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AOne of the great things | see in Blue Sky
- John Kain, Blue Sky Chairman

THI' S RESEARCH REPORT EXPRESSES SOLELY OUR OPI NI ONS. Use GI aurrisksThiRremre

and its contents are not intendedo® and do not constitute or contain any financial product advice as defined in the Australian Corporations Act 20Be(@tge

this document has been prepared without <consi der atnéedsnoirdormatiomiy thisrgpercshotild be
construed as recommending or suggesting an investment strategy. Investors should seek their own financial, legal ardriarsmhdt of any decision regarding ar
securities discussed hereiffou shoud do your own research and due diligence before making any investment decisions, including with respect to the secsstes
herein. We have a short interest in Blue Sky®os priceootskch mstrumert deelindtidase refer ts
our full disclaimer located on the last page of this report.

COMPANY: Bl ue Sky Al ternative I nvestments

INDUSTRY: Alternative Asset Management

Blue Sky Alternative Investmentsi mi t ed ( ABIXe:SkyB L @& Cafnfieep )i i s an AL
manager with a purportegB.9 bilionof f ee ear ni ng as A ¥ MpasaiDedeenber 20EBRua (
Sky also claims to have achieved %% Internal Rate of ReturnlRR) net of feesince inceptionDriven by the
supposed rapid i ncr andfantastic ported pexfemaecer Bli mg 6 SKMWds ma
hasgrown exponentiallyo nearly$1 billion.

Price (as of close
03/27/2018:

AU$ 11.43

But all is not as it seems. We believe that Blue Sky is significantly overstatfieg garningdAUM by reporting the
gross value of certain assets as AUM instead of the fair value of the capital invested. Based on our ana
esti mat e t heal tee dBrhingdUNIK at dost $1.5 billige3% | ess t han Bl ue S

Market Cap:
AU$ 885 million

We bdieve Blue Sky compensates for its overstated AUM by charging clients egregious management fees
can reach up td 7% of the capital invested in Blue Sky funds and are chargespectiveof the performance of the
underlying investment. Because isve or s wi | | soon wise up, we Vi e
unsustainable. In other cases, such as private equity, we present evidence that Blue Sky has overstated its
many investments (a practice we believe is systematic). Thtbegbverstatement of AUM and returns, Blue S
inflates its current revenue and profits, driving up its stock price and attracting further capital.

Daily Volume:
111,000 shares
(30 Day Avg)

Bl ue Skyds mai n br oAkUlrs,the kég drigenof revenues laral ultmstely the share price
the Company Blue Sky likes to compare itself to tiSted alternative asset manageépollo, KKR and Blackstone
have & enterprise valughich is on average3% of theirfee earningAUM. If we apply the same ratio to Blue Sky
and factor in a corporate governance discowrd, esti mate that the Co mpGbpey

share.
Shares 1. Blue Sky Wildly Exaggerates its Reported Fee Earning AUMBasedn our review and analysis of the asse
. in Blue Skybés portfolio, we believe that Bl ue
Outstandlng t he asset -eaminganyestedocapitaf. Breaking down AUM by asset classgstimate that Be
- Skybés real f e emostdls5billion gnd AvenMhisiestimadetis likely far too generous, becau
77 million gives full credit to Blue Skyds claims regardi

a. We Estimate RealEstate AUM is no morethan $683.5 million Reputable asset managers, includi
KKR and Blackstone, define fee earning AUM as the fair value of invested cAligdielieve that the
Company reports real estdée earnindAUM as thegrossvalue of the assetgcluding the indebtedness
on its property developments By doing so, we believe Blue Sky vastly overstates its reported fee ea

GRG Valuation

AUS$ <2.66 AUM.
According to the Company, real estate relate
meaning the value of investedpital in such properties should be $1.9 billion. But based on our revie
Bl ue Skybés real estate portfolio, including

homes, commercial property and other related investments, we belie@ubky is reported the gros
value of its investments as its AUM.n€e we net off third party debt and JV equity, we estimate that 1
maximum equity attributable to Blue Sky in this segment is just $683.5 millitm our opinion, Blue Sky
overstatedts real estate AUM by at lea9x.



https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://www.asx.com.au/asxpdf/20180219/pdf/43rp989zwxq4mc.pdf
https://www.bloomberg.com/quote/BLA:AU
https://my1.morgans.com.au/r.cfm/873AE79D-1A87-4D04-B7AE-9521D322241F
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b.  We Estimate Agricultural and Resource AUM of $315 million.Investments in real assets, a term Blue Sky uses to des
agricultural and Agrieutualland Resouréey e s r mpmotr ¢ e iy feecanmmngiUM,e
meaning the fair value of Bl ue Skydés equity in suc
under pinned b yendBdvates funSKiatrsund pVehen we called the Company to inquire about invest
in the Water Fund, a sales reprAhAddnwasi ieot Dh dovelsaged
identified four additional single asset funds in this segment. When we break down the maximum amounts invested
assets using the underlying fund document saximumdAUM fou
Bl ue Skyoés Agr i cimesdtmentaid $31b milionResour c e

c. We Estimate Private Equity AUM at most $419 million. Blue Sky claims that privatequity comprises the remaining
25% of its AUM, meaning the value of its invested capital in this segment should be $975 million. Blue Sky currently
33PE investments whichitcategpre s as ei t her gr &/@t)h. orYeste nad uxCl & aipn M
Bl ue fRadshippVCFun &¥C 2060 ) reveals that Bl ue SKhusinesseseas average
just $5 million per business. If we assume thé€eassets appreciate in value at the claimed IRR of 13.9% (and fa
record, we doubt it), we estimate an AUM of $I8million for the VC asset classThrough additional fund documents ar
Bl ue Skyds public discl os urteiz,of 2 émillems foriBimaSkerenminingagvreor w

investments. A similar calculation yields an estimated fee earning AUM1&.&ehi | | i on i n Bl ue S
Together we estimate that Bl ue Skgnbisnomerethar $@milionnand tAsL
is if we give full c¢credit to Blue Skydés mar kups ous.

Evidence that Blue Sky misrepresents the performance of its investmentBlue Sky has reported an impressive 15% IRR
of feessince inception in 2006. To put this in context, if such returns are true, Blue Sky is one of the best asset manac
entire world over the last decade. But there is good reason to be suspiSiogs. inception, Blue Sky has only exited !
investments, an average efider year, of which large numbenave been residential property developments around Queens
As aresultthe vast majorityp f Bl ue Skyds r epor t edarkueadf nealized investmentssstill ingesit
in its portfolio. We believe that Blue Sky has been overstating its financial performance by aggressivehjustifiablymarking
up the value of its unrealized assets. @wsis ishbasedontwocatgor i es of evi dence: t he
financial statements, the second is documented examples where Blue Sky has, in our opinionyetstatgedhe performance
and value of certain investments.

Blue Sky raises capital

BlueSky :
Alternative Thinking
Profits and share Proceeds invested
price increase in illiquid assets
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nvest ment

a. Ballooning Receivables andDeteriorating Cash Flows Over time, inappropriately inflating the value of unrealiz

investments begins to distort the financial statements of an asset manager because its receivables balloon with t

performance and management fees. InBlug&®ks cas e, receivables have grow
revenues as of H1 2018, up from just 45% of revenuce
free cash flow has deteriorated despite seemingly impressiee pegfits. This is, in our opinion, a telltale sign of oversta
performance.

b. Foundation Early Learning is 108x levered Blue Sky has marked up its investment in Foundation Early Learning (F

a rollup of day care centers, by 42% since 2014. Bkietouts FEL as one of its best performing investments. Yet accol
to its publicly available accouavdargeattrEIL®SFYp20hTing
EBITDA was just $1.8 million in FY 2017 and thahas a tartling net debt to EBITDA ratioof 18. Gi ven FEL
cash flow andexcessive leverag&EL looks closer to financial calamity than a successful investment warranting a m
in value.



http://blueskyfunds.com.au/what-we-do/real-assets/
http://blueskyfunds.com.au/wp-content/uploads/2017/07/BSAAF-Report-June-2017-v2.pdf
http://blueskyfunds.com.au/what-we-do/private-equity/
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C. Billion Dollar Burrito. Beach Burrito was Blue Skyoé6s first fiVvCo
December 2006 tiund the opening of the very first store. @@ handful of investments were made in 2006, hence tweal
the value of Beach Burrito can skew the fisi nc ¢day rtdse
therefore alarming that Blue Sky has marked up its initial 2006 imesdtin Beach Burrito a suspicioddx If we assume no
debt, then Blue Sky i s cl| ail2sites(gne testaurtant abfumlyutinattaber 2047, haillg
a sign of growth) is $62 million or 31x tlierecastecdEBITDA. Blue Sky values a fast foddexican restaurant chain at $
million per restaurant, which is | aughabl e. S u c htelar
fisince inceptiono performance.

