Average agent fee (%)

1x1

3,893,900

72,570

12

1.86%

2x1

2,555,000

62,040

7

2.43%

2x2

9,224,900

171,036

22

1.85%

Total

15,673,800

305,645

41

Source: BDO analysis

Assessment of the agent fees paid for the Spectra Apartments
Once we determined the average agent fee paid per apartment sold to third parties, we then multiplied
this by the number of apartments sold to Spectra, for each apartment type, to determine the total agent
fees paid for the apartments sold to Spectra. The total sum being the equivalent agent fee that Mustera
would expect to pay had it sold these apartments on the open market in an orderly manner.
The sum of the agent fees paid had the Spectra apartments been sold in the open market is summarised as
follows:
Apartment type

Average agent fee (%) Number of apartments

Gross sales ($)

Total agent fees ($)

1x1

1.86%

1

320,000

5,964

2x1

2.43%

8

3,242,900

78,743

2x2

1.85%

13

5,723,400

106,116

22

9,286,300

190,823

Total
Source: BDO analysis

We determine from the above calculations that Mustera would expect to pay total agent fees of $190,823
had it sold the Spectra Apartments on equivalent terms in the open market.
Assessment of the agent fees paid for the Kingsfield Apartments
Apartment type

Average agent fee (%) Number of apartments

Gross sales ($)

Total agent fees ($)

1x1

1.86%

-

-

-

2x1

2.43%

2

779,800

18,935

2x2

1.85%

-

-

-

2

779,800

18,935

Total
Source: BDO analysis
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We determine from the above calculations that Mustera would expect to pay total agent fees of $18,935
had it sold the Kingsfield Apartments on equivalent terms in the open market.

10.3

Assessment of rental guarantees

Rental guarantees are generally offered as an incentive to prospective purchasers to buy a property. They
establish a minimum annual return on investment to the purchaser, and are calculated as a rental yield
which is based on the selling price of the apartments. In the event that earned rental income falls below
the guaranteed amount monthly shortfall payments are made to the purchaser by the developer. As rental
guarantees are offered as an inducement to investors to purchase a property, they are commonly offered
at above market rental rates by developers.
Mustera provided rental guarantees for 12 properties within Victoria Quarter, of these guarantees, two
were provided for commercial properties (which have been excluded from our analysis), 10 for residential
apartments, six of which are owned by Spectra, and two by Kingsfield. We have tabled below the key
terms of each rental guarantee that Mustera entered into with purchasers of residential apartments.
The rental guarantees comprise of two components, the first being a rental guarantee equivalent to a
rental yield of 7%, the second component relating to holding costs which comprise of Strata, council rates,
land tax and other services. The 7% rental guarantees are calculated as follows:

Purchaser
Spectra
Spectra
Spectra
Spectra
Spectra
Spectra
Kingsfield
Kingsfield

Start date
(settlement
date)
29/06/2018
29/06/2018
29/06/2018
29/06/2018
07/06/2018
02/01/2018
20/10/2017
13/10/2017

Acquisition price
($)
419,000
464,000
459,000
475,000
320,000
389,000
389,900
389,900

Rental
Guarantee
(%)
7.0%
7.0%
7.0%
7.0%
7.0%
7.0%
7.0%
7.0%

Term
(months)
24
24
24
24
24
24
24
24

Rent per
year ($)
29,330
32,480
32,130
33,250
22,400
27,230
27,288
27,288

Guarantee
for term ($)
58,660
64,960
64,260
66,500
44,800
54,460
54,586
54,586

Source: BDO analysis

The holding cost components are estimated as per below:

