





CHAIRMAN OF FUND MANAGERS OTAGO LIMITED -

HISTORY OF THE NO. 2 FUND

The NZ Mortgage Income Trust (No. 2 Fund) Group Investment Fund (“the No. 2 Fund”) was created by Fund Managers
Otago Limited to meet the needs of those investors who may be disadvantaged by the Portfolio Investment Entity
(PLE.) regime. You are invited to investigate your taxation status with a professional adviser and consider whether
investing in this Fund may be advantageous.

The No. 2 Fund was rst launched in October 2007 and the Manager, Fund Managers Otago Limited, also manages
the NZ Mortgage Income Trust Group Investment Fund (“NZMIT”) which is a Portfolio Investment Entity or PIE.
Fund. While the Manager is domiciled in Dunedin, the No. 2 Fund intends to operate nationwide and indeed plans
to intentionally lend nationwide to ensure a geographic spread of quality rst mortgages. The funds are invested
onlyin rstmortgages in accordance with strict investment guidelines under the supervision of the Trustee, Trustees
Executors Limited as detailed within this investment statement. Fund Managers Otago Limited’s success is well
recognised in the industry for its management of its P|.E. Fund.

As a collective investment vehicle, the No. 2 Fund is owned by the investors. All investors have a proportional stake.
As such, the No. 2 Fund is managed for the bene t of the investors, not for the bene t of the shareholders of a
separate company.

The No. 2 Fund aims to o er a low risk investment in a diversi ed portfolio of rst ranking mortgages, providing
returns against a benchmark of the average return of the advertised one year $5,000 bank term-deposit interest rate
for a basket of up to six New Zealand registered banks (currently ASB, ANZ, BNZ, KiwiBank,

National Bank and Westpac).

If you have any queries orrequireclari cation please feel free to contact us or alternatively
visit our website www.nzmit.co.nz.

John Farry
Chairman of Fund Managers Otago Limited.



WHAT SORT OF INVESTMENT IS THIS?

This investment statement relates to an o er to the public to invest in units in a group investment
fund called the NZ Mortgage Income Trust (No. 2 Fund) Group Investment Fund (“the No. 2 Fund”).
Investors in the No. 2 Fund pool their investments together to achieve bene ts that may not be
possible individually.

The investment policy of Fund Managers Otago Limited (“the Manager”) provides investors with a
low risk investment and a relatively stable income stream at a level that will normally be better than
the average return of the advertised one year $5,000 bank term-deposit interest rate for a basket of
up to six New Zealand registered banks (ASB, ANZ, BNZ, KiwiBank, National Bank and Westpac). The
Manager’s policy in achieving this aim is to establish and maintain a broad range of rst mortgage
investments, with a diverse mix of mortgage types, investment rates, maturity dates and physical
locations of the mortgage property. The net income earned on the investments, after the payment
of tax and expenses, is paid out to investors quarterly, currently on the rst business day of April,
July, October and January each year.

The assets of the No. 2 Fund are held in the name of Trustees Executors Limited (“the Trustee”) or
its nominee. The No. 2 Fund invests in authorised investments in accordance with the investment
policy. The No. 2 Fund is divided into units, and you invest by buying units.

The operation of the No. 2 Fund is governed by a trust deed between the Trustee and the Manager
dated 18 October 2007 (“the Trust Deed”).

Will the units always remain at $1?

While it is possible for the value of a unit to uctuate, the Manager expects that because of the
nature of the No. 2 Fund’s intended assets, its lending policies and because all surplus income will
be distributed, that the value of each unit in the No. 2 Fund should always be $1.

How long is your money invested?

No xed term. However, because the assets of the No. 2 Fund are medium to long term mortgage
loans, investors are encouraged to invest on a medium to long term basis. This enables the
Manager to optimise the return on the No. 2 Fund.

Activities

The No. 2 Fund is a group investment fund established on 18 October 2007. The Manageriso ering
potential investors the opportunity to purchase units in the No. 2 Fund. The No. 2 Fund’s main
activity is to invest in a broad range of mortgage investments as described under the heading
‘What sort of investment is this?.

WHO IS INVOLVED IN PROVIDING IT FOR ME?

The name of the No. 2 Fund
The name of the Fund is the NZ Mortgage Income Trust (No. 2 Fund) Group Investment Fund.

The Manager of the No. 2 Fund

Fund Managers Otago Limited is the Manager of the No. 2 Fund. The contact details of the No. 2
Fund Manager are:

Level 5

165 Stuart Street

P O Box 5741

Dunedin 9058

Phone: (03) 471 6500
Fax: (03) 479 0598
Toll free: 0800 800 212
Website: www.nzmit.co.nz

The Manager may exercise in relation to the No. 2 Fund all powers and discretions reasonably
necessary or desirable to perform the functions contemplated under the Trust Deed. The
Manager’s responsibilities are set out in detail in the registered Trust Deed between the Manager
and the Trustee. The Manager does not hold or own any of the assets of the No. 2 Fund. The
Manager does not guarantee the return of principal or income to investors.



The Trustee

Trustees Executors Limited is the Trustee of the No. 2 Fund. The ~ The Trustee’s address is:

Trustee was established in Dunedin in 1881 as New Zealand's ~ Trustees Executors Limited
rst trustee company and has extensive experience as a  Level5

trustee for unit trusts, group investment funds and a range of 10 Customhouse Quay

other collective investments. Wellington

The function of the Trustee is to hold all of the assets of the  The Promoter
No. 2 Fund on behalf of investors and to monitor compliance
with the requirements of the Trust Deed. The Trustee’s
responsibilities are set out in detail in the Trust Deed. The
Trustee does not guarantee the return of principal or income
to investors.

The promoter is Fund Managers Otago Limited.

e Directors and Chief Executive O cer of Fund Managers Otago Limited are:

John Edward Farry MNZM LLB (Chairman)

56 Earls Rd, Dunedin

John Farry is a Dunedin solicitor and company director. He was a founder of the legal rm of Webb Farry and remains
aconsultant to that rm. John is Chairman of Fund Managers Otago Limited, Fund Managers Holdings Limited, and
a number of other companies. For services to business, community and church he has been honoured with the New
Zealand Order of Merit and a Papal Gold Medal.