d.  Vinomofo: Strapped for Cash and Missing Growth Forecasts.Blue Sky invested $25 million for a 22.7% stake in Vinomc
in February 2016. By December 2016, Blue Sky had already claimed a 9.3% IRR on its investment. Yet Vinomafssdc
its forecasted revenue targets (despite doubling its marketing expenses) and continued to burcetr@aigin alarming rate
Publicly available financial s s h o wnegative$6.3 milliomforfd éndirfgJune
2017. By June 2017, Vinomofo only had $2.2 million in cash left. At that run rate, Vinomofo will likelyut of cash without
further investment or financing. Given that Vinomofo is struggling to grow and hemorrhaging cash, it appear:
underperforming, not meriting a markup in value and a claimed 9.3% IRR.

e. Failureto THR1VE. In2015 Bl ue Sky i nveEhsveoe)d, iwh iTcHhR1loWwEn s( liand oper &
scattered across Australian malls. Blue Skyesiged at an implied valuation of $8.4 million, 1.0x EV/revenue. In 2017, t
Sky announced a $10 million follean investment in Thrive at an implied valuation of $30 million, and a ludicrous :
EV/revenue mul t i pdnmvestmeBt maeit afpkayas houfhatd 201G imvestment is thriving (pun intenc
when in reality Thriveds growt h negatve .8 millidn @ @Q15to ah Bven more
dire negative-$2.1 million in 2016. Over that same periogyvenues grew by just $2 million to $9.4 million. By making
follow-oninvestmentataal uati on deter mi ned ,BlodS&ywas fraetto oBersiate theSvklye @fsThri
and collect an upfront fee of 14% of the total invested capité believe the data clearly indicates that Thrive is flailing, ¢
that Blue Sky has overstated the performance of its investment.

f.  Viking Dunnies: Bad Smell. In 2008 Blue Sky invested $2.7 million in Viking Rentals, an Australian renter of pottélbls.
From the start, Viking underperformed Blue Skyds fore
in 2009 (28% less than forecasted), and $1.7 million in 2010 (41% less than forecasted). Despite poor underlyiagqeer
Blue Sky marked up its investment by 3.7x and raised a new fund (EC 2010) to buy out previous investors at the higimer
In 2015, Blue Sky sold its investment i n VBayfrontg) .t conta
does not have a website, and the only employee publicly identified with it does not even list Bayfront on his CV. A§SC

reveal Bayfrontés fAprincipal officed is a modest nrwhcs
really put up the money to fund Bayfrontds acquisiti
g Lenardods @rlyuien SkFyowlIn.i ti ally invested $3.3 million i
of chicken shops. Lenarddés i mmedi ately underperform
65% | ess than forecast at the time of the Co mpranvegsinent
fromanewind (EC 2010) of $7 million to buy out its prev
in 28 mont hs. Similar to Viking, despite the fact thet

value ofits initial investment, then used a follean investment to bail out old investorghis is quintessentially Quintis.

h. HeyLet ds Over st 8lueeSkyRnwastedoir Hey ets; @ social networkdi, in July 2014. In an April 2017
investment presentation, Blue Sky claimed an 8.5% IRR on its investment. This is remarkable as Blue Sky admitted tha
was in the process of beifiguidatedin an investment memorandum datddrch 2017. How couldBlue Sky claim such a
return on an investment that appears to have been a total loss?

3.  Blue Sky Gouges Australian Investors with Extortionate FeesBecause of fee pressure on asset managers in recent years
the worl ddés best can charge some variation of 2/ 20: riat
of Bl ue Skyods i nvest ment d oSky coesistensly, chavged Adsiradian dnvestorg extortioh
managemerfees as high as?%. These are not performance fees tied to the success of the investments. Rather, Blue Sky
such fees up front and labels them as management fees, estatliifd@nedue diligence fees or other advisory fees. Not only
Blue Skyés ludicrous upfront fees an abusive practice
revenues will continue to shrink as it runs out of suckers tspely exorbitant fees.

4.  Those Who Know Best, Sell We believe that as AUM grows, Bl ue Skyt¢
bigger and bigger. We expect that this scheme will soon collapse, so itis a significantred flag ¢hatBlk y 6 s f oun d
Director Mark Sowerby abruptlgesignedin September 2016 and had sold 50% of his entire holdings that year, pocketin
million. To us, he timing is no coincidence. We believe that if Sowerby had confidence in Blue Sky, he would not have exit
a |l arge block position so quickly. But dlisalosunes,wnhoartopinioa
Sowerbywassélng out before the Companyds share price ine



https://www.morgans.com.au/~/media/PDFs/BSAI-Investor-Day-2015-Booklet-F.ashx?la=en
https://www.beachburritocompany.com/venue/bondi/
https://www.beachburritocompany.com/venue/bondi/
https://www.broadsheet.com.au/melbourne/food-and-drink/beach-burrito-fitzroy-has-closed
http://www.afr.com/technology/vinomofo-misses-blue-sky-revenue-forecast-amid-consolidation-20170716-gxce4vhttp:/www.afr.com/technology/vinomofo-misses-blue-sky-revenue-forecast-amid-consolidation-20170716-gxce4v
http://www.smh.com.au/business/retail/blue-sky-buys-into-growth-of-clean-fastfood-chain-20151121-gl4nlx.html
http://heylets.com/about/
https://industrymoves.com/moves/blue-sky-founder-and-md-to-step-down
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VALUATION

Bl ue Skyo6s mai slainbsthatAldvris the Kay drigea of evyenues and ultimately the share price of the Compa@iye
Sky compares itself to Uiisted alternative asset managers, which trade at an average multiple on enterprise value to fee earning

0.13x By comparison Blue Skyds shares ar e 0.23% ¢ evansts claimed fee sarnin

AUM.
Blue Sky Trades at a Premium to Prestigious US Based Alternative Asset Managers
$M Mkt Cap EV FEAUM EVIAUM
Blackstone 51,280 69,631 435,003 0.16x
KKR 22,439 24,391 152,338 0.16x
Apollo 16,463 19,727 219,179 0.09x
Oaktree 8,038 13,184 104,534 0.13x
Ares 6,135 13,446 94,042 0.14x
Carlyle 9,479 14,342 161,623 0.09x
Average 18,972 25,787 194,453 0.13x
Median 12,971 17,035 156,980 0.13x
Blue Sky 885 916 3,946 0.23x

Source: Bloombergzalculated as oMarch 27, 2018

Investors are pricing Blue Sky at a premium to the private equity powerhouses such as Blackstone and Apollo. Nothoalyrismnsiwen
entirely unjustified, but in this report, we presentexhaustivdbodyofe vi dence t o support our inv
earning AUM is a fraction of what it <c¢l ai ms. F u r tetioetionate
managemenfees used to gouge unsuspecting investors (which we view as unsustainable) or dubious receivables based on wil
to be Blue Skyds systemic practice of overstating the va

Based on our anal ymaximymesvearnihnghAUM ik noBrlora than $killjod, $3% below the $3.9 billion in fee
earning AUM that Blue Sky reports to investors.

Fee Earning AUMis Grossly Owerstated

Funds AUM Glaucus Downside on
Segment analyzed reported Estimate | reported AUM
Real Estate 39 1,950.0 683.5 -65%
Real Assets 6 975.0 315.3 -68%
Private Equity 33 975.0 418.6 -57%
Hedge Funds 1 46.2 46.2
Total 79 3,946.2 1,463.6 -63%

Source: Glaucus Calculation

In addition, we think that Blue Sky should trade at a discount to blue chip assgensdnecause of the multitude of corporate governa
concerns identified in our analysis.

Blue Sky is Worth a Fraction of its Current Share Price

$M
Glaucus AUM Estimate 1,464
Peer average EV/IFEAUM ratio 0.13x
Glaucus calculation of enterprise value 187
Less net debt 31
Capital raise March 2018 100
Implied Market capitalization 256
Shares outstanding 77
Estimate of stock price ($) 3.33
Glaucus corporate governance discount 20%
Glaucus estimate of stock price ($) 2.66
Current trading price ($) 11.52
Stock downside -17%

Source: Glaucu€alculation

Our valuation implies a market capitalization of $256 million a®@laaicus adjusted share price of $2.66/% below the currenshare
price of $1143. That said, we believe that this valuation is likely far too generous to the Company because it gives full credit
Skybés reported per f or mbedlievas significantly a/erspated Wefthereforethink wauid behreasorable fol
investors to value Blue Skyb6és shares even | ower . Wher e

4


https://my.morgans.com.au/research/7855D97C-27E5-451B-B053-164ABC4F88C0.pdf?u=9b6e4620-b777-4faa-824c-18d547e2ca31
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BLUE SKY WILDLY EXAGGERATES ITS FEE EARNING AUM

Bl ue Sky Alternative Asset BMaSkwa gte m@mfangl)i mist eadn (AAUSSXt:r aBlLi.
manager with a purportegB.9 billionof fee earninga s s et s u n d e rA Urvies af Pecemder 2017,

Substantial growth = I Fee-earning AUM stood at $3.9b at 31 December 2017 (up ~$1.2b over the last year) |
in fee-earnin

assets underg = Expected to be between $4.25b - $4.75b at 30 June 2018

management (previous guidance was $4.0b - $4.5b at 30 June 2018)

(‘AUM’)

= Target of $5.5b - $6.0b in fee-earning AUM by 30 June 2019
(previous target was to exceed $5.0b by 30 June 2019)
= Growth supported by long-term global growth in allocations to alternative assets
Source: 1H 2018 Investor Pregation

This capital is invested across 80 individual funds spread across three main asset classes; real estate, private equity
and agricultural and resour ce asAgedulwral @ Resburcass. wat BF Je (
Sky claims to have achieved.a% Internal Rate of ReturnRRR) net of feesince inception Driven by the supposed

rapid increase ififee @arningpA UM, Bl ue Sky 6s madoubkedn tvwyqars tmaarlyisZzbélibn on has

In its prospectus and earlier annual reports, Blue Sky differentiated betwesarfésg AUM (then called FUM) and

AUM, but the Company has since abandoned glistinctions For example, on the March 2018 capital raising
conference call, Managing Direct Robert Shand stated that Bl amard&gflky fionl
deployed, and is therefore fee earning.