Purchaser
Spectra

Strata Costs
per year ($)
4,550

Council Rates
per year ($)
2,396

Land Tax
per year ($)
1,100

Services per
year ($)
1,050

Management
Costs per
year ($)
2,496

Holding Costs
for the term
($)
11,592

Spectra

3,810

2,114

900

864

2,184

9,872

Spectra
Spectra

4,904
5,433

2,255
2,607

900
1,100

1,131
1,253

2,340
2,652

11,530
13,045

Spectra

5,398

2,607

1,100

1,283

2,652

13,040

Spectra

5,398

2,607

1,100

1,239

2,652

12,996

Subtotal
Kingsfield

29,494
4,904

14,585
2,255

6,200
900

6,820
1,053

14,976
2,340

72,076
11,452

Kingsfield

4,904

2,255

900

1,053

2,340

11,452

Subtotal

9,808

4,510

1,800

2,105

4,680

22,903

Source: BDO analysis
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We observe that all the rental guarantees for the Spectra Apartments and Kingsfield Apartments are on
identical terms of 24 months, and are provided with a guarantee for an equivalent rental yield of 7% of
the apartment acquisition price.
In addition to the terms stated above, to be entitled to the rental guarantee, the buyer must:
-

At all times be a party to a valid property management agreement in connection with the
property with an independent and properly qualified real estate agency;

-

Make the property available for lease on such terms and conditions that are reasonable and
proper;

-

Not unreasonably refuse to enter into one or more leases with tenants sourced by the Buyer’s
managing agent; and

-

The Seller reserves the right to assist the buyer in sourcing tenants and determining the rent
during the period.

In assessing the value of the rental guarantee, we have relied upon the gross rental yield as a proxy in the
absence of reliable, standardised rental guarantee data. We believe the gross rental yield is appropriate,
as the purpose of the rental guarantee is to provide assurance over the equivalent rental income expected
for the property. Our research and observation of market rental data indicates gross rental yields for
apartments in the suburb of Midland to be 5% as at the settlement date.
Although rental guarantees are commonly offered at above market rental yields as inducement to
purchasers, we have assessed the value of the total rental guarantees as compared to the open market
rental yield observed at the time of settlement for each transaction as follows:

Spectra
Open
Market

Rental
guarantee
7.0%

Total sales
price of
apartments
2,526,000

Term
(months)
24

Value of rental
yield guarantee ($)
353,640

Value of
holding costs
($)
72,076

Total value of
guarantee ($)
425,716

5.0%

2,526,000

24

252,600

72,076

324,676

Source: BDO analysis, BDO market research

Kingsfield
Open
Market

Rental
guarantee
7.0%

Total sales
price of
apartments
779,800

Term
(months)
24

Value of rental
yield guarantee ($)
109,172

Value of
holding costs
($)
22,903

Total value of
guarantee ($)
132,075

5.0%

779,800

24

77,980

22,903

100,883

Source: BDO analysis, BDO market research

We have not made any adjustment for the holding costs as it is comprised of outgoings which do not differ
depending on who the owner is (strata costs, council rates, land tax, services, and management costs).

10.4

Assessment of vendor finance facility

As part of the sale for 20 of the Spectra Apartments, vendor finance facilities were negotiated between
Sterlink and Spectra. No vendor financing was negotiated for the Kingsfield Apartments. These
negotiations resulted in the provision of two loans subject to the below commercial terms. In addition to
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regular principal payments and monthly interest payments, the loans were secured by a first registered
mortgage over the apartments in question.

Loan value

Principal ($)
4,056,180

Interest rate (%)
4.90%

Loan-to-value ratio
60.0%

Loan value

1,080,200

4.90%

60.0%

Total

5,136,380

Source: BDO analysis

We observe that Mustera has strong conditions in place to protect its interests via secured first registered
mortgages over the Spectra apartments and a 60% loan-to-value ratio for the lifetime of the agreement. In
the event of default, Mustera is entitled to vacant possession of the mortgaged property which they may
subsequently sell, lowering the overall risk of the financing facility.
We have assessed the merits of the facility and have determined that the interest rate, and repayment
terms are commercial and competitive with residential market rates.
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11. Valuation of consideration for the Spectra Apartments
When contemplating the value of the consideration received by Mustera from Spectra in relation to the
sale of the Spectra Apartments, we considered the following elements in the context of the whole Spectra
Transaction:


Total net proceeds received by Mustera;



Agent fees and commissions received by Spectra;



Rental guarantee provided by Mustera to Spectra; and



Vendor finance facilities provided by Mustera to Spectra.

