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We reiterate our Outperform recommendation on W A Stockwell’s
7.25% notes due 2021. The credit outlook is Stable.

Executive summary

. Stockwell Group (Stockwell, Group) has released summary management accounts
and a trading update for the financial year ending 30 June 2018. All company
releases are available to investors via Stockwell’s website. Full audited accounts
are expected to be available towards the end of October. Given the limited
financial details of the release, we will not update our model until full accounts are
available.

. While broadly there is weakness in the property market, our Stable outlook reflects
the Group’s diversity of business line and expectation of relatively stable credit
metrics.

«  According to management accounts, Stockwell recorded EBITDA of AUD9.9m in
FY18 which compares favourably to our forecast of AUD7.0m. Further, gearing was
slightly better than expected at 66.6%, compared to our forecast of 71% (total debt
to total tangible assets) - due to lower debt and higher tangible assets.

< Interms of Stockwell’s higher risk developments (‘Muse’ and Boggo Rd - mainly
investor stock in inner city Brisbane), remaining units continue to be sold down at
around three to four a month. As at August 2018, 12 units were unsold at Boggo
Road (out of 75) and 16 were unsold at ‘Muse’ (out of 116). Project specific debt
has previously been repaid for these projects. Stockwell is comfortable selling the
remainder at the current rate, and is not in a position where it wants or needs to
reduce prices or increase commissions to clear the stock. Residual risks from these
projects are therefore considered minimal.

«  Stockwell’s other two inner Brisbane residential projects, riverfront high to
premium owner occupied stock (a market which is still buoyant and generally
unaffected by oversupply), are selling well with 64 sold at ‘Virtuoso’ (out of 77) and
33 sold at ‘Encore’ (out of 60). These projects are currently under construction.
Given the nature of the projects, sales to date and target market, we currently have
limited concerns regarding sales or settlement risks.

. Management has provided initial FY19 guidance of AUD10-12m of EBITDA, however
we will update our forecasts once it provides a finalised budget, along with full FY18
accounts.
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Key Financials (AUDm)

FYE (30 Jun) 16 17 18M 19F
Revenue 23.0 1174 80.6 64.9
EBITDA 5.1 10.6 99 638
Net Debt 233.8 219.4 179.7 166.5

Total Debt/TTA 5%  71% 66.6% 68%

Source: FIIG Securities
Note: TTA denotes Total Tangible Assets, M

denotes management accounts. F denotes a FlIG
Securities forecast.

Issuer Des. Fixed/ Size Coupon Maturity Mid- YTW YTW Next Call Recom.
FRN (AUDmM) Price Date Price Date
W.A Stockwell Sen sec Fixed 30.0 7.75% 29Jun2l 101.85 7.08% 29 Jun 21 103.0 29Jun19  O/P

Source: FIIG Securities, Bloomberg
Note: Indicative prices as of 6 September 2018
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Relative value

We have an Outperform recommendation on Stockwell’s 7.25% Notes due 2021 at the current indicative mid-price of 101.85 and yield
to worst of 7.08%. We believe Stockwell will outperform its peers over the next 12 months given its higher yield. While broadly there is
weakness in the property market, we currently see limited potential risks in Stockwell’s current four inner Brisbane unit developments.
Further the Group is diversified and does not solely rely on development income. Earnings are underpinned by stable commercial
property investment income and growing property and funds management businesses.

Figure 1: Relative value
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Note: Indicative prices as of 6 September 2018

FY18 management results

Stockwell has provided summary FY18 management accounts and a trading update. Full audited accounts will be available towards
the end of October. Given the limited details available, we will update our model and forecast at that time. Figure 2 compares FY18
management accounts (FY18M) to our FY18 forecast (FY18F).