But all is not as it seems. We believe that Blue Sky is significantly overstating its fee earning AUM by reporting the
grossvalue of certain assets as AUM instead of the fair value of the capital invested.

Blue Skyés public filings give very | imited disclosure
Companyb6s financi al st ainhgisaaisst Blanagement feeshdve dorsistentlyiapgadthes o me t
rapid growth of fee earning AUM. For example, from FY 2018TWM H1 201 8, Bl ue Skyds repo
AUM increased from $1.35 billion to $3.9 billion, yet management fees only increase@2®million to $41 million

over that same period. If management fees are charged as a flat fee on AUM, why would management fees not
increase lock step (or close to lock step) with reported fee earning AUM?

Management Fee Grew Slower than AUM

$M FY 2015 FY 2016 FY 2017 LTM 1H 18| Cumulative
Reported Fee Earning AUM 1,350 2,100 3,250 3,900

Growth % 108% 56% 55% 20% 189%
Management Fees 25 31 33 41

Growth % 78% 25% 8% 23% 66%

Source: Blue Sky Public Filings, Glaucusl€idation

In late 2017, we contacted the Company about making an investment in one of its funds. A sales representative
disclosed that 50% of Blue Sky AUM was allocated to real estate investments, with the remainder split between
Agricultural and Resourcée nvest ments and private equity. This spli
performance fee revenues across asset classes.

! Returns are remarkably similar across the three main asset classes. Therefore, performance fee revenues shouldibatargifatienalUm
of each asset class.



https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://blueskyfunds.com.au/wp-content/uploads/2018/02/1H-FY18-Results-Presentation.pdf
https://www.bloomberg.com/quote/BLA:AU
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AUM Split Performance Fee Split

Hedge Funds

Private Equity
25% Real Estate Private Equity Real Estate
499, 22% 47%

Source: 1. AUM split: Blue Sky Sales Representative 2017
2. Performance splitMorgans Presentation 2016

If Blue Sky is telling the truth about its fee earning AUM, then we should be able to verify that the value of its invested
capital in real estate inviesents is $1.95 billion, the value of its invested capital in Agricultural and Resource assets

(such as water rights) is $975 million, and the value of its invested capital in private equity (including growth

investments and venture capital) is $975 millio

Yet after reviewing the underlying investments we esti
this reported figure and that Blue Sky is inflating its repoAEid .

1) We Estimate thatReal Estate AUM is no more than $68.5 million

Bl ue Skyb6s touts its success as a real estate investor
p.a. net of fees in this segmeitce 20072 As of Decembr 30, 2017, Blue Sky claimed to have $1.95 billion in real

estate assets spread amongst dozens of funds in residential property, student dormitory, retirement living developments
and commercial property.

We believe that Blue Sky materially overstatssreéal estate AUM by counting tigeoss valueof its real properties
as AUM rather than the fair value of its equity investment in such properties.

The basic premise behind real estate or private equity investing is that asset managers borrow much of the capital
required to purchase and develop an asset. For example, if an asset manager buys a real estate development worth
$100 million, the asset mager will typically invest $30 million in equity and borrow $70 million from a bank.

In our theoretical example, credible asset managers like KKR and Blackstone would reporti¢eaeénringAUM

of the project is $30 million, the value of the invexbtapital. As the fund manager would not typically earn fees on
the $70 million borrowed from the bank to complete the transaction, this borrowed money would not be included in
its reportediee earningAUM.

2Pg. 31
3 H1 18 Blue Sky Investor Presentation.



https://www.asx.com.au/asxpdf/20161013/pdf/43bycgg50trw0c.pdf
https://blueskyfunds.com.au/what-we-do/private-real-estate/
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Real Estate Fee Earning AUM Exampli

Peers Blue Sky
Gross Value of Property 100 100
Equity (Invested Capital) 30 30
Thrid Party Debt 70 70
LTV 70% 70%
FEAUM Claimed 30 100
Blue Sky FEAUM Overstatement 3.3x

Source: Glaucus Calculation

We believethat Blue Sky unjustly inflates its reported fee earning AUM by, using the above example, reporting the
AUM of the project as $100 million, including both the $30 million in invested capital (on which Blue Sky earns fees)
and the $70 million in debt borre@a from banks to complete the purchase on which, critically, BluedS&g not

earn fees

To our knowledge, no other asset manager defines fee earning AUM in this way. We contacted the leading asset
managers who invest in private equity, real estadea#ternative assets, including KKR, Apollo and Blackstone. Each

of them defines fee earning AUM as the fair value of their invested capithhot the gross value of assets,

companies or real properties Bl ue Sky candt c | aquirk, bedauss ASK fistedsassate s or t
managers Magellan Financial aRdral Fundsalso use the proper definition of fee earning AUM as the fair value of

invested capital.

By overstating its fee earning AUM, we beleethat Blue Sky not only defies standard reporting practices followed

by major publicly |listed asset managers, but it unjust./|
deception, we believe it is critical to go back to its IPO prosisesthere in our opinion, Blue Sky first began to

overstate its fee earning AUM.

In its originaf IPO prospectys Bl ue Sky reported that its real estate A

AUM) . Bl ue Skyés prospectus included the following ta
unrealized investments.

AUM IRR (%)
FUNDTYPE | Coumencement | Reausep | [ASATI0 | IASATa0
JUNE 2011) JUNE 2011)

BLUE SKY PRIVATE REAL ESTATE

Paddington Terraces Syndicated Direct May 2007 June 2008 $3m 41.6%
Investment
Kelso Investment Unit Trust Trust [closed) January 2007 November 2008 $im 21.5%
-l\rlll—:?: Way Development 1 Unit Trust [closed) July 2007 April 2010 $8m 1.0%
;Artg Way Development 2 Unit Trust [closed) August 2007 Unrealised $25m 11.2%
Milky W. 4 Uni
Trts.): ay Development & Unit Trust [closed) March 2009 Unrealised $36m 19.0%
EL[;ZSJ‘V RAMS Plantations Trust [closed) April 2010 Unrealised $12m 15.6%
Brisbane Eight Mile Plains Trust [closed) June 2011 Unrealised $15m n.a.
Trust
AUM as at 30 June 2011 [excludes realised investments) $89m
Average IRR (%) 14.1%

Source: Blue Sky 2011 IPO prespus

4 Blue Sky included this AUM breakdown in its first IPO prospectus, dated November 16, 2011, which can be found on Bloospi@ays/,
a week later, this information was taken out of a subsequent IPO prospdutoigted to the Australian Securities Exchange.



https://ruralfunds.com.au/
http://news.iguana2.com/bluesky/ASX/BLA/237617
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Our analysis shows that Blue Sky was overstating its real estate AUM in its prospectus by inclugingshalue
of the properties and not, as is proper, simply the value of invested capital.

I n the Companyds | PO ptrhatpech@sAUMEI uer Skiye r Bipiovlkyy edWay D
Ponob) was $25 million as of June 2011. But the investr
2007, cledy stated that the futugross value of the development will be $24.4 million, and that Blue Sky invested
only $4 million of equity in the development.
Revenue
[Total Sales - 70 units 24,400,000
Interest Received 66,619
Less GST (1,981,818)
Less Selling Costs (1,164,000)
Net Revenue on Sale of Units 21,320,801
[Equity 4,000,000]
Debt 8,000,000
Return on Project 20.0%
Return on Equity to Investors 77.6%
IRR (over 26 months) 35.4%
IRR (after Performance Fee) 30.0%
Source:Riverway Point Supplementary Investment Memorandum 2007
Put simply, when Blue Sky referred to the AUM of its real estate investmeRivarway Point in its initial IPO
prospectus, it was mischaracterizing AUM as the gross value of the property, not the equity invested in the project by
the fund®
This overstatement appears systematic. Blue Sky stated in its initial prospecties Atwi¥itfor theKelso Investment
Unit Trust( Kelscd) was $4 million, as of June 2011. The invest
staed that Blue Sky invested only $1 million of equity to develop the property, and raised $1.8 million in debt to
complete the project. Thetal project value, as reported by Blue Sky in 2007, was $2.8 million.
Project Value
Investment
Project Manager Blue Sky Private Equity
Structure Unit Trust
Return on Shareholders Funds 37.4%
Forecast IRR 21.4%
Source:Kelso Investment Memorandum 2007
We think it is obvious that the Companyés reported AUM
|l i ke Riverway Point, was Blue Skybés estimate of the g
investment.
We find the same pattern in analyzing the remaining r
prospectus even thoughe were unable to obtain the underlying investment memoranda. In its prospectus, Blue Sky
stated that the Brisbane Eight Mile Plains Trust development, knoWem@isus Ong @entru® ) , had an AUM
$15 million as of June 2011. Blue Sky disclosed that Centrus isumiB&partment block completed February
2013 Bl ue Skyds disclosures imply an aver agkidometeasl ue per

away from Brisbane City. Domaprovidestransaction history of properties in Australia. The record showed that the

5 This is corroborated by comparing the reported Riverway Point unit sale price $348,571 with thavacagal salprice of units in that

development; $354,000
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units of Centrus were sold, on average, at $339,35animg that Blue Sky was clearly, in our opinion, conflating the
fee earning AUM of Centrus with the gross value of the entire development.