11.1

Consideration received for the Spectra Apartments

From our assessment of value discussed in section 10.1, we have tabled below the consideration received
for the Spectra Apartments as compared to the indicative net proceeds had Mustera sold the apartments
on the same terms as its open market sales:
Transaction

Reference

Total net proceeds ($)

Net proceeds received from Spectra

10.1

9,054,143

Indicative net proceeds (open market)

10.1

8,517,552

Source: BDO analysis

We calculate that the sale of the Spectra Apartments resulted in total net proceeds $546,316 greater than
if it had sold the apartments on the open market under equivalent terms.

11.2

Consideration paid for agent fees to Spectra

From our assessment of the fees discussed in section 10.2, we have tabled below the agent fees paid for
the Spectra Apartments as compared to the indicative net proceeds had Mustera sold the apartments on
the same terms as its open market sales:
Transaction

Reference

Total agent fees ($)

Fees paid to Spectra

10.2

232,158

Indicative agent fees (open market)

10.2

190,823

Source: BDO analysis

We calculate that the sale of the Spectra Apartments resulted in total agent fees paid that were $31,610
greater than if Mustera had transacted on the open market under equivalent terms.
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11.3

Consideration of value for rental guarantees provided to Spectra

From our assessment of the rental guarantees discussed in section 10.3, we have tabled below the
guarantees provided for the Spectra Apartments as compared to the market rental yields observed in the
open market:
Transaction

Reference

Value of rental guarantee ($)

Spectra

10.3

425,716

Open Market

10.3

324,676

Source: BDO analysis, BDO market research

We calculate that the guarantee provided for the Spectra Apartments to be $101,040 greater than if
Mustera had provided guarantees on terms equivalent to rental yields observed in the open market.
As the ultimate value of this guarantee is contingent on many factors, such as; prospective tenants, rental
income, and vacancy rates, we contemplated various methods to assess its total value. We determined
that a 100% provision for the total rental guarantee in excess of the market rate to be prudent when
determining its value to Spectra:

11.4

Transaction

Reference

Value of rental guarantee ($)

Excess rental guarantee (above market)

10.3

101,040

Consideration of value for vendor finance facility provided to Spectra

We note the terms of the vendor finance facility as discussed in section 10.4 and believe the terms are
commercial, and are satisfied the financing risk has been appropriately transferred to Spectra.

11.5

Total value of the consideration for the Spectra Apartments

In assessing the total value of the consideration from the Spectra Transaction, we have determined that
the total consideration received to be $344,718 greater than the calculated value of the Spectra
Apartments.

Consideration received

Reference
11.1

Amount
9,054,143

Agent fee adjustment

11.2

(31,610)

Rental guarantee adjustment

11.3

(101,040)

Total value of consideration
Value of the Spectra Apartments

8,921,493
10.1

8,576,775
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12. Valuation of consideration for the Kingsfield Apartments
When contemplating the value of the consideration received by Mustera from Kingsfield in relation to the
sale of the Kingsfield Apartments, we considered the following elements in the context of the whole
Kingsfield Transaction:


Total net proceeds received by Mustera;



Agent fees and rebates received by Kingsfield; and



The rental guarantees provided by Mustera to Kingsfield.

12.1

Consideration received for the Kingsfield Apartments

From our assessment of value discussed in section 10.1, we have tabled below the consideration received
for the Kingsfield Apartments as compared to the indicative net proceeds had Mustera sold the apartments
on the same terms as its open market sales:
Transaction

Reference

Total net proceeds ($)

Net proceeds received from Kingsfield

10.1

760,305

Indicative net proceeds (open market)

10.1

712,274

Source: BDO analysis

We calculate that the sale of the Kingsfield Apartments resulted in total net proceeds $48,031 greater
than if it had sold the apartments on the open market under equivalent terms.

