What are
Mortgage Trusts?

Mortgage trusts allow investors to poolmoney
inatrusttolend toindividuals and companies.
They secure theirborrowing by amortgage over
residential or commercial properties. The trust
collectstheinterest paid on theseloans and then
distributes theinterest, less charges, asincometo
investors.

Most mortgage trusts will also invest a
percentage of money in cash and fixed interest
investments to maintain a cash reserve or if
funds arenotrequired for loans.

Some trusts guarantee aminimum return for a
certain period. Others may provide a capital
guarantee for theinvestment. These guarantees
are only as good as the company providing
them. They arenot government guaranteed.

Mortgagetrustsareavailable fromlifeinsurance
companies, independent fund managers and
bank owned investment groups.

Mortgage trusts should not be confused with
property trusts. Mortgage trustslend against
the security of a mortgage over a property.
Property trusts buy or develop property on
behalf of unit holders. See NICRI leaflet -
Property Trusts.

Features

* Generally entry feesdonotapply.

¢ Aminimuminvestmentis generally required
but may be as low as $2 000.

¢ Additional depositsmay bemade.

* Interest(income)may bereinvested, paidinto
an account or paid by cheque.

* Interestmay be paid half yearly, quarterly or
monthly depending on the trust.

* Earningsareusually higher than frommany
fixed interestinvestments over the medium
term.

* Regularstatementsaresenttoinvestors.

But Remember...

* Nocapital growth.
* Income variesasinterestrates change.

¢ Withdrawal time varies between trusts and
may range from a few days to six months.

* Exitfeesoftenapply.

Fees

Generally entry fees are not charged. Exit fees
may be payable on withdrawal butare usually
not charged after 3 years.

Management fees arenormally deducted before
thereturn (income)is declared. In times of low
returns management fees may considerably
reduceincome.

Taxation

Interestis fully assessed forincome taxin the tax
year it is earned. There are generally no tax
concessions or benefits and Pay As You Go
(PAYG) tax may apply depending on the
investor's circumstances.

Government Income
Support

The total value of the investment is assessed
undertheassetstest. Mortgage trustsareassessed
for theincome testunder the deeming rules. For
turther details contact Centrelink's Financial
Information Service (FIS), the Department of
Veterans' Affairsorrefer to NICRIleaflet Deemning

Accounts.

Security and Risk

Mortgage Trusts, like allinvestments, involve
some risks. Even though mortgage trusts
generally invest in first mortgages, they may
alsoinvestinsecond or subsequent mortgages
which expose the trust to additional risk. The
policy of the trust should beunderstood and the
risksaccepted beforeinvesting.

The Risks

* The outstanding amount owed on a loan to
the trust may exceed the value of the
mortgaged property. If foreclosure is
necessary and the property is sold, the trust
may sufferaloss.



Security and Risk

The Risks Continued

* Firstmortgages give only aconditional right
tothe property securing theloan.

* Mostmortgage trusts canborrow additional
funds. Ahighlevel of borrowingincreases
risk. Also, theinstitutionslending themoney
tothetrustmay have abetter claim over the
mortgaged property than the trustitself.

* Mortgageloansarenoteasily liquidated. If
thetrustreceives withdrawal requestsinexcess
of what they anticipate, they may have
insufficient cash and have difficulty raising
further cash tomeet the demand. Thismay
result in a delay making payments or the
fund being frozen for a period of time.

* The quality and features of the mortgaged
propertiesshould be considered, eg.location,
stage of development, quality of tenants,
security of rental income and the type of
property (supermarkets, residential, offices
etc).

* Thelending policy of the Trustees of the fund
should alsobe considered. Thisistheamount
a trust will lend against the property
compared to the value of that property. A
high lending level (eg. greater than 60%)
may indicate higher risk.

* Thespread ofloansisimportant.If the trust
haslentalargeamounttooneborrower and
they cannot repay, the trust may suffer a
significantloss.

Investing With Safety

* Mortgage trusts are not risk free
investments. Whenselectingamortgage trust
beawarethatahigher return compared with
current market rates might also indicate a
lending policy involving a greater risk.

* Mortgage trusts should notbe regarded as
short term investments. Money required
for ready access should not be placed in
these trusts.

¢ Application to invest must be made on the
form attached to the current product
disclosure statement (PDS).

¢ Althoughthestatutoryinformationand other
details in the PDS are lengthy and
complicated, they should be fully
understood beforeinvesting in this type of
product.

NICRI's leaflets 'Safety, Risk & Scams’ and
"Risk Meter' can assist in understanding risk
and suitableinvestment time frames.
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