Blue Skycompletedthe RAMS Plantab n's Fund d @mangatioadp)meinnt Jciit ober 201 1. As
property was still under construction. Blue Sky stated that the AUM for the Plantations in its IPO prospectus was $12
million. This implies a value per apartment of $285,714. Hlaatations is locate8l7 kilometerfrom Brisbane. An

Australian property websitehowsthe units of Plantations were sold for $310,824 on average. Again, to us it is
obvious that in its prospectus, Blue Sky reported the AUM of Plantations as the value of the entire development upon
completion (equitynvestment plus debt), even though it does not earn fees on debt raised to build the apartments and
had yet to finish construction.

The same is true for the fourth and final ChsRPe®oimi¢ al est e
Blue Sky reported an AUM of $36 million for Castle Point in its IPO prospectus. This implies a value per apartment
of $352,941. Australian property websiteowsthe units of Castle Point were sold at 353,500 on average.

AUM Per Unit Is Value Per Unit

Residential Reported  Numberof Implied value  Avg. Price
Development Fund AUM ($ M) units per unit ($) Sold Postcode
Riverway Point Milky Way Development 2 25 70 357,143 353,519  Condon, QLD 481
. . Belgian Gardens
Castle Point  Milky Way Development 4 36 102 352,941 353,500
! fly Way Develop ’ ’ QLD 4810
Plantations Blue Sky RAMS Plantations 12 42 285,714 310,824 Beenzazlgg, QLD
. i . . Eight Mile Plains,
Centrus One Brisbane Eight Mile Plains 15 38 394,737 339,357 OLD 4113
Total 89 252 353,175 344,260

Source: Blue Sky IPO Prospectdsmain.com.ajrealestate.com.guGlaucus Calculation

Blue Sky reported a real estate IPO AUM of $89 million from the four developments we discussed above: Riverway
Poin t , Pl antations, Centrus and Castle Point. From our
Companydés assessment of the gtossrdaefrueoobsthmaeedB8Veak
AUM associated with its residéal developments, we can extrapolate based on the ratio of equity to project value in
Bl ue Skyds projects for which the underlying invest men:

The investment memoraunrh for the Riverway Point development shows an Equityto®al&TVio ) r ati o of 3
for the project (i.e., $7.7 million in fair value of equity on a $24.4 million project).

Equity To Value Of Riverway Point Project Is 31%

$M % ofValue

Riverway Point Reported Property Value 24.4 100%
Less:

GST & Selling Costs (3.1) -13%

Costs of Project/Other (17.6) -72%
Total deductions from Reported Property Valug20.7) -85%
Net Development Profit 3.7 15%
Project debt 8.0 33%
Equity Invested 4.0 16%
Fair Value of Equity 7.7 31%

Source: 1RiverwayPoint Supplementary Investment Memorandum 2007
2. Glaucus Calculation
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Blue Sky, like other real estate developers, tends to borrow a significant portion of the construction costs for their
property developments. Accordingly, in our analysis we asshatétte Equityto-Value ratio for the Riverway Point
devel opment is |likely consistent across Blue Skybs ot h

By applying a 31% ETV ratio to Bl ue SkByloue o0Skhyedrs rreead | ec
AUM was a maximum of $27 million at the time of the IPO (69% lower than reported). This implies that Blue
Skyds I PO prospectus overstated its real estate AUM by

Real Estate AUM Is 69% Lower Than Reported At IPO

Residential Equity Value AUM
Development Stated AUM  (ETV 31%) adjustment
Riverway Point 25 8 -69%
Castle Point 36 11 -69%
Plantations 12 4 -69%
Centrus One 15 5 -69%
Total 89 27 -69%

Source: Blue Sky Prospectus, Glaucus Calculation

Independent data corroborates our cosidn. In 2014 Microequities Researcpublished its initial report on the
Company. In its research, Microequities estimated the

Figure 2: Examples of past and current development projects

Project Forecast/Actual

N Gross Notes Project Timeframe Location
realisation ($)
98 apartments . q
Pt $35.5m 1.2and3 Stage 1: May 13 - Jan Belgian Gardens,
14 Townsville
bedrooms
38 apartments N . .
Centrus One $15m 1,2and3 Feb 13 Eight Mile Plains,
Brisbane
bedrooms
Riverway 70 apartments .
Point $25.4 2 and 3 bedrooms Dec 11 Condon, Townsville
) 41 apartments
Plantat
antations $12.5m 1,2and3 Aug 11 Beenleigh, Logan City
at Beenleigh
bedrooms
Kelso .
$4m 12 townhouses Oct 09 Kelso, Townsville
Townhouses
Skyring
$8.8m 28 townhouses Jun 09 Bundaberg
Terraces
Paddington $4m 8 townhouses Mar 08 Douglas, Townsville
Terraces

Source: Company data
Source:Microequities initiating coverage report Ma4®

r eal estate

The numbers reported by Microequities asghessv al ue of Bl ue Skyods
such investments |

exactly) Blue Skyb6s reported AUM for

6 Sourced from Bloomberg
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Blue Sky ReportedGross Realizatiorto Microequities Which Match Exactly with AUM

Microequities BlueSky

Fund Residential Development Gross Realizations ($M) Stated AUM ($M)

Milky Way Development 2 Unit Trust Riverway Point 254 25.0

Milky Way Development 4 Unit Trust Castle Point 355 36.0

Blue Sky RAMS Plantations Fund  Plantations 12.5 12.0

Brisbane Eight Mile Plains Trust Centrus One 15.0 15.0

Total 88.4 89.0

Source: Glaucu€alculation
The Microequities estimates, prepared at the behest of

real estate AUM in its IPO prospectus was significantly inflated.

Today there are several key segments that supposedlyunake B | u el.9 Bilkow i eepofted real estate AUM:
residential properties, student accommodations, retirement living homes and commercial property. We think it is
clear, on an inspection of 39 Blue Sky real estate related investments, that the Campaying the same tricks

today as it did at IPO.

a. Residential Real Estate AUM at most $135 million
Bl ue Skyds r ewebsiahstsinvestrhentpin 24 pesidentigl properties. Blue Sky lays out the location,

completion date and number of units per property on this website. For instance, the development referred to as the
Establishment is located in Kangaroo Point, has 105 umitsvas completed in January 2017.

Source:The Establishment, residential property website

ing our estimate of Blue Skyds true fee earni
al properties that were already sold and are |

Bl ue Skyods pr o sgeets that werelcongpletsd ptioh to ¢he Company going public: Paddington
Terraces, Kelso and Milky Way 1. In addition, a publicly traded related party named the Blue Sky Public Access
Fund ( ASX:AcceBsARund,) , (fwhi ch i nvest s anagrdchy Blse Skg Freyeals atherf und s
residential property developments which have been’sold.

7 The Access Fund is a public investment vehicle floated by Bkyein 2014 to invest exclusively in Blue Sky managed investments. As of
October 2017, the access fund hgised$224 million from the Australian plib markets. The Access Fund has a market capitalization of $249
million.
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For instance, in the 1honths ending June 30, 2017, three properties were sold according to the Access Fund monthly
reports: Alice Street Kedron Trust, Ma@treetKangaroo Point Trust and Regina Street Greenslopes Trust.

. IAlice Street Kedron Trust I

|The Alternatives Fund received a $1.44 million first and final distribution from the Alice Street Kedron Trusil:lurlng June, comprising a return of
the original $1.0 million capital outlay, a profit distribution and performance fee rebate. The profit component of this distribution is fully franked.

This represents a 36.3% IRR and 68.5% return on equity, net of fees and inclusive of franking credits, since investment in July 2014.

Investing in July 2014, the Alternatives Fund’s capital assisted the Alice Street Kedron Trust to develop a boutique 38 apartment development
known as Harvest, in the north Brisbane suburb of Kedron. After reaching construction completion in April 2016, all apartments were successfully
settled during June.

Source: Access Fund Monthly Report December 2016

¢ Residential development projects

Prior to the end of the financial year, the Alternatives Fund received cash distributions from the following residential development funds:

* |Main Street Kangaroo Point Trust ~ this project is fully exnedlhaving generated a return of 1.84x invested capital (inclusive of franking credits
and fee rebates) over a <3 year hold period;

. |Regina Street Greenslopes Trust ~ this project is largely exnedlwith 1.62x invested capital received to date. With a final profit distribution and
fee rebates to be received in the coming weeks, this fund is expected to generated a total return of > 1.7x invested capital;

Source: Access Fund Monthly Report June 2017

From public disclosures we estimate that Blue Sky has sold at least 11 of these property developments as of December
31, 2017. Accordingly, we can remove these 11 realized residential property developments from our estimate of Blue
Skyds f ee nAUM rragtinese assats should no longer be included in the calculation.