12.2

Consideration paid for agent fees to Kingsfield

From our assessment of the fees discussed in section 10.2, We have tabled below the agent fees paid for
the Kingsfield Apartments as compared to the indicative net proceeds had Mustera sold the apartments on
the same terms as its open market sales:
Transaction

Reference

Total agent fees ($)

Fees paid to Kingsfield

10.2

19,495

Indicative agent fees (open market)

10.2

18,935

Source: BDO analysis

We calculate that the sale of the Kingsfield Apartments resulted in fees paid that were $560 greater than
if Mustera had transacted on the open market under equivalent terms.

12.3

Consideration of value for rental guarantees provided to Kingsfield

From our assessment of the rental guarantees discussed in section 10.3, we have tabled below the
guarantees provided for the Kingsfield Apartments as compared to the market rental yields observed in
the open market:
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Transaction

Reference

Value of rental guarantee ($)

Kingsfield

10.3

132,075

Open Market

10.3

100,883

Source: BDO analysis, BDO market research

We calculate that the guarantee provided for the Kingsfield Apartments to be $31,192 greater than if
Mustera had provided guarantees on terms equivalent to rental yields observed in the open market.
As the ultimate value of this guarantee is contingent on many factors, such as; prospective tenants, rental
income, and vacancy rates, we contemplated various methods to assess its total value. We determined
that a 100% provision for the total rental guarantee in excess of the market rate to be prudent when
determining its value to Kingsfield:
Transaction

Reference

Value of rental guarantee ($)

Excess rental guarantee (above market)

10.3

31,192

Source: BDO analysis

12.4

Total value of the consideration for the Kingsfield Apartments

In assessing the total value of the consideration from the Kingsfield Transaction, we have determined that
the total consideration received to be $16,279 greater than the calculated value of the Kingsfield
Apartments.

Consideration received

Reference
12.1

Amount
760,305

Agent fee adjustment

12.2

(560)

Rental guarantee adjustment

12.3

(31,192)

Total value of consideration
Value of the Kingsfield
Apartments

728,553

10.1

712,274

Source: BDO analysis
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13. Are the Transactions fair?
13.1

The Spectra Transaction

We calculate the total net value of the Spectra Transaction for the Spectra Apartments to be:

Value of the Spectra Apartments

Reference
10.1

Amount
8,576,775

Value of Consideration

11.1

8,921,493

Source: BDO analysis

We note from the table above that the value of the consideration received, exceed the value of the
Spectra Apartments. Therefore, we consider that the Spectra Transaction is fair.

13.2

The Kingsfield Transaction

We calculate the total net value of the Kingsfield Transaction for the Kingsfield Apartments to be:

Value of the Kingsfield Apartments

Reference
10.1

Amount
712,274

Value of Consideration

12.1

728,553

Source: BDO analysis

We note from the table above that the value of the consideration received, exceed the value of the
Kingsfield Apartments. Therefore, we consider that the Kingsfield Transaction is fair.
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14. Is the Spectra Transaction reasonable?
14.1

Alternative Proposal

We are unaware of any alternative proposal that might offer the Shareholders of Mustera a premium over
the value resulting from the Spectra Transaction. An alternative proposal is unlikely on the basis that the
Spectra Transaction has already occurred.

14.2

Consequences of not Approving the Spectra Transaction

Consequences of not approving the transaction include:


Costs associated with the termination, reversal, and unwinding of 22 apartment sales contracts
and associated agreements including (but not limited to) existing rental guarantee agreements and
tenancy agreements;



Costs associated with the preparation, marketing, and resale of the apartments;



Costs associated with the termination and repayment of vendor finance facilities provided to
Spectra for the acquisition of the apartments;



Potential loss in property values as a result of the resupply of apartments; and



Potential loss in property values as a consequence of depreciation incurred since the settlement
date and eventual prospective sale date of apartments.

14.3

Advantages of Approving the Spectra Transaction

We have considered the following advantages when assessing whether the transaction is reasonable.
Advantage

Description

The transaction is fair to shareholders

If a transaction is fair it is also considered to be reasonable.

The transaction removes apartment stock from

As a result of the transaction, only five apartments remain for sale

the development

in the Victoria Quarter development. Having less stock available
for sale removes supply which may otherwise negatively impact
apartment prices.