According to management accounts, Stockwell recorded EBITDA of AUD9.9m in FY18 which compares favourably to our forecast of
AUDT.0m. Further, gearing was slightly better than expected at 66.6%, compared to our forecast of 70% (total debt to total tangible
assets) - due to lower debt and higher tangible assets.
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Figure 2: FY18 management accounts compared to FIIG forecasts

P&L summary (AUDm) FY18M FY18F Difference
Total revenue 80.6 87.4 (6.8)
EBITDA 9.9 7.0 2.9
EBIT 7.9 5.1 2.8
Balance sheet (AUDmM) FY18M FY18F Difference
Cash 4.4 2.1 2.3
Total debt 184.1 200.5 (16.4)
Net debt 179.7 198.4 (18.7)
Total tangible assets (TTA) 276.6 285.3 (8.7)
Net tangible assets 712 65.0 6.2
Credit statistics FY18M FY18F Difference
Total debt/TTA 66.6% 70.3% 3.7ppt
Covenant: Total debt/TTA 75% 75%

Source: FIIG Securities, Company reports
Notes: M denotes management accounts. F denotes a FIIG Securities forecast

Operational update

In terms of Stockwell’s higher risk developments (‘Muse’ and Boggo Rd stage two - mainly investor stock in inner city Brisbane),
practical completion was reached in August 2017 and September 2017 respectively. As at August 2018, 12 units were unsold at Boggo
Road (out of 75) and 16 were unsold at ‘Muse’ (out of 116). Stockwell is comfortable selling the remainder down at the current rate, and
is not in a position where it wants or needs to reduce prices or increase commissions to clear the stock. Residual units continue to be
sold down at around three to four a month. All project specific debt for ‘Muse’ and Boggo Road has been repaid. Remaining risks from
these projects are therefore considered limited.

Unlike the investor offering at ‘Muse’ and Boggo Road, Stockwell’s other two inner Brisbane residential projects target the owner
occupier market with larger floor plans and better fitouts. In Brisbane, this market is still buoyant and generally unaffected by
oversupply. These projects are currently under construction with forecast completion in early 2019 for “Virtuoso’ and in late 2019 for
‘Encore’. Sales are solid with 64 sold at ‘Virtuoso’ (out of 77) and 33 sold at ‘Encore’ (out of 60) as at August 2018. Given the nature of
the projects, sales to date and target market, we have limited concerns regarding sales or settlement risks.

Stockwell has provided the following commentary regarding its activities

“Solana Lifestyle Resort - Bribie Island: First homes and civil works, including construction of underground infrastructure and roads, were
completed during the quarter. The Resort was officially opened in June, followed closely by settlement of the first homes and residents
moving in. The Resort will ultimately comprise up to 200 homes, delivered over six stages.

‘Encore’ - 50 Ferry Road, West End: Construction of our premium owner-occupier project, Encore, commenced in May with completion due
in the first half of the 2020 financial year. The sales campaign continues to progress well.

“Virtuoso’ - West End: Construction and selling continued throughout the quarter. By the end of June, the sixth out of seven floor slabs had
been poured. Forecast completion in early 2019 remains unchanged since previous reports, and to date over S100m in sales have been
achieved.

Muse and Boggo Road: The current marketing strategy continues to generate sales at a pleasing rate in what is a very competitive
environment. Only a small number of apartments in the Muse and Boggo Road projects remain unsold, and finalisation of these projects is
expected in the 2019 financial year.

Future retail development: During the quarter, contracts were exchanged for the purchase of a DA-approved neighbourhood shopping
centre site. Development of the centre will commence in late 2018, with contribution to financial results commencing from the 2019
financial year. Further detail will be available in the coming quarter, following settlement of the site.
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Shopping Centres and Stockwell Property Management: Our existing retail assets continue to trade robustly, owing largely to their limited
reliance on discretionary spending. Our focus is on carefully managing and quickly filling any vacancies, and monitoring performance of
our tenants so as to ensure the health of each centre.

Stockwell Residential Management: The residential property management business continues to perform well. In what is a competitive
rental market we have maintained very low rates of vacancy in the properties we manage, while actively working to grow sources of
revenue for the business. The business model is under constant review to ensure it is operating as efficiently as possible while maintaining
the best service for our clients, and we continue to see enhanced returns as a result.”