Bruce Desmond Smaill

43 Shandon Road, Waverley, Dunedin

Bruce Smaill had 36 years experience in the trustee industry. He was General Manager of AMP Perpetual Trustee Company
Limited for 14 years during which time he was responsible for all mortgage lending done by that company. Bruce is also
Chairman of the Board of Trustees of the Ashburn Hall Charitable Trust and Managing Trustee of the Moray Foundation Trust.

David Joseph Ehlers BCom, LLB

19 Tolcarne Avenue, Dunedin

David Ehlers is quali ed as a lawyer and has a BCom in accounting. He is a partner in the Dunedin law rm of Webb Farry,
practising in the commercial/corporate and conveyancing areas. He specialises in commercial development and nancing
projects. He holds directorships in building investment and forestry companies.

John Francis Gallaher BCom, Member NZSE, ACA, ANZIM

14 Granville Terrace, Dunedin

John Gallaher is a principal of Forsyth Barr Limited, a New Zealand-wide investment management and sharebroking
organisation. He specialises in funds and investment management and advice. In addition to a number of commercial
directorships John is also a director or chairman of a number of national and local community and sporting organisations.

Peter James Hutchison (Chief Executive O cer) FNZIM

(Alternate director for John Edward Farry, Bruce Desmond Smaill and David Joseph Ehlers)

135 Eglinton Road, Dunedin

Peter Hutchison has many years experience in nancial services and business in general. He is a fellow of the NZ Institute

of Management and a fully accredited director of the Institute of Directors. Peter is involved with the local community as a
member of the board of The Otago Southland Division of the Cancer Society of New Zealand, and a member of the Society’s
National Finance Advisory Committee and Chairman of the Society’s trading company, Da odil Enterprises Limited.




HOW MUCH DO | PAY?

What is the method of payment?

@ The minimum initial lump sum investment of
$500; and

@ You can also make additional regular
contributions by automatic payment of
whatever amount and at whatever interval
you want (eg. weekly, fortnightly or monthly)
so long as in total these contributions are not
less than $100 per month.

You invest by:

@ completing both sides of the application form
at the end of this investment statement;

@ making your cheque payable to NZ Mortgage
Income Trust (No. 2 Fund) Group Investment
Fund, crossed “Not Transferable” or paying by
bank cheque, cash or direct credit (if paying by
cash, we may require further information to
con rm your identity); and

@& Submitting your completed application form
including a certi ed copy of identity, IRD number
and cheque to your authorised adviser or mailing
it direct to the Manager at the address provided
on page 2 of this investment statement.

Coolingo Period

There is no cooling o period in respect of the
units in the No. 2 Fund.

WHAT ARE THE CHARGES?

All Trustee, administration, management charges,
general expenses and overhead charges are met by
the No. 2 Fund. These fees, charges and expenses
will ormay a ect the amount of the returns to
investors.

Entry Fees

The Manager is entitled to charge investors a fee
of up to 5% of an investor’s application money.

Manager’s and Trustee’s Fees

The Manager is entitled to be paid an annual fee
as may be agreed between the Manager and the
Trustee. Currently, the annual fee for the Manager
is 1.5% per annum of the gross value of the No. 2
Fund plus GST (if any) calculated daily and paid
quarterly in arrears from the distributable income.
The Manager may pay commissions to law rms
or other investment advisers for investment
applications lodged through them, but any
commissions are paid out of the Manager’s own
funds. The Trustee is entitled to be paid an annual
fee as may be agreed between the Manager and
the Trustee. Currently the Trustee receives an
annual fee of up to 0.1% per annum of the gross
value of the No. 2 Fund plus GST (if any) up until the

| gross value of the No. 2 Fund reaches $50,000,000

at which time the annual fee is reduced to 0.08%
plus GST (if any) for those funds over $50,000,000.
This is calculated daily and paid quarterly in arrears
from the distributable income. There is a minimum
fee of $7,500 plus GST (if any) per annum payable.
Both the Trustee and Manager are entitled to be

reimbursed out of the No. 2 Fund for all costs,
expenses or liabilities incurred by either of them

whilst acting for the No. 2 Fund. Both the Trustee
and the Manager are entitled to alter their fees by
agreement between the Trustee and the Manager.

The Manager’s and Trustee’s fees and expense
reimbursements are payable out of the No. 2
Fund and are not directly payable by investors.
However, returns to investors are a ected by
these fees and expenses in that distributions to
investors are made after the deduction of these
fees and expenses from the No. 2 Fund.

General Expenses

The general expenses paid by the No. 2 Fund
include auditor’s fees, asset valuation fees,
printing and stationery, communication costs,
mortgage administration costs, the maintenance
of accounting and investor records, prospectus
and investment statement issue costs, costs
relating to the establishment of the No. 2 Fund,
professional fees, taxes payable in connection
with the No. 2 Fund, interest and all other general
running expenses properly and reasonably
incurred by the Trustee or the Manager in
connection with carrying out their respective
duties.

The general expenses are payable out of the

No. 2 Fund and are not directly payable by
investors. However, returns to investors are

a ected by these expenses in that distributions to
investors are made after the deduction of these
expenses from the No. 2 Fund. The exact amount of
general expenses for the previous nancial year are
disclosed in the nancial statements for the

No. 2 Fund. The general expenses for the No. 2
Fund equate annually to approximately 0.5% of the
total value of the No. 2 Fund.

No other fees or charges apply other than an early
exit fee chargeable at the Manager’s discretion.

Early Exit Fee

In the interests of encouraging a stable and
planned approach to investment, the Manager
may charge a withdrawal fee of up to 2% of the
withdrawal amount for a withdrawal within 1
year after investment, or 1% of the withdrawal
amount for a withdrawal more than 1 year but
less than 2 years after investment. Except in this
circumstance, there are no exit fees.