Approving the Spectra Transaction ensures

ASX has suspended trading in the Company’s securities until the

compliance with ASX listing rule 10.1

outcome of the matter regarding the Spectra Transaction is
known. If the resolution is passed, the Company will immediately
seek to have the suspension of its securities lifted by ASX.

14.4

Disadvantages of Approving the Spectra Transaction

If the Spectra Transaction is approved, in our opinion, the potential disadvantages to Shareholders include
those listed in the table below:
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Disadvantage

Description

Costs associated with

Should the rental guarantees be provided for in full, Mustera would be obligated to

provision of rental

compensate Spectra for the total amount owing in section 11.3

guarantees

15. Is the Kingsfield Transaction reasonable?
15.1

Alternative Proposal

We are unaware of any alternative proposal that might offer the Shareholders of Mustera Property Group
Limited a premium over the value resulting from the Kingsfield Transaction. An alternative proposal is
unlikely on the basis that the Kingsfield Transaction has already occurred.

15.2

Consequences of not Approving the Kingsfield Transaction

Consequences to not approving the transaction include:


Costs associated with the termination, reversal, and unwinding of two apartment sales contracts
and associated agreements including (but not limited to) existing rental guarantee agreements and
tenancy agreements;



Costs associated with the preparation, marketing, and resale of the apartments;



Potential loss in property values as a result of the resupply of the apartments; and



Potential loss in property values as a consequence of depreciation incurred since the settlement
date and eventual prospective sale date of apartments.

15.3

Advantages of Approving the Kingsfield Transaction

We have considered the following advantages when assessing whether the transaction is reasonable.
Advantage

Description

The transaction is fair to shareholders

If a transaction is fair it is also considered to be reasonable.

The transaction removes apartment stock from

As a result of the transaction, only five apartments remain for sale

the development

in the Victoria Quarter development. Having less stock available
for sale removes supply which may otherwise negatively impact
apartment prices.

15.4

Disadvantages of Approving the Kingsfield Transaction

If the transaction is approved, in our opinion, the potential disadvantages to Shareholders include those
listed in the table below:
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Disadvantage

Description

Costs associated with

Should the rental guarantees be provided for in full, Mustera would be obligated to

provision of rental

compensate Kingsfield for the total amount owing in section 11.3.

guarantees

16. Conclusion
We have considered the terms of the Spectra Transaction and Kingsfield Transaction as outlined in the
body of this report. We have concluded that both the Spectra Transaction and Kingsfield Transaction are
fair and reasonable and in the best interests to the Shareholders of Mustera Property Group Limited.

17. Sources of information
This report has been based on the following information:


Draft Notice of General Meeting and Explanatory Statement on or about the date of this report;



Audited financial statements of Mustera Property Group Limited for the years ended 30 June 2017 and
30 June 2018



Sale and transaction data for the Victoria Quarter residential development;



Individual sale contracts for the Spectra and Kingsfield Apartments;



Rental guarantee contracts for the Spectra and Kingsfield Apartments;



Information in the public domain, including rental yield information and interest rate data; and



Discussions with Directors and Management of Mustera Property Group Limited.