Realized Residential Developments

Realized
Propery Completion Date Location Date

Bastion Feb-17 Windsor Nov-17

The Establishment Jan-17 Kangaroo Point FY 2016
Cedar Jan-17 Greenslopes FY 2016
Empire Aug-16 Woolloongabba FY 2016
Harvest Mar-16 Kedron FY 2016
Centrus One Feb-13 Eight Mile Plains Feb-13
Riverway Point Jan-12 Codon, Townsville Dec-11
Plantations Oct-11 Beenleigh Aug-11
Skyring Terraces Jan-09 Bundaberg Jun-09
Miles Place Aug-08 Kelso, Townsville Oct-09
The Paddington Terraces 2007 Douglas, Townsvile = Mar-08

Source: Blue Sky Residential Real Estate Website, Access Fund monthly updates,
Microequities initiating coverage report May4

3 -
w ®© —

In order to value the remaining unrealized prapets i n Bl ue Skyés real estate po
the gross value of one of Blue Skyobs phes&lbrenset Flodde)N.el op
Initsinvestmen me mor andum for FIl or a, Bl ue Sky forecasted to

of $54.7 million ($488,214 per apartment).

8 We can tie these property trust names to the specific properties on the Blue Sky residential website. This is reldtydyr ssiance, it is
clear that theEstablishment is Kangaroo Point Trust. They share the same name, location and number of units. Disclosures in Microequities
research reports also provides information on which properties have been sold.
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REVENUES

Apartments 54,680,000
Management Rights 1,232,000
Total Revenue 55,912,000
Less GST 5,032,080
Less 50% of Selling Commissions 1,677,360
Less 50% of Project Manager Commissions 56,000
Less Settlement Legals 61,600
Allowance for Rates and Body Corporate 112,000
Net Revenue 48,972,960

Source: Flora Information Memorandum 2015

Blue Sky invested only $8 million of equity into the Flgnaject

INVESTMENT HIGHLIGHTS

TARGETED RETURN
ON EQUITY 51.4%
TARGETED IRR 20.2%

TOTAL EQUITY RAISING $8,045,000

The Trustee is also proposing
to raise an additional
$5,520,000 for the Project
through Apartment Transfers
[refer to Section 3 for further
details).

SENIOR DEBT FACILITY Maximum of 70% of total
Project costs.

MINIMUM INVESTMENT  $50,000

INVESTMENT TERM Minimum term of 27 months.

Source: Flora Information Memorandum 2015

On an $8 million equity investment in Flora, Blue Sky projected a 20% IRR which would grow its investment to $12.8
million upon completion.

IRR ANALYSIS
30-JUNE-2015  30-SEPT-2017
Money In -8,045,000
Money Out |
Performance Fee -652,913
Total -8,045,000 12,182,285
IRR 20.2%

Source: Flora Information Memorandum 2015
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Flora borrowed0% of the project costs, equaltoan LTVof52% FI|l or ads val ue.

PROJECT COSTS $40,589,659
FACILITY LIMIT $28,412,762
TERM 14 months from

commencement of
construction.

MAXIMUM LOAN TO
PROJECT COST COVENANT 70%

Source: Flora Information Memorandum 2015

In addition to debt, Blue Sky deducted apartment transfers and other project cost to arrive at a value of equity upon
the sale of Flora d$12.8 million; this yields an ETV ratio of 23% for the Flora project.

Equity To Value Of Fora Project is 23%

$M % of Value

Flora Final Property Value 54.7 100%
Less

GST, Commissions, others (5.7) -10%

Costs of Project/Other (40.6) -74%
Net Development Profit 8.4 15%
Source of Capital

Facility limit 28.4 52%

Apartment Transfer 55 10%

Equity Invested 8.0 15%
Fair Value of Equity 12.8 23%

Source: Flora Information Memorandum 2015, Glaucus Calculation

Accor di ng twebsi®thes @m@kyyhdisanade a total of 24 investments in residential real estate and is
currently raising capital for two additional residential projects. After subtracting the realized investments, we estimate
that Blue Sky has 15 current residential progerincluded in its fee earning AUM.

I f we analyze Blue Skyodés 15 property investments on a
AUM. Blue Sky reports the number of apartments per property. To estimate gross property valueipledti

number of units per apartment building by the average unit price Blue Sky forecasted for one of its poshest property,

the Flora, of $488,214. Using this logic, we calculate thagtbss valueo f Bl ue Skyés portfoli o,
is at mest $540.5 million (1,107 units multiplied by $488,214).

To get an equity value of Blue Skybés residential port f
properties with the ETV ratio of 25%, which is the ET)
esti mat e t haearnig/AUMassBdiated it refiderdial portfolio is $135.1 million.

952% = ($40.6 million x 70%)/$54.7 million

14
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Residential Developments AUM Is $135 Million

Est. Property Equity Value

Completion Date Propery Location #ofunts  Value ($M) ETV Ratio (Adi. AUM) ($M)
n/a Wellington Road East Brisbane Trust 71 34.7 25% 8.7
n/a Wellington Road East Brisbane Trust Il 75 36.6 25% 9.2
n/a Florence Greenslopes 107 52.2 25% 131
n/a Aura Milton 82 40.0 25% 10.0
Aug-17 The Duke Kangaroo Point 125 61.0 25% 15.3
Mar-17 Stone & Co Greenslopes 53 25.9 25% 6.5
May-16 Arbor Milton 70 34.2 25% 8.5
Mar-16 Archive Woolloongabba 69 33.7 25% 8.4
Dec-15 Mirra Toowong 20 9.8 25% 24
Jul-15 The Governor Bowen Hills 40 19.5 25% 4.9
May-15 Regents Lane Woolloongabba 57 27.8 25% 7.0
Aug-14 Pavilion Bowen Hills 36 17.6 25% 44
Feb'14/Sep'14 Lake Haven Sunshine Coast 90 43.9 25% 11.0
Apr14/May'15/ 17 Riverside Gardens Douglas, Townsville 110 53.7 25% 134
Oct-14 Castle Point Belgian Gardens, Townsville 102 49.8 25% 12.4

Total 1,107 540.5 25% | 135.1]

Source: Blue SKyebsite Access Fund Monthly RepoitvestSMARTGlaucus Calculation
Note: We apply an ETV ratio of 25% (The FIl ora Plewlppments ETV r a

The point is that even i f we make generous assumptions
per unit of the Flora development to Blue Skydés other r
from its residential real estate portfolio$4.35 million.

We cross checked our estimates of the specific gross property values against the gross realizable property values
reported by Microequities in its May 2014 research. If anything, we are giving Blue &kyuoh credit in our
valuation.

Glaucus Property Values Are Generous Compared To Microequities

Gross
Gross Property

Realization Value
Residential Developments ($ M) (Microequities) (Glaucus) Difference
The Governor 16.9 19.5 16%
Regents Lane 25.9 27.8 7%
Railway Terrace (Arbor) 325 34.2 5%
Pavilion 15.7 17.6 12%
Lake Haven 17.7 43.9 148%
Castle Point 35.5 49.8 40%
Riverside Gardens 35.0 53.7 53%
Total 179.2 246.5 38%

Source: Microequities May 2014, Glaucus Calculation

Blue Sky claims that its real estate AUM is 50% of its total fee earning AUM, or $1.95 billion. But if residential
properties contribute at a maximum, only $18#lion in fee earning AUM, can the remainder be accounted for by

the Companyds investments in student accommodations, r ¢
investments? The answer is no.
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b. Student accommodation fee earning AUM amost $198 million

Inits H1 18 presentation, Blue SKiscloses hat iits student accommodati on
nine sites in Australia.o

Private Real Estate

Student Accommodation:

= Portfolio of >5,200 beds across nine sites in Australia
= Four sites now complete and operational; remaining
sites in development and becoming operational from
2019 onwards

= No new investments made in TH FY18, but continuing to
seek opportunities to grow

= Appointed Michael Heffernan as CEO of Atira (former
CEO of Campus Living Villages’ Australian business)

= Increased ownership of Atira to 50%?
Source; Blue Sky H1 18 Presentation

Bl ue Sky discloses details of seven of these nine

SUMMARY OF CURRENT INVESTMENTS [CONT.)

Amount Date % allocated Anticipated
Fund name investedé invested? capital Target IRRE exit? Description

STUDENT ACCOMMODATION INVESTMENTS

Student Accommadation Fund 1.500,000 Dec-14 09% V20 - CY22 A project to develop and operate a purpose-bulit, 286 bed sjudent accommodation precinct in the Brisbane

suburb of Woolloongabba, close to several larde tertiary edpication institutions.
-buf, 7: i i

Student Accommodation Fund I 5.000,000 Mar-15 29% Y20 CY22 A project to develop and cperate a purpose-bullt, 733 bed sfudent accommodation precinct in the Brisbane
suburb of South Brisbane, close to several larde tertiary edlication institutions.