Alteration of Charges

Neither the Trustee, the Manager, nor any other
person has any power to alter the amount of

the charges set out above (other than to waive
any early exit fee) unless that alteration is made
pursuant to an amendment of the Trust Deed.

The circumstances under which the Trust Deed
may be amended are detailed in the Trust Deed

(a copy of which can be obtained as set out under
the heading “What Other Information Can | Obtain
About This Investment?” on page 10).

WHAT RETURNS WILL | GET?

Returns consist of income distribution and
returned capital. Income is earned, and the
amount is determined by the rate of interest
charged on mortgage advances. Interest may be
chargedona xedor oating rate basis, subject



to the Manager’s discretion. No rate of return is
guaranteed or promised by the Trustee or the
Manager or any other person.

Income may include capital gains that the
Manager deems to be income. Income is
distributed to investors after deduction of the
expenses, taxes and any amount the Manager
considers prudent to set aside as undistributed
income reserves. All income not required to meet
the No. 2 Fund’s actual or contingent liabilities,

or tax required to be paid by the No. 2 Fund on
behalf of investors, will be distributed to investors
quarterly.

Quarterly distributions are, as at the date of this
investment statement, made on the rst
business days of April, July, October and January
in each year.

All distributions will be paid by direct credit to an
investor’s nominated bank account except where an
investor requests the Manager to reinvest income in
the purchase of further units in the No. 2 Fund.

The Manager, Fund Managers Otago Limited, is
the person legally liable to pay any returns
to investors.

You have the right at any time to give notice to the
Manager withdrawing your investment in the

No. 2 Fund by completing the Notice of Withdrawal.
Notices of Withdrawal may be downloaded from
our website at www.nzmit.co.nz or be obtained

by contacting the Manager, refer to page 2 for

all contact details. In normal circumstances, the
Manager is obliged under the Trust Deed to ensure
that the amount of your investment is paid to you
within 90 business days after the Manager receives
your withdrawal notice. In practice, the Manager
anticipates that the processing of a withdrawal will
normally take less than the obligated period.

A withdrawal notice may not be given for less than
the minimum number of units which applies at
that time. If the withdrawal would result in your
holding less than the minimum number of units,
the Manager has the right to redeem all your units.

In certain circumstances the Manager or the
Trustee may issue a withdrawal suspension notice
and suspend the operation of all withdrawal
notices for up to 90 days or such extended period
as the Manager determines.

Taxation Regime

The information in this section is intended as
general guidance only and is based on legislation in
e ectas at the date of this investment statement.
We recommend that investors seek professional

tax advice regarding their individual circumstances,
or to clarify any of the following, prior to investing.
Neither the Trustee nor the Manager accepts any
responsibility for the taxation consequences of an
investor’s investment in the No. 2 Fund.

Investors should be aware that the No. 2 Fund is

a designated group investment fund for taxation
purposes. As such, income distributed to investors
is treated for tax purposes as bene ciary income
under the trust regime. As investors are receiving
bene ciary income, all investors in the No. 2 Fund
are required to le an annual income tax return.

Investors that are natural persons or trustees can
elect to have resident withholding tax deducted

at the 12.5%, 21%, 33% or 38% tax rates if a valid
IRD number is supplied. Investors that are trusts or
companies can elect to have resident withholding
tax deducted at either the 12.5% for Testamentary
trusts only or 30% for Companies and Trading
trusts. Where no IRD number is supplied resident
withholding tax is deducted at 38%. Investors who
supply withholding tax exemption certi cates will
receive their income with no tax deducted. Non-
residents will have non-resident withholding tax
deducted at the applicable rate to their country

of residence or approved issuer levy deducted

at the current rate of 2%. If you are an overseas
investor please contact your adviser to discuss the
requirements relating to your tax position.

The No. 2 Fund is not registered as a portfolio
investment entity (“PIE”) for taxation purposes, nor
does the Manager intend to register the No. 2 Fund
as a PIE for taxation purposes. The RWT rate an
investor should use is dependent on income level.
To make sure you are on the right rate, and to nd
out about your obligations after the end of the tax
year, go to www.ird.co.nz or call 0800 870 700.

Undistributed Income

Although conservative lending policies will be
maintained, a portion of the No. 2 Fund’s income
will be retained to meet any losses on individual
loans. The accumulation of the undistributed
income will not have a material impact on income
distributions. If the undistributed income is not
used for a period not exceeding six months then
it will be distributed to unitholders at the time
of the next quarterly distribution. A portion of
the undistributed income will however, when
necessary, be transferred to an undistributed
income reserve which is a tax paid fund.

WHAT ARE MY RISKS?

Risk of Loss of Investment

Risk is an integral part of investing. As an investor
in the No. 2 Fund, the principal risks are:

@& NZ Government Crown Retail Deposit
Guarantee Scheme - the No. 2 Fund does not
qualify for coverage under the Crown
Retail Deposit Guarantee Scheme.

@ Loss of Investment - Investors may lose
some or all of the money they invested, or
they may not receive the expected returns
on their investments. This may arise because,
for example, the No. 2 Fund’s mortgage
investments cannot be fully realised and
reserves and income are insu  cient to cover
losses sustained (see “Default Under Loans”
below). In any event, investors will not be
required to pay more money in respect of the
No. 2 Fund other than their initial investment.

@ Default Under Loans - Borrowers from the
No. 2 Fund may default on their loan payments.
Market conditions over the two years prior to
the date of this Investment Statement have
deteriorated (in the main as a result of the
impact of a general downturn in the property




sector, the global credit situation, reducing
available loan funds and failures in the non-

bank nance sector) which may make itdi cult

for borrowers to either repay or re nance
their loans when they fall due or to meet their
interest payments. In the six months

to 30 September 2009, there were no past
due assets.