Company background

W.A. Stockwell Pty Ltd (WAS) is the parent company of the Stockwell Group, a Queensland based diversified property group with over
60 years’ experience in property development, property investment and design and construction across the residential, retail and
commercial property sectors.

WAS is owned 50/50 by Mark Stockwell and Michael Kelso, who are the two Directors of WAS and acquired the business in 1994 from
Mark’s parents. Both have over 25 years of experience in the Queensland property market. The Stockwell Group employs
approximately 50 people, with the majority of construction work outsourced to design and construction contractors under fixed-price,
fixed-time construction contracts.

The Stockwell Group comprises three business divisions:
1. Property investments: Retail investment properties, which provide recurring revenues to the Group.
2. Property development projects: Acts as landowner, developer, joint venture partner and if required, builder.

3. Operations: Development management (from acquisition to sales and delivery), funds management, and property management
across the residential, retail and commercial sectors.
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The contents of this document are copyright. Other than under the Copyright Act 1968 (Cth), no part of it may be reproduced, distributed or to a third
party without FIIG’s prior written permission other than to the recipient’s accountants, tax advisors and lawyers for the purpose of the recipient
obtaining advice prior to making any investment decision. FIIG asserts all of its intellectual property rights in relation to this document and reserves its
rights to prosecute for breaches of those rights.

The information has been prepared solely for informational purposes only and does not constitute or form part of any offer for sale or subscription of,
or solicitations or any offer to buy or subscribe for, or any invitation to subscribe for or purchase any securities and nothing contained herein shall form
the basis of any contract or commitment whatsoever. The information is being furnished to you solely for your information and may not be reproduced
or redistributed to any other person. No action has been taken to permit the public distribution of the information in any jurisdiction and the
information should not be distributed to any person or entity in any jurisdiction where such distribution would be contrary to applicable law.

The information has not been lodged with Australian Securities and Investments Commission or any other authority. The information is intended for
distribution only to financial institutions and professional investors whose ordinary business includes the buying or selling of securities in
circumstances where disclosure is not required under Chapter 6D.2 or Chapter 7 of the Corporations Act 2001 of Australia (the “Corporations Act”) and
only in such other circumstances as may be permitted by applicable law. Any securities that may be offered by the Issuer in, orinto, Australia are
offered only as an offer that would not require disclosure to investors under Part 6D.2 or 7.9 of the Corporations Act. This information is directed only to
persons to whom disclosure is not required under Part 6D.2 or 7.9 of the Corporations Act. The information is a summary only and does not purport to
be complete. It does not amount to an express or implied recommendation or a statement of opinion (or a report or either of those things) with respect
to any investment in the Issuer nor does it constitute a financial product or financial advice. The information does not take into account the investment
objectives, financial situation or needs of any particular investor. FIIG does not provide accounting, tax or legal advice. Prospective investors are
required to make their own independent investigation and appraisal of the business and financial condition of the Issuer and the nature of any
securities that may be issued by the Issuer. By accepting receipt of the information the recipient will be deemed to represent that they possess, either
individually or through their advisers, sufficient investment expertise to understand the risks involved in any purchase or sale of any financial securities
discussed herein.

Certain statements contained in the information may be statements of future expectations and other forward-looking statements. These statements
involve subjective judgement and analysis and may be based on third party sources and are subject to significant known and unknown uncertainties,
risks and contingencies outside the control of the Issuer which may cause actual results to vary materially from those expressed or implied by these
forward looking statements. Forward-looking statements contained in the information regarding past trends or activities should not be taken as a
representation that such trends or activities will continue in the future. You should not place undue reliance on forward-looking statements, which
speak only as of the date of this report. Opinions expressed are present opinions only and are subject to change without further notice. No
representation or warranty is given as to the accuracy or completeness of the information contained herein. There is no obligation to update, modify or
amend the information or to otherwise notify the recipient if information, opinion, projection, forward-looking statement, forecast or estimate set forth
herein, changes or subsequently becomes inaccurate.