Student Accommedation Fund Il 5,000,000 Jun-15 25% V10 - CY22 A prme_ct to develop and operate a purpose-bu -:,_?s? bed s |:|de nl_ accommodation precinct on La Trobe
Street in the Melbourne CBD and in close proxjmity to six upiversity campuses.

. A project to develop and eperate o purpose-bulit, 415 bed sfudent ion precinet on

Student Accommadation Fund IV 3,500,000 Jun-15 2% CY20-CY22 g otin Adelaide's West End, close to Uni S, [idelaide Unjand a new $3b health and biomedical precinct.

Student Accommadation Fund ¥ 3,000,000 Mov-15 1.8% V10 - CY22 A project to develop and_ope rate a purgose-hu ft. 574 bed 5 ur_jenl accommodation precinet on Peel Street,
Morth Melbourne opposite the University of Mglbourne Parfville Campus.

Student Accommodation Fund VI 2:500,000 May-16 15% £Y20 - CY22 A project to develop and ope r..'llt @ purpose-buflt, 546 _bcd sjudent accommodation precinet in the Brisbane
suburb of Tasweng, a short distance from the Yniversity of flusensland.

~ B A project to develop and cperate a purpose-bulit, 544-bed gudent accommeodation precingt on A'Beckett

Student Accommedation Fund VI 2,500,000 Decte 1 ¥ - ez Street in Melbourne, bordering RMIT and withih walking diftance to The University of Melbourne,

Student Accommodation Fund Vil 5,000,000 Dec-16 29% Cr0-C22 A project to develop and operate a purpose-built student accommadation precinct at a prime inner-Sydney
site, in close proximity to several teritary education institutions.

Total Student Accommaodation

. 29,000,000 17.0% 13.0% - 18.0%
investments

Source:Access Fund Monthly Report June 2017

We were able to obtain the underlying doSAdone.ntTahd

portf

proj

oA fd

fact sheet states Blue Sky invested capital of $21 million and intended to raise debt of $30 million for a total project
cost of $51 million. It also states that the projected LTV for SA4 is 55% and that the development will have 415 beds.

intends to develop an architecturally d'esi'gned c.415 bed purpose built

student accommodation facility on the site.
Source:SA 4 Fact Sheet
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Investment highlights

Targeted IRR 15%-18% per annum (after all fees and
expenses but before tax), comprised of
an operating phase cash yield and capital

growth.
Targeted return on 2.2x-2.5x [net of all fees and expenses
equity but before tax).
Targeted cash yields To commence once facility is operational

(anticipated opening January 2018).
Year 1- 8%
Year2- 9%

Year 3 - 12%+

Total equity raising $21,000,000

Minimum investment $50,000

Investment term Anticipated to be between 3 to 7 years.
Anticipated debt funding ¢.55% of "as if complete’ asset value.

Financing terms are indicative and are anticipated to be completed in early 2016.

|Tntal project cost $51.0 million comprised of $21.0 million in equity and $30.0 million in debt.* |

Source:SA 4 Fact Sheet

We were also able to glean they detailss or t he Student Ac@AGmMmodaBli oa Skwnds b
raise equity of $15.75 million and debt of $39.5 million, Blue Sky also anticipated funding of $15.75 million from
Goldman Sachs, for a total project cost of $71 million. Tiogepted LTV for SA 6 is 50% and the development is

anticipated to have 546 beds at a gross value of $144,689 per bed.

& TCI ROI W Income + Growth, Unlisted £ Octe 3, &

The Blue Sky Student Accommodation Fund Number 6 is the latest in a string of purpose built
student accommodation (PBSA) developments put forward by Blue Sky. As the name would suggest,
Blue SKy has other PBSA developments built or under construction. These include facilities in
Melbourne, Brisbane and Adelaide. This particular fund supports the building of a development to
accommodate around 546 students in central Brisbane|The offer seeks to raise $15.75 million dollars
Ioul of a total cost for development of $71 mil]ionlBlue Sky is partnering with Goldman Sachs in this
development.

Another thing to be aware of is that the project will be funded partly through equity ($15.75 million
from Blue Sky funds, $15.75 million from Goldman Sachs venture capital) and partly through debt
'I‘he senior debt facility is anticipated to bei a 50% of final asset valueAlBear in mind
that in the event of the project being wound up prematurely the debtor is secured and will rank
above unit holders.

Source:Constant Investor October 2016

To understand the maxi mum equity value across Blue Sk
average gross value per bed for SA 4 and SA 6 ($138,062).
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Value Per Bed Is Comparable Across Funds

$M SA4 SA6
Equity Contributed

Blue Sky 105 15.8

Goldman Sachs* 10.5 15.8
Total Equity Contributed 21.0 315
Debt Raise 30.0 39.5
Total Costs 51.0 71.0
LTV % 55% 50%
Forecast Property Value 54.5 79.0
# of Bed 415.0 546.0
Average Value per Bed ($) 131,435 144,689

*Note: Goldman Sachs wasquiredto contribute equity to 3 existing projects
Source: Glaucus Calculation

We then multiply by 5,200, the number of beds Blue Sky claims in its H1 2018 results presentation. From there, we
assume a generous 50% LTV on the finished property to calculate the maximum equity value of invested capital in
this segment.

But there isa final step. In March 2016, Blue Skgrtneredvith Goldman Sachs to build a portfolio of 10,000 student
beds. The JV with Goldman Sachs is structured as a tyji¢abjoint ownership® Blue Sky recently confirmed in
its March 2018&apital raising presentatidhat it splits ownership of its ~5,200 beds in its studenbraccodation
segment 50/50 with Goldman Sachs.

t' = Atira Student Living (‘Atira’) is the operating
q Ira business that owns the management rights to

Student Living. each student accommodation asset in
Australia developed by Blue Sky

= | Partfolio of 5,200+ beds across nine sites in
Australia (with four sites complete and
operational)

= | Blue Sky owns 50% of Atira (with the
remaining 50% owned by Goldman Sachs)

Source:Blue Sky Equity Raising Presentation March 2018

Publicdisclosures ndi cat e that Gol dman provided 50% of tme inves
devel opments in Australia (with t Hemthoestenatddf the agexagee pt i on
value per bed, we can use Blue Skyb6s total number of r

apply a generous estate of 50% LTV, we can calculate the equity value of the projects and the amount likely invested
by both Blue Sky and Goldman in these projects.

WApressreleaser om Norton Rose, Blue Skyods | awyer, sity®Bexidtingsttdant Gol d man Sac|
accommodation projects as well as new projects.
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http://www.nortonrosefulbright.com/news/138744/norton-rose-fulbright-acts-for-blue-sky-group-in-major-student-accommodation-joint-venture
https://www.businessnewsaus.com.au/articles/blue-sky-s--1-billion-joint-venture-with-goldman-sachs.html
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Student Accommodation AUM Is $189 Million

Finished Debt Equity Value
Property LTV Goldman
Fund Beds Value (50%) |Maximum [ Sachs | Blue Sky

Student Accommodation Fund 286 39 20 20 0 20
Student Accommodation Fund Il 733 101 51 51 25 25
Student Accommodation Fund lll 789 109 54 54 27 27
Student Accommodation Fund IV 415 57 29 29 14 14
Student Accommodation Fund V 574 79 40 40 20 20
Student Accommodation Fund VI 546 75 38 38 19 19
Student Accommodation Fund VI 544 75 38 38 19 19
Student Accommodation Fund VI 626 86 43 43 22 22
Student Accommodation Fund VII 687 95 47 47 24 24
Total 5,200 718 359 359 170 189

Note: Goldman Sachs wasquiredto contribute equity to 3 existing projects
Source: 1Access Fund MonthlReport June 2017
2. InvestSMART
3. Glaucus Calculations

Based on the calculation above, we estimate that the maximum equity valueStardéet Accommodation portfolio
is $189 million. This generously assigns the completed value to all the properties in the student accommodation
portfolio despite Blue Sky assigning a blanket 2QPQ2 exit date across eight properfies.

c. Retirement Living AUM at most $149 million.

In 2017, Blue Sky also began raising capital for a retirement living investment called Parkwood. We have obtained
the underlying fund documentation for this investment.

According to the fund documents for Parkwood, Blue $lans to invest only $12.6 million of equity into the
Parkwood fund to build 2W&) I nd8peeredSkty lkistiimat gsi tt hraf.i
estimated total project value of $144 million. This equates to an average value of $551 285 pe

INVESTOR EQUITY UNDER THIS IM $12,600,000 OFFER COSTS
PROPOSED JV PARTNER EQUITY $12,600,000 Total Offer Costs $1,194,372
ROLLOVER SETTLEMENT PROCEEDS" $37,600,000
SENIOR DEBT FACILITYZ $64,700,000

Total Development Costs $126,305,628
Total Funds $127,500,000 |Tatal Uses $127,500,000
Total ILUs 261 80 89 92

Revenue [net of 2% settlement sales commission)

Total AS 144,055,100 44,266,600 49,142,100 50,646,400

Source: Parkwood Retirement Living Information Memorandum September 2017

The table above shows that while Blue Sky reports a total project value of $144 million, Blue Sky has invested only
$12.6 million in Parkwood. I f Parkwood is any indica
investments is only 9% of totakoject value ($12.6 million divided by $144 million), with the rest made up of JV

11 Access Fund Monthly Report June 2017
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partners, bank debt and rollover settlement proc&e@ther fund documents indicate that this investment structure
is typical across other Blue Sky retirement investments.