A decrease in property values may mean that
in the event of borrower default the realisation
of the No. 2 Fund’s mortgage security may be
insu cient to meet the borrower’s debt to the
No. 2 Fund. If a borrower from the No. 2 Fund
defaults in repaying a loan and the value of the
mortgage isinsu cient to meet the debt and
the cost of enforcing such security, and after
deducting any amount from the reserve fund
any shortfall is not able to be covered from
No. 2 Fund income, then the No. 2 Fund could
su eran overall loss which all investors in the
No. 2 Fund would share. In the event of default
by a signi cant number of borrowers, and if the
value of the mortgage securities and any other
collateral securities were insu  cient to meet the
amount of the defaults and the cost of enforcing
the securities and the shortfall could not be fully
covered by the No. 2 Fund’s reserves, then the
nancial performance and liquidity of the No. 2

Fund could be a ected and the No. 2 Fund could

su er an overall loss.

Loss of investment by investors due to
borrower default would only occur after

the No. 2 Fund’s reserve for loan losses and
income, as described (on page 5 under the
subheading “Undistributed Income”), has rst
been exhausted. As a precaution against losses
the Manager has taken steps to accumulate
undistributed income to cover any unforeseen
losses. The amount of the undistributed
income reserve as at 30 September 2009 was
$3,450. The impact of these actions on the
return to investors is minimal.

@ Assets in Mortgages - The No. 2 Fund invests

primarily in rst mortgages of land and
buildings. These are generally set for terms of
up to 5 years on an interest only repayment
basis and up to 25 years on a principal and
interest repayment basis, and may prove

di cultto sell or have the borrower re nance
in times of an economic downturn (as
discussed in the previous paragraph “Default
Under Loans”) and therefore investors should
be prepared to invest for a medium to long-
term period rather than a very short term. The
absence of a more diverse investment portfolio
may a ect the No. 2 Fund’s liquidity in times of
high withdrawals. The Manager is required to
keep at least 5% of the assets of the No. 2 Fund
in cash to provide for day to day liquidity.

® Financial Performance of No. 2 Fund - The

nancial performance of the No. 2 Fund
will a ect its ability to meet its obligations
to investors. The No. 2 Fund’s nancial
performance may be a ected by:

P changes to legal requirements that
a ect the No. 2 Fund by, for example,

increasing compliance costs or changes in
taxation;

P changes in interest rates. The market
demand for loans secured by mortgage is
directly a ected by general movements
in interest rates throughout the nance
industry in New Zealand that are outside the
control of the No. 2 Fund. These general
movements may a ect the No. 2 Fund’s

nancial performance and return to
investors;

P achange in the property market thereby
a ecting demand for loans causing the
No. 2 Fund to hold more of its assets in bank
deposits at lower interest rates than the
No. 2 Fund’s lending rates;

P bank deposit interest rates also uctuate
and this directly impacts the interest
received by the No. 2 Fund on its cash assets
(bank deposits) and therefore the return
to investors. The Manager continues to
actively manage liquidity on a daily basis
to maximise the return and minimise the
risk of liquidity falling below the level set
by the Manager’s policy (described in the
preceding section “Assets in Mortgages”);

P ageneral economic downturn that could
detrimentally a ect the No. 2 Fund’s ability to
obtain investment funds, due to a lack of
investor con dence in non-bank nancial
institutions. Such a downturn may result in
an increased number of investor withdrawal
requests and defaults by borrowers under the
No. 2 Fund’s mortgage loans due to borrowers’
inability to either repay or re nance. The
consequences of these are described in
preceding and following paragraphs.

@ Liquidity Risk - This may arise where the

No. 2 Fund has a mismatch between the
maturity dates of its loan commitments
or other monetary assets and liabilities
and meeting repayment requests. The
management of liquidity risk has become more
important in view of the highly publicised
nance company failures, mortgage trust
unitholder fund withdrawal suspensions
and the consequential investment market
uncertainty which have reduced the level
of investment and re-investment within the
nance industry. The No. 2 Fund is not immune
to the liquidity risks resulting from the current
environment. While the loans to borrowers
secured by rst mortgages are of no more
than twenty- ve years duration, they are
legally capable of being called for repayment
at any time; nevertheless in many instances
it may take some time to receive repayment
following a call for repayment. The Manager
monitors liquidity risk on a daily basis through
matching cash demands with liquid assets. In
order to provide a level of short term liquidity,
the Manager seeks to maintain cash assets at
above the minimum of 5% of the total assets of
the No. 2 Fund.

If calls by investors in the No. 2 Fund for
repayment exceeds its available cash reserves,



@ Operational Risk - the No. 2 Fund relies on
the Manager’s computer systems to maintain
the investor register and mortgage advance
information. These systems are backed up daily
and can be restored in the event of failure.

@ Regulatory Risk - the No. 2 Fund is regulated
as a group investment fund. If legislation
regulating group investment funds changes or
additional regulatory obligations are imposed
on the No. 2 Fund, this may add to the costs
incurred by the No. 2 Fund, thereby impacting
on investor returns.

the Manager has the right to manage its
liquidity position as follows:

P the Manager is able under the Trust Deed
to take up to 90 business days after the
date of receipt of the withdrawal notice to
repay an investor;

P the Trust Deed also allows the Manager
to suspend the operation of all
withdrawal notices for up to 90 days
after the Manager issues a withdrawal
suspension notice in certain circumstances.
The Manager may extend the operation of
the withdrawal suspension notice beyond @ Finance Sector Confidence - Although this
the 90 days period by such limited period as No. 2 Fund has since its commencement in
the Manager determines; November 2007 delivered a consistent and

D the Manager can also review mortgage competitive return, con dence generally within
loan rates upwards or downwards as part thg investment sector is low as at the date of
of its liquidity management strategy. this Investment Statement. The ow of new

The Manager monitors liquidity daily and has investments and payment of withdrawals has

taken steps to endeavour to ensure it can meet resulted in a more gradual growth of the No.
requests ?or withdrawals by unitholders 2 Fund size. The continued adverse market

L nditions, risks and lack of con ncein
At 25 March 2010 cash assets comprised 9% of conditions, risks and lack of con dence

: I he No.2 F ize.
the assets of the No. 2 Fund and the duration of g?nera maya e(_:tt eNo. 2 Fund size
mortgage loans were as follows: @ Risk Spread - While the Manager of the No.