18. Independence
BDO Corporate Finance (WA) Pty Ltd is entitled to receive a fee of $22,000 (excluding GST and
reimbursement of out of pocket expenses). The fee is not contingent on the conclusion, content or future
use of this Report. Except for this fee, BDO Corporate Finance (WA) Pty Ltd has not received and will not
receive any pecuniary or other benefit whether direct or indirect in connection with the preparation of
this report.
BDO Corporate Finance (WA) Pty Ltd has been indemnified by Mustera Property Group Limited in respect
of any claim arising from BDO Corporate Finance (WA) Pty Ltd's reliance on information provided by the
Mustera Property Group Limited, including the non-provision of material information, in relation to the
preparation of this report.
Prior to accepting this engagement BDO Corporate Finance (WA) Pty Ltd has considered its independence
with respect to Mustera Property Group Ltd, Spectra (WA) Pty Ltd, Kingsfield Pty Ltd and any of their
respective associates with reference to ASIC Regulatory Guide 112 ‘Independence of Experts’. In BDO
Corporate Finance (WA) Pty Ltd’s opinion it is independent of Mustera Property Group Ltd, Spectra (WA)
Pty Ltd, Kingsfield Pty Ltd, and their respective associates.
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A draft of this report was provided to Mustera Property Group Limited and its advisors for confirmation of
the factual accuracy of its contents. No significant changes were made to this report as a result of this
review.
BDO is the brand name for the BDO International network and for each of the BDO Member firms.
BDO (Australia) Ltd, an Australian company limited by guarantee, is a member of BDO International
Limited, a UK company limited by guarantee, and forms part of the international BDO network of
Independent Member Firms. BDO in Australia, is a national association of separate entities (each of which
has appointed BDO (Australia) Limited ACN 050 110 275 to represent it in BDO International).

19. Qualifications
BDO Corporate Finance (WA) Pty Ltd has extensive experience in the provision of corporate finance
advice, particularly in respect of takeovers, mergers and acquisitions.
BDO Corporate Finance (WA) Pty Ltd holds an Australian Financial Services Licence issued by the Australian
Securities and Investment Commission for giving expert reports pursuant to the Listing rules of the ASX
and the Corporations Act.
The persons specifically involved in preparing and reviewing this report were Sherif Andrawes and Adam
Myers of BDO Corporate Finance (WA) Pty Ltd. They have significant experience in the preparation of
independent expert reports, valuations and mergers and acquisitions advice across a wide range of
industries in Australia and were supported by other BDO staff.
Sherif Andrawes is a Fellow of the Institute of Chartered Accountants in England & Wales and a Fellow of
Chartered Accountants Australia & New Zealand. He has over 30 years’ experience working in the audit
and corporate finance fields with BDO and its predecessor firms in London and Perth. He has been
responsible for over 300 public company independent expert’s reports under the Corporations Act or ASX
Listing Rules and is a CA BV Specialist. These experts’ reports cover a wide range of industries in Australia
with a focus on companies in the natural resources sector. Sherif Andrawes is the Corporate Finance
Practice Group Leader of BDO in Western Australia, the Global Natural Resources Leader for BDO and a
former Chairman of BDO in Western Australia.
Adam Myers is a member of the Australian Institute of Chartered Accountants. Adam’s career spans 20
years in the Audit and Assurance and Corporate Finance areas. Adam is a CA BV Specialist and has
considerable experience in the preparation of independent expert reports and valuations in general for
companies in a wide number of industry sectors.

20. Disclaimers and consents
This report has been prepared at the request of Mustera Property Group Limited for inclusion in the
Explanatory Memorandum which will be sent to all Mustera Property Group Limited Shareholders. Mustera
Property Group Limited engaged BDO Corporate Finance (WA) Pty Ltd to prepare an independent expert's
report to consider the sale of 22 apartments in its Victoria Quarter development in Midland WA to Spectra
(WA) Pty Ltd and two apartments to Kingsfield Pty Ltd.
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BDO Corporate Finance (WA) Pty Ltd hereby consents to this report accompanying the above Explanatory
Memorandum. Apart from such use, neither the whole nor any part of this report, nor any reference
thereto may be included in or with, or attached to any document, circular resolution, statement or letter
without the prior written consent of BDO Corporate Finance (WA) Pty Ltd.
BDO Corporate Finance (WA) Pty Ltd takes no responsibility for the contents of the Explanatory
Memorandum other than this report.
We have no reason to believe that any of the information or explanations supplied to us are false or that
material information has been withheld. It is not the role of BDO Corporate Finance (WA) Pty Ltd acting
as an independent expert to perform any due diligence procedures on behalf of the Company. The
Directors of the Company are responsible for conducting appropriate due diligence in relation to Mustera
Property Group Ltd. BDO Corporate Finance (WA) Pty Ltd provides no warranty as to the adequacy,
effectiveness or completeness of the due diligence process.
The opinion of BDO Corporate Finance (WA) Pty Ltd is based on the market, economic and other conditions
prevailing at the date of this report. Such conditions can change significantly over short periods of time.
With respect to taxation implications it is recommended that individual Shareholders obtain their own
taxation advice, in respect of the Transaction, tailored to their own particular circumstances.
Furthermore, the advice provided in this report does not constitute legal or taxation advice to the
Shareholders of Mustera Property Group Limited, or any other party.
The statements and opinions included in this report are given in good faith and in the belief that they are
not false, misleading or incomplete.
The terms of this engagement are such that BDO Corporate Finance (WA) Pty Ltd is required to provide a
supplementary report if we become aware of a significant change affecting the information in this report
arising between the date of this report and prior to the date of the meeting or during the offer period.