Blue Sky disclosed to thEinancial Reviewt h a t t he CdCorinded)a wiulnld,beg fla | LUs pro
completion value of $130iml | i on. Thi s i mplies a value psateshatthet of $!
Maroochydore Fund will consist of 117 ILUs with a final value of $67 million. This equates to $5%%65Mit.

From the above values per ILU stated for Parkwood, Corina and Maroochydore, we assume an average ILU upon
completion of $543,081.

Estimated Retirment Living Unit Value

Property Value ($M) Units Value per Unit ($
Parkwood 144.1 261 551,935
Corinda 130.0 250 520,000
Maroochydore 67.0 117 572,650
Total 341.1 628 543,081

Source: 1. Parkwood Information Memorandum September 2017
2. Financial Review
3. Aura LinkedIn

Like student accommodation developmentleBSky alsadevelopsretirement living properties with a JV partner,
SCCapital a r eal estate investor. Accor di ng0%bfdhe éghity Co mp ar
for Aurads retirement projects and Blue Sky funds the

11D = Aura Holdings (‘Aura’) is the operating
A i\ A business that manages each retirement living
project developed by Blue Sky

= Blue Sky has a current development portfolio
of 1,100+ independent living units across
eight sites

: |Blue Sky owns 50% of Aura

Source:March 2018 Investor Presentation

Blue Sky states that has > 1,100 ILU in its portfolio as of H1 2018.

Retirement:

= Significant increase in portfolio, with|>1,100 independent

living units now in development across eight sites

Source: Blue Sky H1 18 Presentation

If we assume the value of ILUs is consistent with values per ILU statd@aftivood, Corina and Maroochydore,

then the gross realizable value of these 1,100 ILU would be $597 niillifrwe generously apply a 50% LTV on

the gross property value, which is consistent with the Parkwood fund documefftatioigan estimate the egyi

portion of these retirement property projects. As Blue Sky contributes only 50% of the equity portion, we estimate
that Blue Skyés AUM in retirement |living segment as $1.

12 Settlement proceeds are forecasted future profits made by Blue Sky which the Company intends to reinvest in the Pagkivods pugh,
settlement proceeds are contingent on the success of earlier phases in the project, and are not invested capital.

181,100 ILUs multiplied by $534,081

14 Note that a 50% LTV for Parkwood is exceptionally generous. Blue Sky only invested $12.8 million of equity to arriegeat sgiue of
$144 million. The 50% LTV is based on Blue Sky receiving future proceedgli@first and second phase of sales in Parkwood and
reinvesting the proceeds in Parkwood as equity.
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http://www.afr.com/real-estate/blue-sky-for-aura-in-130m-retirement-deal-in-brisbane-20160926-grobqn
https://www.linkedin.com/company/aura-holdings/
http://www.afr.com/real-estate/blue-sky-for-aura-in-130m-retirement-deal-in-brisbane-20160926-grobqn
https://www.linkedin.com/company/aura-holdings/
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http://www.sccpasia.com/
https://www.theaustralian.com.au/business/property/sc-capital-aura-holdings-sign-retirement-living-deal/news-story/ca101a6370b87bac8a93c0c77bee8920
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Retirement Living AUM is $149 Million

$M
# of ILU 1,100
Est. value per ILU ($) 543,081
Property Value 597
LTV 50%
Debt 299
Equity (50/50 JV) 299
SC Capital 149
Blue Sky 149

Source: 1.Blue Sky H1 18 Presentation
2. March 2018 Capital Raise Presentation
3. Glaucus Calculation

Residatial Developments, Student Accommodation and Retirement Living represent the three largest areas for Blue

Sky. We also believe that these three segments represent the key areas where Blue Sky has chosen to grossly
exaggerate AUM. Yet, as should be olmddased on the underlying investment documents and our calculations,

Bl ue Skybés fee earning AUM (or the fair value of the i
value of these projects. We believe that, when reporting fengattyM to the market, Blue Sky fails to deduct

debt and capital from JV partners like Goldman and SC Capital.

Our sum of the parts analysis relies on estimates because Blue Sky is not transparent with investors about its portfolio.
However, we believéhat our analysis is likely overly generous to the Company because we have made a number of
assumptions in the Companyds favor.

In order to be as comprehensive as possible, we will also include our estimate of other real estate related assets in our
cd culation of what we believe to be Blue Skyods true fee
student accommodations in North America and management rights.

d. Other Real Estate Related Investments
Blue Sky has also invested in commercial property, a category by which Blue Sky refefZ88s itsvnership stake

in the Cove PrCopge).ty BIrwa pSiy Colva@i mssandging:tySDt&Inbilibnyof
equity and debt capital o across two properties, the Huq«

CO\/E = Cove Property Group (‘Cove’) is a New York
based property funds management group

that owns, develops and operates
institutional-grade commercial real estate
assets

= [ Currently managing >$US1 billion of equity
and debt capital across its first two projects
(101 Greenwich St and Hudson Commons)?

= Blue Sky owns 38% of Cove

1 38% of Cove's fee-earning AUM and 60% of Student Quarter’s fee-earning AUM is included in Blue Sky’s fee-earning AUM
2.  Cove's first investment at 2 Rector St has been rebranded and is now referred to as ‘101 Greenwich’. Similarly, Cove's second investment at 441 Ninth Avenue, Hudson Yards, has been rebranded and is
now referred to as ‘Hudson Commons’

Source:March 2018 Capital RaisBresentation

The Hudson Commons at 441 Ninth Avenue was acquired by the Cove for USD $330 million ($450 milljomtin a
venturewith Baupost Group A debt facility of USD$220 million($300 million) was provided by Deutsche Bank to
purchase the pperty. We calculate an LTV of 67% at acquisitioDiecember 2016

We advised on the| $330 million acquisition|and leaseback to health insurer EmblemHedlth and on a[$220
|mil|ion Finoncingltrcnsaction trom Deutsche Bank. The building, a former warehouse at the corner of West

34th Street and adjacent to the city’s Hudson Yards redevelopment project, was originally constructed in
1953 and was converted to office space during the 1980s by developer Harry Macklowe.

Source:Cole Schotz website
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https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://www.asx.com.au/asxpdf/20180305/pdf/43s5gcrcs7fh4v.pdf
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https://www.baupost.com/
https://therealdeal.com/2016/12/12/cove-property-secures-220m-loan-to-buy-441-ninth-ave/
http://rew-online.com/2016/12/14/australian-investors-close-sale-and-leaseback-deal-for-441-ninth-avenue/
http://www.coleschotz.com/-represented-cove-property-group-in-west-side-acquisition-ranked-42nd-largest-deal-in-the-country
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The second property, 2 Rector St (also referred to as 101 Greenwich), was purchased bydhe Gmss property
value of USD $225 million ($300 million).

In June 2013, Kushner and CIM Group, a Los Angeles-based real-estate
investor, bought an office building in Manhattan’s financial district. Though
documents filed with New York show Deutsche Bank AG issued the group
an $88 million loan for the property at 2 Rector St., Blackstone was also
among the project’s lenders, according to a person familiar with the
transaction. CIM and Kushner repaid the loan in full in March 2016 with the
roughly $225-million sale of the property to investors, including Cove
Property Group and Bentall Kennedy.

Source:Bloomberg Article

The Cove alsmecured a property loamom Apollo of USD $479 million ($628 million) to expand the Hudson
Commons property. From these disclosures, it appears that Blue Skyaragain conflating gross value, including
debt capital provided by other asset managers, as the fee earning AUM of the Company.

Cowve Currently Managing > $1.3 hillion Properties $M
Gross acquisition value

441 Ninth Avenue 450

2 Rector Street 300
Gross property value at acquisition (2016) 749
Apollo construction financing 628
Gross value of Cove properties 1,378
Blue Sky stated value of Cove properties (USD 1 bn) 1,288
Difference % 7%

Source: Company Filings, Bloomberg, Glaucus Calculation

Blue Sky claims that it reports 38% of the fee earning AUM in the Cove. If Blue Sky is up to its old tricks, then Blue
Skyés fifee earning AUMO would be $489 million ($1, 288 |
fee earning AUM attribtable to Blue Sky from its Cove investment is just $50 million.