2 Fund is an experienced fund manager,

Duration of % of Total the No. 2 Fund has been operating for only
Mortgage Loans Mortgage Loans approximately 29 months as at the date of this

Due within 6 months 16% Investment Statement. This means that until the
Due within 12 months 29% No. 2 Fund establishes a broader investor and
Due within 2 years 18% mortgagor base the spread of risk will be over
Due within 5 years 15% arelatively gmall investor base and mortgagor

— base, meaning that adverse e ects on the No. 2
Due within 10 years 2% ; )

— Fund may have a proportionately large impact
Due within 15 years 5% . .

— % on the returns it may achieve. The Manager
Due within 20 years 3% considers that the potential e ect of this risk has
Due within 25 years 12% not eventuated in recent turbulent times and

expects this risk will continue to lessen as the
No. 2 Fund’s investor and mortgagor base grows.

The above risks are managed in a number of ways
as provided under the investment objectives and
policies agreed by the Trustee and the Manager as
set out below:

@ Mortgages of Land and Buildings - The No.
2 Fundinvestsin rst mortgages of land and
buildings which are generally regarded as a low

A portion of the No. 2 Fund’s income may

be retained from time to time in a tax paid
undistributed income reserve to meet any
losses on individual loans. The operation of
the undistributed income reserve is discussed
further on page 5 under the subheading
“Undistributed Income”

@& Competition - The No. 2 Fund’s main
competitors for interest funds and mortgage

loans are the banks operating in New Zealand,
nance companies and other deposit taking
and lending institutions that are covered by
the Crown Retail Deposit Guarantee Scheme.
In addition, competition in interest rates
particularly for borrowers may require the
Manager to lower mortgage rates to retain
good borrowers. The lowering of mortgage
interest rates decreases the return paid to
investors. Similarly a rise in interest rates will
increase the return to investors. The rate the
Manager is targeting as a return to investors
is set so as to be as competitive as possible in
order to continue to attract new investors. In
addition, other entities may set up a business
in competition to the No. 2 Fund. Where there
is strong competition in the nance industry or
that sector of the industry in which the
No. 2 Fund operates, this could a ect the
margins which the No. 2 Fund can earn,
impacting on the pro tability of the No. 2 Fund
and returns to investors.

risk investment. Investors through this fund
have the comfort of knowing that borrowers
from the No. 2 Fund have mortgaged their land
and buildings to the No. 2 Fund to provide a
rst ranking security for investors’investment.

Pooling of Funds - By pooling funds with other
investors the investment is spread across the
whole mortgage portfolio. This means that if
there is a poor return from any one mortgage
alone, the impact is spread across the whole
mortgage portfolio and is less likely to have a
signi cante ecton the overall income earned
on an investor’s investment.

Undistributed Income - Although conservative
lending policies will be maintained, a portion of
the No. 2 Fund’s income may be retained from
time to time to meet any losses on individual
loans. The accumulation of the undistributed
income will not have a material impact on
income distributions. If the undistributed
income is not used for a period not exceeding




six months then it will be distributed to
investors at the time of the next quarterly
distribution. A portion of the undistributed
income will however, when necessary, be
transferred to an undistributed income reserve
which is a tax paid fund.

@ Cash Reserves — The Manager will maintain
a percentage of the No. 2 Fund in liquid
investments to provide for withdrawals and
running expenses. This portion of the No. 2 Fund
may be invested in bank deposits, Government
securities, or local authority securities.

@ Other Investor Protection - Investors’ interests
are monitored by the Trustee, acting under the
Trust Deed, and by independent auditors.

@ Investment Principle - The Manager's aim is
to provide investors with a low risk investment
and a secure and relatively stable income
stream at a level which will normally be better
than bank deposits and competitive with
comparable investment products.

@ General Lending Policy - The policy of the
Manager is to establish and maintain a broad
range of mortgage investments. The skill of
the Manager lies in maintaining a mortgage
portfolio with a proper mix of mortgage types,
interest rates, maturity dates and physical
locations of the mortgaged properties.

@ Specific Policy Guidelines - Speci ¢ investment
policy guidelines are agreed between the
Manager and the Trustee from time to time.
These guidelines may cover:

P Interest Rates - most investments by the
No. 2 Fund will be in mortgages with mostly
oating interest rates but the Manager may
maintain some xed rate mortgages. As at
the date of this Investment Statement the
No. 2 Fund has no xed interest rate loans.

P Mix of Mortgage Types - the mortgage
portfolio will be spread mainly between
residential properties, with a maximum of
45% of the funds of the No. 2 Fund invested,
and commercial properties, with a maximum
of 75% of the funds of the No. 2 Fund
invested. As at the date of this Investment
Statement, lending on farm properties is
limited to a maximum of 25% of the value of
the No. 2 Fund. As at 25 March 2010 the mix
of mortgages was as follows:

Commercial 29%
Farming 19%
Residential/Home loans 43%
Cash 9%

@ Lending Limits - there are limits on the
maximum size of any mortgage in relation
both to the value of the property provided as
security and to the total value of the
No. 2 Fund. As at the date of this Investment
Statement the limits of rst mortgages are:

P 80% of an independent valuation by
aregistered valuer for owner occupied
dwellings and residential investment
properties and 50% of the value of the
lessee’s interest in leasehold land and
50% of the value of vacant land.

P 60% of an independent valuation by a
registered valuer for farming properties,
or 50% of the value of the lessee’s interest
in leasehold land.

P 66.67% of an independent valuation by a
registered valuer for commercial
properties and 50% of the value of the
lessee’s interest in leasehold land and
50% of the value of vacant land.

P that no more than 5.80% of the No. 2 Fund
will be invested in any one mortgage or
advanced to any one borrower (or
related party of a borrower) and the top 6
exposures of the No. 2 Fund may not exceed
30% of the total assets of the No. 2 Fund.
These limits will be reviewed at least annually
by the Manager and the Trustee with the
intention of these limits reducing as the No.
2 Fund grows to established limits where
no more than 5% of the value of the No. 2
Fund will be invested in any one mortgage
or advanced to any one borrower (or related
party of a borrower) and the top 6 exposures
of the No. 2 Fund may not exceed 20% of
the value of the No. 2 Fund.