Yours faithfully
BDO CORPORATE FINANCE (WA) PTY LTD

Adam Myers

Sherif Andrawes

Director

Director
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Appendix 1 – Glossary of Terms
Reference

Definition

The Act

The Corporations Act 2001 Cth

APES 225

Accounting Professional & Ethical Standards Board professional standard APES 225
‘Valuation Services’

ASIC

Australian Securities and Investments Commission

ASX

Australian Securities Exchange

BDO

BDO Corporate Finance (WA) Pty Ltd

The Company

Mustera Property Group Ltd

Corporations Act

The Corporations Act 2001 Cth

DCF

Discounted Future Cash Flows

EBIT

Earnings before interest and tax

EBITDA

Earnings before interest, tax, depreciation and amortisation

FME

Future Maintainable Earnings

FOS

Financial Ombudsman Service

Kingsfield

Kingsfield Pty Ltd

Kingsfield Apartments

The 2 apartments sold by Mustera Property Group Ltd to Kingsfield Pty Ltd

Kingsfield Transaction

The transaction relating to the 2 apartments sold by Mustera Property Group Ltd to
Kingsfield Pty Ltd

LVR

Loan to value ratio

MRA

Metropolitan Redevelopment Authority

Mustera

Mustera Property Group Ltd

NAV

Net Asset Value

QMP

Quoted market price

RBA

Reserve Bank of Australia
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Reference

Definition

Regulations

Corporations Act Regulations 2001 (Cth)

Our Report

This Independent Expert’s Report prepared by BDO

RG 111

Content of expert reports (March 2011)

RG 112

Independence of experts (March 2011)

Section 411

Section 411 of the Corporations Act

Section 611

Section 611 of the Corporations Act

Shareholders

Shareholders of Mustera Property Group Limited

Spectra

Spectra (WA) Pty Ltd

Spectra Apartments

The 22 apartments sold by Mustera Property Group Ltd to Spectra (WA) Pty Ltd

Spectra Transaction

The transaction relating to the 22 apartments sold by Mustera Property Group Ltd to
Spectra (WA) Pty Ltd

Sterlink

Sterlink Development Pty Ltd, a wholly owned subsidiary of Mustera Property Group
Ltd

Sum-of-Parts

A combination of different methodologies used together to determine an overall
value where separate assets and liabilities are valued using different methodologies

The Transactions

Refers to the Spectra Transaction and Kingsfield Transaction as defined in this
Report

Valuation Engagement

An Engagement or Assignment to perform a Valuation and provide a Valuation
Report where the Valuer is free to employ the Valuation Approaches, Valuation
Methods, and Valuation Procedures that a reasonable and informed third party
would perform taking into consideration all the specific facts and circumstances of
the Engagement or Assignment available to the Valuer at that time.