Any offering of any security or other financial instrument that may be related to the subject matter of this communication will be made pursuant to
separate and distinct documentation (“Offering Documents”) and in such case the information will be superseded in its entirety by any such Offering
Documents in its final form. In addition, because the information is a summary only, it may not contain all material terms and the information in and of
itself should not form the basis for any investment decision. Any decision to purchase securities in the context of a proposed offering of securities, if
any, should be made solely on the basis of information contained in the Offering Documents published in relation to such an offering.

Neither FIIG nor the Issuer shall have any liability, contingent or otherwise, to any user of the information or to third parties, or any responsibility
whatsoever, for the correctness, quality, accuracy, timeliness, pricing, reliability, performance or completeness of the information. In no event will FIIG
or the Issuer be liable for any special, indirect, incidental or consequential damages which may be incurred or experienced on account of the user using
information even if it has been advised of the possibility of such damages.

FIIG has been engaged by the Issuer to arrange the issue and sale of the Notes by the company and will receive fees from the issuer of the Notes. FIIG,
its directors and employees and related parties may have an interest in the company and any securities issued by the company and earn fees or
revenue in relation to dealing in those securities.

FIIG provides general financial product advice only. As a result, this document, and any information or advice, has been provided by FIIG without taking
account of your objectives, financial situation and needs. Because of this, you should, before acting on any advice from FIIG, consider the
appropriateness of the advice, having regard to your objectives, financial situation and needs. If this document, or any advice, relates to the acquisition,
or possible acquisition, of a particular financial product, you should obtain a product disclosure statement relating to the product and consider the
statement before making any decision about whether to acquire the product. Neither FIIG, nor any of its directors, authorised representatives,
employees, or agents, makes any representation or warranty as to the reliability, accuracy, or completeness, of this document or any advice. Nor do
they accept any liability or responsibility arising in any way (including negligence) for errors in, or omissions from, this document or advice. Any
reference to credit ratings of companies, entities or financial products must only be relied upon by a ‘wholesale client’ as that term is defined in section
761G of the Corporations Act 2001 (Cth). FIIG strongly recommends that you seek independent accounting, financial, taxation, and legal advice, tailored
to your specific objectives, financial situation or needs, prior to making any investment decision. FIIG does not provide tax advice and is not a registered
tax agent or tax (financial) advisor, nor are any of FIIG’s staff or authorised representatives. FIIG does not make a market in the securities or products
that may be referred to in this document. A copy of FIIG’s current Financial Services Guide is available at www.fiig.com.au/fsg.

An investment in notes or corporate bonds should not be compared to a bank deposit. Notes and corporate bonds have a greater risk of loss of some
or all of an investor’s capital when compared to bank deposits. Past performance of any product described on any communication from FIIG is not a
reliable indication of future performance. Forecasts contained in this document are predictive in character and based on assumptions such as a 2.5%
p.a. assumed rate of inflation, foreign exchange rates or forward interest rate curves generally available at the time and no reliance should be placed on
the accuracy of any forecast information. The actual results may differ substantially from the forecasts and are subject to change without further notice.
FIIG is not licensed to provide foreign exchange hedging or deal in foreign exchange contracts services. The information in this document is strictly
confidential. If you are not the intended recipient of the information contained in this document, you may not disclose or use the information in any
way. No liability is accepted for any unauthorised use of the information contained in this document. FIIG is the owner of the copyright material in this
document unless otherwise specified.

The FIIG research analyst certifies that all of the views expressed in this document accurately reflects their views about the companies and financial
products referred to in this document and that their remuneration is not directly or indirectly related to the views of the research analyst. This
document is not available for distribution outside Australia and New Zealand and may not be passed on to any third party without the prior written
consent of FIIG
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