Consequences of Insolvency

Investors will not be liable to pay money to any
person as a result of the insolvency of the No. 2
Fund.

If the No. 2 Fund is wound up then the Trustee will
(in the following order of priority):

& sell, call in and convert into cash the whole
of the No. 2 Fund;

@ pay out, discharge or otherwise make proper
provision for the liabilities of the No. 2 Fund;
and

a distribute the balance of the No. 2 Fund after
payment of all costs and expenses incurred
by the Trustee in respect of the winding
up amongst the investors in proportion to
the numbers of units held by them.

CAN THE INVESTMENT
BE ALTERED?

Investors may alter the amount of their
investment in the No. 2 Fund either by investing

a further lump sum, withdrawing a lump sum or,
if they are making regular contributions, altering
the amount of their contributions. For the charges
payable on early withdrawal of a lump sum,
please refer to the information about early exit
fees under the section “What are the Charges”on
page 4 of this investment statement.

The circumstances under which the Trust Deed
may be amended are detailed in the Trust Deed.
In summary, the circumstances in which the Trust
Deed may be amended by the Trustee, with the



concurrence of the Manager, are as follows:

@ if in the opinion of the Trustee the amendment
is to correct a manifest error or is of a formal or
technical nature;

@ if in the opinion of the Trustee and Manager
amendment is necessary or desirable for the
more convenient, economical or advantageous
working management or administration of the
No. 2 Fund or for the purpose of complying
with any relevant law or any exemption
from any relevant law or for safeguarding or
enhancing the interest of the No. 2 Fund or
investors and is not likely to become prejudicial
to the interests of investors generally;

@& if the amendment is authorised by an
extraordinary resolution of investors;

@& in all other cases if the Manager has given
all investors and the Trustee three month's
written notice of its intention to amend the
Trust Deed.

Otherwise, neither the Trustee, the Manager,
nor any other person has any power to alter the
amount of money payable to you (other than to
waive any early exit fee) or to alter the terms of
your investment in the No. 2 Fund.

HOW DO | CASH IN
MY INVESTMENT?

You have the right at any time to give notice to
the Manager withdrawing your investment in the
No. 2 Fund by completing a notice of withdrawal
which can be obtained from the Manager. Subject
to the right to suspend withdrawals, referred to
in this section, the Manager is obliged under the
Trust Deed to ensure that the amount of your
investment is paid to you within 90 business
days after the Manager receives your withdrawal
notice. In practice, the Manager anticipates that
the processing of a withdrawal will normally

take less than the obligated period, but this does
not create an obligation to process and pay a
withdrawal in less than 90 business days.

A withdrawal notice may not be given for less
than 100 units. If the withdrawal notice would
result in a investor holding less than 500 units the
Manager has the right to redeem all the units held
by ainvestor.

The Manager has the discretion to charge a
withdrawal fee of up to 2% of the withdrawal
amount for a withdrawal within 1 year after
investment, or 1% of the withdrawal amount for a
withdrawal more than 1 year but less than 2 years
after investment.

In certain circumstances speci ed in the Trust
Deed, the Manager or the Trustee may issue a
withdrawal suspension notice and suspend the
operation of all withdrawal notices for up to 90
days. If the Manager suspends a withdrawal
notice within the terms of the Trust Deed then the
time for repayment may be extended by 90 days
or such further period as the Manager determines.

An investor cannot sell or transfer their units to
someone else without the written consent of
the Manager and then subject to such terms and
conditions as the Manager may at its discretion
impose.

The only exceptions to this are:

@ the executors and administrators of a
deceased investor will be recognised as
having title in the units held by such investor;

@ any person having authority to administer
the estate of a mentally disordered person
may, upon production of such evidence of
capacity as the manager thinks su cient,
be registered as the holder of such units; or

@ any person becoming entitled to any units
in consequence of the death, bankruptcy
or liquidation of any investor may, upon
producing such evidence of title as the
manager thinks su cient, be registered as
the holder of such units.

In the opinion of the Manager, there is no
established market for such sales.

WHO DO | CONTACT WITH
ENQUIRIES ABOUT MY
INVESTMENT?

Enquiries about your investment can be
addressed to your adviser or to the Manager,
Fund Managers Otago Limited, on its toll free
client service line, 0800 800 212, or to:

Trustees Executors Limited,
Level 5, 10 Customhouse Quay, Wellington
Tel: (04) 495 0995 « Fax: (04) 496 2951

IS THERE ANYONE TO WHOM
| CAN COMPLAIN IF | HAVE
PROBLEMS WITH THE
INVESTMENT?

If for any reason you are unhappy with any aspect

of your No. 2 Fund investment, you may wish

to contact the Manager on its client service line

0800 800 212 or you may wish to contact your
nancial adviser or broker. You can also write to

the Manager, Fund Managers Otago Limited, at

PO Box 5741, Dunedin 9058.

Fund Managers Otago Limited operates an
internal complaints procedure to investigate any
complaint thoroughly. If your concerns are not
resolved to your satisfaction, you may take your
complaint to the chairman of directors of Fund
Managers Otago Limited who will investigate it
free of charge for you. If any of your complaints
are not resolved to your satisfaction, you may take
your complaint directly to the Trustee who will
investigate it for you. The Trustee’s contact
details are:

Trustees Executors Limited

Level 5, 10 Customhouse Quay, Wellington

Tel: (04) 495 0995 - Fax: (04) 496 2951

There is no ombudsman for group
investment funds.




WHAT OTHER INFORMATION CAN | As with other investments today we need your IRD number if
OBTAIN ABOUT THIS INVESTMENT? you wish to nominate your “Resident Withholding Tax” rate.