VWAP

Volume Weighted Average Price

WACC

Weighted Average Cost of Capital

1x1

One bedroom one bathroom apartment

2x1

Two bedroom one bathroom apartment

2x2

Two bedroom two bathroom apartment
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All rights reserved. No part of this publication may be reproduced, published, distributed, displayed,
copied or stored for public or private use in any information retrieval system, or transmitted in any form
by any mechanical, photographic or electronic process, including electronically or digitally on the Internet
or World Wide Web, or over any network, or local area network, without written permission of the author.
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The Directors
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Appendix 2 – Valuation Methodologies
Methodologies commonly used for valuing assets and businesses are as follows:
1
Net asset value (‘NAV’)
Asset based methods estimate the market value of an entity’s securities based on the realisable value of
its identifiable net assets. Asset based methods include:


Orderly realisation of assets method



Liquidation of assets method



Net assets on a going concern method

The orderly realisation of assets method estimates fair market value by determining the amount that
would be distributed to entity holders, after payment of all liabilities including realisation costs and
taxation charges that arise, assuming the entity is wound up in an orderly manner.
The liquidation method is similar to the orderly realisation of assets method except the liquidation
method assumes the assets are sold in a shorter time frame. Since wind up or liquidation of the entity
may not be contemplated, these methods in their strictest form may not be appropriate. The net assets
on a going concern method estimates the market values of the net assets of an entity but does not take
into account any realisation costs.
Net assets on a going concern basis are usually appropriate where the majority of assets consist of cash,
passive investments or projects with a limited life. All assets and liabilities of the entity are valued at
market value under this alternative and this combined market value forms the basis for the entity’s
valuation.
Often the FME and DCF methodologies are used in valuing assets forming part of the overall Net assets on
a going concern basis. This is particularly so for exploration and mining companies where investments are
in finite life producing assets or prospective exploration areas.
These asset based methods ignore the possibility that the entity’s value could exceed the realisable value
of its assets as they do not recognise the value of intangible assets such as management, intellectual
property and goodwill. Asset based methods are appropriate when an entity is not making an adequate
return on its assets, a significant proportion of the entity’s assets are liquid or for asset holding
companies.
2
Quoted Market Price Basis (‘QMP’)
A valuation approach that can be used in conjunction with (or as a replacement for) other valuation
methods is the quoted market price of listed securities. Where there is a ready market for securities such
as the ASX, through which shares are traded, recent prices at which shares are bought and sold can be
taken as the market value per share. Such market value includes all factors and influences that impact
upon the ASX. The use of ASX pricing is more relevant where a security displays regular high volume
trading, creating a liquid and active market in that security.
3
Capitalisation of future maintainable earnings (‘FME’)
This method places a value on the business by estimating the likely FME, capitalised at an appropriate rate
which reflects business outlook, business risk, investor expectations, future growth prospects and other
entity specific factors. This approach relies on the availability and analysis of comparable market data.
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The FME approach is the most commonly applied valuation technique and is particularly applicable to
profitable businesses with relatively steady growth histories and forecasts, regular capital expenditure
requirements and non-finite lives.
The FME used in the valuation can be based on net profit after tax or alternatives to this such as earnings
before interest and tax (‘EBIT’) or earnings before interest, tax, depreciation and amortisation
(‘EBITDA’). The capitalisation rate or ‘earnings multiple’ is adjusted to reflect which base is being used
for FME.
4
Discounted future cash flows (‘DCF’)
The DCF methodology is based on the generally accepted theory that the value of an asset or business
depends on its future net cash flows, discounted to their present value at an appropriate discount rate
(often called the weighted average cost of capital). This discount rate represents an opportunity cost of
capital reflecting the expected rate of return which investors can obtain from investments having
equivalent risks.
Considerable judgement is required to estimate the future cash flows which must be able to be reliably
estimated for a sufficiently long period to make this valuation methodology appropriate.
A terminal value for the asset or business is calculated at the end of the future cash flow period and this is
also discounted to its present value using the appropriate discount rate.
DCF valuations are particularly applicable to businesses with limited lives, experiencing growth, that are
in a start-up phase, or experience irregular cash flows.
5
Market Based Assessment
The market based approach seeks to arrive at a value for a business by reference to comparable
transactions involving the sale of similar businesses or assets. This is based on the premise that companies
with similar characteristics, such as operating in similar industries, command similar values. In
performing this analysis, it is important to acknowledge the differences between the comparable
companies being analysed and the company that is being valued and then to reflect these differences in
the valuation.
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