To this point it is important to note that:

Prospectus and Financial Information
o ) M Investors that are natural persons or trustees can elect
This investment statement provides only a summary of the No. to have resident withholding tax deducted at the 12.5%,
2 Fund. Other information relating to this investment, the No. 2 219%, 33% or 38% tax rates if a valid IRD number is supplied
Fund and the Manager is contained in the Trust Deed, registered

) i M Investors that are tr r compani nel hav
prospectus and nancial statements relating to the No. 2 Fund. estors that are trusts or companies can elect to have

resident withholding tax deducted at either 12.5% for

You may request, at any time, copies of the trust deed, the testamentary trusts only or 30% for companies/trading or
latest prospectus, the most recent nancial statements, and the other trusts.

most recent annual report for the No. 2 Fund by contactingthe gy Where no IRD number is supplied resident withholding tax is
Manager at: deducted at 38%.

Fund Managers Otago Ltd, Level 5, 165 Stuart St, PO Box 5741, @ Investors who supply withholding tax exemption certi cates
Dunedin 9058 - Ph: (03) 471 6500 - Fax: (03) 479 0598 will receive their income with no tax deducted.

Toll free: 0800 800 212 - Website: www.nzmit.co.nz @ Non-residents will have non-resident withholding tax
Copies of the above documents will be provided free of charge, defiucted atthe appllca’l’)le rate to their country of residence
except for the trust deed, for which a reasonable fee may apply. or“approved issuer levy” deducted at the current rate of 2%.
These documents are also available for public inspection at the Investors should be aware that the No. 2 Fund is a designated

0 ces of the Manager at 165 Stuart Street, Dunedin. group investment fund for taxation purposes.

In addition, a copy of the prospectus, nancial statements As such, income distributed to Investors is treated for tax

(when produced) and trust deed relating to the No.2Fund and  purposes as bene ciary income under the trust regime.
other information relating to the Manager is led on a public
register at the Companies O ce and may be viewed on the
Companies O ce website at www.companies.govt.nz under
the name of the Manager. Where relevant documents are not Note: If you are an overseas Investor please contact your adviser
available on the above website, a request for the documents to discuss the requirements relating to your tax position.

may be made by contacting the Companies O ce Contact
Centre at info@companies.govt.nz or 0508 266 726.

(A fee may apply).

As Investors are receiving bene ciary income, all Investors in the
No. 2 Fund are required to le an annual income return.

Check List for Lodging your Application

An investor holding units or a representative of such an investor
may inspect at the o  ce of the Manager that part of the

register relating to that investor free of charge, subject to any Have you:
reasonable restriction the Manager may impose. In addition,
the investor may obtain a copy of the part of the register [] Read the investment statement?

relating to that (a reasonable fee may apply).
[] Made sure the application form bears your adviser’s stamp

Annual information if relevant?

Each year, you will receive a copy of the annual nancial [] Filled in all necessary personal details?
statements together with the auditor’s report. '

) ] [[] Completed your investment instructions?
Information available on request

You can also request at any time, free of charge, the following: [] Selected an income payment method?

M@ Acopy of the No. 2 Fund’s most recent annual report (when [] Made sure all applicants have signed the application form?

available).

. [[] Provided any necessary veri cation of the applicant's
M A copy of the most recent investment statement. identity?

Simply call your nancial adviser or broker or our helpline. .
Py ealy P [] Provided the necessary IRD numbers?

Lodging your Application [] Provided a copy of your latest utility bill?

) L [[] Enclosed your payment by way of cash, cheque crossed
If you have completed the checklist, please send the application “Non Transferable”, bank cheque or direct credit for your
with your cheque to:

initial investment?

NZ Mortgage Income Trust (No. 2 Fund) . .
Group Investment Fund, Freepost 747, [] If signed by your attorney, complete the certi cate of non-

PO Box 5741. Dunedin 9058 revocation of power of attorney in the last section of the

) ) application form.
Alternatively you can leave them with your law rm or other

investment adviser who will send them to the Manager.

This Fund is not registered as a “Portfolio Investment Entity” for
taxation purposes, hor does the Manager intend to register the
No. 2 Fund as a“PIE” for taxation purposes.

Taxation of this Fund is under “Resident Withholding Tax”.
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‘ INCOME TRUST

GROUP INVESTMENT FUND

REGISTERED OFFICE OF THE MANAGER: Fund Managers Otago Limited

Freepost 747, PO Box 5741, Dunedin 9058 « Freephone: 0800 800 212
WWw.Nnzmit.co.nz

Investment

It is important for you to read the investment statement before making your application.

Investment Details

Please circle your investment category: Individual / Joint/ Estate / Company / Partnership / Trust
(in the case of a Trust a Trust Deed is to be provided)

Investment Contact Details:

Adviser’s Stamp

APPLICATION FORM Siapipaghi s .

(If Applicable)

Mr, Mrs, Ms, Dr
Date of Birth

IRD Number
Email Address

Telephone (Home)

Name of Trust/Estate/Company/Partnership (if applicable) ‘

First Names ‘

‘ Surname ‘

‘ Occupation ‘

‘ Address

‘ (Work) ‘

‘ (Mobile) ‘ ‘

Signature

Dated on this ‘

‘ day of ‘ ‘ 20‘ ‘

Other Investors / Trustees / Directors:

Mr, Mrs, Ms, Dr
Date of Birth

IRD Number

Email Address

Telephone (Home)

First Names

‘ Surname ‘

Occupation ‘

‘ Address

(Work) |

| (Mobile) | |

Signature

Dated on this ‘

‘ day of ‘ ‘ 20‘ ‘

Mr, Mrs, Ms, Dr
Date of Birth

IRD Number

Email Address

Telephone (Home)

First Names

‘ Surname ‘ ‘

Occupation ‘

‘ Address

| (Work) |

| (Mobile) | |

Signature

Dated on this ‘

Company Directors

‘ day of ‘ ‘ 20‘ ‘

@ In the case of company investments, at least two directors’signatures are required on the rst page and a copy of the company’s constitution is to be attached.
@ [f there is only one company director, the director’s signature must be witnessed below:

Witness name ‘ Occupation ‘ ‘
IRD Number ‘ ‘
Signature Dated on this ‘ ‘day of ‘ ‘ 20 ‘ ‘
Privacy Act

“I consent to the personal information in this application form and any further personal information which | may provide to you at any time being used by the
Trustee or the Manager or any of its related organisations for the purpose of introducing other services or products to me or to any child for whom | am making
this declaration. The Manager and/or the Trustee may at any time disclose information relating to my investments or to the investments of any child for whom |
am making this declaration to my nancial adviser and/or any other nancial advisory rm shown on the application form.”




Investment Instructions

I/We have received and read a copy of the investment statement and wish to
invest in the NZ MORTGAGE INCOME TRUST (No.2 FUND) GROUP INVESTMENT
FUND and agree to be bound by the provisions of the Trust Deed. |/We appoint
Fund Managers Otago Limited as my/our agent for the purposes of making this
investment and any subsequent investment and authorise Trustees Executors
Limited as my/our agent to deduct trustee and management fees and to act on
the direction of Fund Managers Otago Limited.

I/We acknowledge that my/our investment in the No 2 Fund and returns on
my/our investments may fluctuate in value.

Lump Sum
1/We wish to invest a lump sum of: ‘ $ ‘
(Minimum investment of $500)

Regular Instalment
1/We wish to make regular savings ‘ $ ‘
contributions of:

On a weekly / fortnightly / monthly (circle one) basis
beginning:

An automatic payment authority will be sent to you on receipt of your signed
application form.

Your Payment
D My/Our cheque is attached, payable to NZ Mortgage Income Trust
(No. 2 Fund) Group Investment Fund and crossed “Non Transferable”

Income Payments
My/Our income from the NZ Mortgage Income Trust (No. 2 Fund) Group
Investment Fund is to be (tick the appropriate box):

D Reinvested in further units free of charge or
D Transferred to my bank account:
Bank Account Name

Bank and Branch

Bank Account Number

OO0 D000 OoOoo0ood o)

Bank Branch Account Suffix

or attach a deposit slip

Please select your withholding tax status

(a) NZResidents
Please circle your Withholding Tax Rate:

Individuals RWT Rate Income range
12.5%* 0-$14,000

21% $14,001 - $48,000
33% $48,001 - $70,000
38% $70,001 or more

*The lower rate of 12.5% is only available to individuals who have a reasonable
expectation of earning $14,000 or less for the year

Trusts/Companies

12.5% Testamentary trusts only

30% Companies/Trading and other Trusts

All other trusts select from Individuals RWT rates above
0% Exempt Withholding Tax

(this requires an exemption IR15 certificate to be enclosed with the application)

IRD Number for tax deductions

1 1 | |

*Please note: If no IRD number is supplied, Residents Withholding Tax will be
deducted at 38%. If you supply your IRD number but do not elect a Resident
Withholding Tax rate, the rate will be 38%

(b) Non Residents:

Non-residents will have non-resident withholding tax deducted at the rate
applicable to their country of residence, or may elect to have an Approved Issuer
Levy deducted at the rate of 2%. If you are an overseas investor please contact
your adviser to discuss the requirements relating to your tax position.

Country of Origin:

Please deduct an Approval Issuer Levy at the rate of 2%. I:l

Existing Investors
If you are an existing investor in the NZ Mortgage Income Trust (No. 2 Fund) Group
Investment Fund please indicate & supply your existing investment No. (if known)

Investment
l:l Yes l:l No Number

Investments by Children

| confirm that the funds invested pursuant to this application are the funds of the
child in whose name they are invested, and | acknowledge that | am responsible
for any gift duty which may arise as a result of any gift from myself or any other
person to the child concerned.

Indemnity

I indemnify Fund Managers Otago Limited and NZ Mortgage Income Trust

(No.2 Fund) from any loss or damage either of them may suffer as a result of any
claim brought by the child in whose name the funds are invested in respect of the
investment or any funds withdrawn from the No.2 Fund by or on behalf of the child.

Identification

The Financial Transactions Reporting Act 1996 requires verification of all new
investors’identities and you may be asked to provide acceptable identification
before your application is approved. You will also need to provide identification
under the following circumstances:

1. If your cheque or bank account direct credit is not in the name of the
investors overleaf

2. If you offer a bank or third party cheque, or a bank draft for the investment.

3.If an application is made by two or more investors jointly and only one investor
is named on the cheque, the other investor must provide identification.

The identification requirements under these circumstances are your passport,

or two other forms of acceptable identification (such as driver’s licence, firearm’s
licence, birth certificate, marriage certificate, community services card, tertiary
institute ID card, bank statement or utility bill (in either case showing the investor’s
full name and address)). Please only send certified copies of these requirements to
Fund Managers Otago Limited or provide originals to your adviser to copy.

Where there are three or more trustees or executors/administrators, one trustee
or executor/administrator may be noted on the application form as a principal
facility holder and identification supplied for that person. By signing the
application form trustees certify that the application form has been properly
executed by the trustees in their capacity as trustees of the trust and they have
not resigned or received any instructions or information of the revocation of the
appointment as trustees and they are all trustees of the trust.

Applicants which are companies may be asked for identity details of the
company'’s directors and shareholders.

If an application is made by a person under a power of attorney or as agent,

a copy of the appointment as attorney or agent must be attached to this
application and the attached certificate of non-revocation of power of attorney
(for attorneys only) completed.

Signature
Signed by:

Full Name
Relationship to child (if applicable)
on behalf of at
Full Name of Child (if applicable) Place
on Date

Certificate of Non-Revocation of Power of Attorney
Complete only if this application is being signed by attorney)

I, Full name
Occupation
of (address of attorney)

HEREBY CERTIFY THAT:

By Power of Attorney dated the day of

(Name, occupation of person for whom attorney is signing)
(“the Donor”) appointed me his/her/its Attorney on the terms and conditions set out in
that Power of Attorney.

I have executed the application for units printed on the face of this form as Attorney
under that Power of Attorney and pursuant to the power thereby conferred upon me.

At the date of this Certificate | have not received any notice or information of the
revocation of that Power of Attorney by the death (or winding up) of the Donor or
otherwise.

at on

place date

Signature of Attorney

FOI’ Offlce Use (tick each box or enter appropriate number after completion of each task)

Date Received Date Banked IS CcD

C No. I No. Letters|L