Fee Earning AUM of the Cowe Is $50 Million

$M 441 9th Ave. 2 Rector St Total
Gross acquisition value 450 300 749
LTV at 65% 292 195 487
Equity contribution 157 105 262
Third parties equity (Baupost, Bentall Kenne 79 52 131
Cove equity 79 52 131
Blue Sky AUM (38% of Cove) 30 20 50

Source: Glaucus Calculation

Blue Sky has also invested in student accommodations in the United States with an American joint venture partner,
Student Quarters. We have obtained undegglgiocumentation pertaining to two such investments: Student Quarters
Yield Trust 2 and Student Quarter Property Trust 2. The underlying fund documents show that debt comprises 65%
of the projected value of these investments and an average value pétisid $98,287 ($123,362).
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https://www.bloomberg.com/news/articles/2017-05-26/the-kushners-the-saudis-and-blackstone-behind-the-recent-deals
https://therealdeal.com/2017/11/07/kevin-hoo-secures-479m-loan-for-441-ninth-avenue-expansion/

BlueSkyAl t er nati ve I nvestments Ltdb wwsyaucudBdsearch.con

Feature Description

t t Student Quarters Blue Sky LP ('SQ Blue Sky), a partnership between Blue Sky and Student Quarters, an
I Manager estabished student accommodabion provider in the United States

613 beds across seven properbes at four US Universites

Portfolio - The Balcony Starkville (Mississippi State University)
The Balcony Aubum (Auburn University)
The Lookout on Cragmor (Universtty of Colorado, Colorado Sprngs)

Portfolio Cost USS60 25 milhion'

Theurumpatodoﬂ«rslom;se-ussua-n;‘onmmbmowmbs
Target Capital Raise - USS$12 4 mihon Student Quarters Yield Trust 2 ('Yield Trust)
USS12 4 miion Student Quarters Property Trust 2 (Property Trust)

hwstacmpuynUSD‘chUO‘UMsMbensmmﬂOOUSO: 1 Unit. Investors that pay in AUD, will have
Currency ther money converted into USD at the relevant exchanae rate to determine the number of Units issued to them
Refer to the Information Memorandum for further information

Senior Debt 65% of asset value

Source: Student Quarter Fund Document September 2017

Again, Blue Sky uses a joint venture structure. Blue Sky states that it owns 60% of Student (Rlage3ky claims
it has invested in 4,600 beds across 12 campughe ldnited States.

Student Quarters (Blue Sky owns 60% of Student Quarters)
= Invested in seven assets across four locations in 1H FY18

= |Has >4,600 beds across 12 campuses| and is now one of
the 25 largest owners of student accommodation in the USA

Source: H1 18 Result Presentation

From these disclosures, we calcul ate t hidkelyaound&19Skyods

million.

Student Accommodation North America $ M
Portfolio Value (4 US Universities) 75.6
# of Beds 613
Value per bed ($) 123,362
# of Beds under Student Quarters 4,600
Total Portfolio Value 567.5
Stated LTV 65%
Equity 198.6
% ownership of Student Quarters 60%
Blue Sky Student Accommodation NA AUM 119.2

Source: Glaucus Calculation

Finally, Blue Sky also owns a category of real estate assets it refers to as management rights. At a basic level, these
assets are property managements rights to rent out apartments via its subSidiargroperty ( Vivoo ) .
InvestSMART, an Australian listed company which provides stock research tools to investors, details the invested
capital of three management rights funds.

Fund I'I'he Blue Sky Management Rights Income Fund ('Fund') is targeting a total capital raise cf$2,650,000.00|with returns of 158 - 20%
Objective per annum, comprised of a cash yield of 10% per annum and capital growth of 5% - 10% per annum.

Source:lnvestSMART

FUﬂdl The Blue Sky Management Rights Income Fund 2 ('Fund') is targeting capital of up to $5.5EIEI,DI'.)D.DD|and targeted Internal Rate of
Objective Return (IRR) of 14% - 20% per annum, comprised of a cash yield of 10% per annum and capl growth of 4% - 103 per annum,

Source:lnvestSMART
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FUﬂlehe Blue Sky Management Rights Income Fund ('Fund') 3 is targeting a total capital raise of up to $1CI,DOD.EIEID.DD|ard an internal
Objective rate of return of 155 - 200 with a 10% cash yield per annum paid monthly.

Source:lnvestSMART

From the Access Furidwe know that a fourth management rights fund exists, howei@ipsuresstate that the
fourth fund has sold its rights in the Southport Residential Apartments to the Mantra Group. Therefore, this fund has
likely been realized and is excluded from our calculation of fee earning AUM.

According to the Australian Business RegisteBR), the first management rights income fund wexgistered in May
2012.

ABN details

Entity name: The Trustee for Blue Sky Management Rights Income Fund

ABN status: Active from 14 May 2012

Entity type: Eixed Unit Trust

Goods & Services Tax (GST): Registered from 14 May 2012

Main business location: QLD 4000

Source:ABR Website
If we assumall funds were started on the same day as the first fund, clearly a generous assumption, then the current

val ue of invested capital at Bl ue Skyds stated | RR of
management rights of $47 million.

Management Rights AUM Is $40.7 Million

$M Invested Capitd
Management rights income fund 1 2.7
Management rights income fund 2 55
Management rights income fund 3 10.0
Management rights income fund 4 0.0

Total invested capital 18.2
Assumed investment date of total capital May-12
Current value @ 15.8% IRR 40.7

Sour®: Glaucus Calculation

A sum of the parts analysis of Bl ue Sky odslibgratelyvtvafuel i o i s
about the composition of its portfolio and its various investments. Because it is hard for investors to pin down exactly
how Blue Sky calculates its fee earning AUM, it is dif:

Bl ue S kesedtative tokd pis on a recorded phone call that real estate related investments comprise 50% of the
Companyb6s reported $3.9 billion in fee earning AUM, or
estate funds included in our estimate we cal cul ate that the maxi mum fee eart
related investments is no more than3&8ni | | i on By our estimat e, Bl ue Skyéds
claims.

5 Blue Sky Access Fund, August 2016.
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Blue Sky Systematically Owverstates Real Estate AUM

Fair value of

Funds includer invested capital
in AUM (Fee Earning AUM

Residential real estate 15 135.1
Student Accommodatic 9 189.4
Retirement Living 8 149.3
Commercial Property (Cove) 2 49.8
2
3

Student Accommodation North America 119.2

Management Rights 40.7

Total 39 683.5
Source: Glaucus Calculation

2) We believe Real Asset AM is $315 million

Bl ue Skyés public filings give |Iimited information reg
refers to as real assets. For clarity, we refer to thi
H1 18 presentatiohoasts a 16% IRR in this category since inception, highlighting the performance of its water fund.
When we called to enquire about investing in Blue Sky?od:
told us that this segment contributed25f total AUM, which would amount to $975 million in fee earning invested
capital as of December 31, 2017.
The Blue Sky Water Fund imarketedas open ended. Yet when we called BBky, a sales representative stated it
was closed, and would remain closed for further investment for the next year or so. The representative went on to
reveal, in a recorded conversation,thdt e AUM of the Water Fumd is finorth of
This satement puts Blue Sky in a difficult spot as the remaining Agricultural and Resource funds are tiny single asset
investments. We obtained the underlying investment memorandum for the Blue Sky Premium Beef Development
Fun@eefFind ) , whi c h egkdowrvaf tHeereamaiming Bgricultural and Resource investments made by
Blue Sky.
INVESTMENT MANAGER - [Blue Sky Agriculture Fund I - Gundaline] In 2014, the Blue
BLUE SKY WATER PARTNERS Sky Real Assets team invested in Gundaline, the owner,
developer and operator of agricultural land and water assets
in the process of conversion from broadacre to row-crop
Blue Sky Water Partners Pty Limited ACN 125 513 099 [(BSWP’) irrigation.
is a wholly owned subsidiary of BSAIL. [Blue Sky Agriculture Fund II - Hillston Citrus:|in 2015, the
BSWP collectively has more than 180 years’ experience in Blue Sky Real Assets team invested in Hillston Citrug the
agribusiness, water markets and regulation, commodity trading, owner and operator of agricultural land, water and citrus
environment regulation, and funds management. As Investment trees in the process of conversion from juicing varieties to
Manager, BSWP manages the Blue Sky Real Asset's strategy. gatingivansties:
o [Blue Sky Agriculture Fund Il - Kialla Group:|in 2016, the
The Bl.ue Sky Real Assets team manages existing investments Blue Sky Real Assets team invested in Kialla Group, an
including: . et ) . B
organic grain milling and marketing business which is also
|The Blue Sky Water Fund (‘Water Fund']| Blue Sky Real the owner, developer and operator of agricultural land and
Assets launched the Water Fund in 2012 to provide investors water in the process of conversion to organic grain farming
with the opportunity to derive returns from Australia’s systems.
emerging water markets. The Water Fund owns and actively [Institutional Real Asset investment mandates] Blue Sky
manages a portfolio of Australian water entitlements; Real Assets manages Australian institutional mandates
Water Utilities Group [WUG'): In 2012, Blue Sky Real Assets focused;on seakassets. n 2015, the Blue sy Real fssels
; 2 5 team sourced and executed a c. $150 million investment
created WUG as an investment vehicle to pursue investments . R .
< - : 5 in the ownership and development of Australian almond
in water infrastructure assets. WUG acquired Willunga p
. ol s 1 orchards as part of a mandate. Additionally, Blue Sky Real
Basin Water Company ['Willunga'] in 2013. Willunga owns a A : e
WS A AT ssets manages a portfolio of water entitlements and other
water distribution network providing water for irrigation of
. s e agricultural assets under these mandates.
vmeyards.lTh|s investment was exited in December 2016. I
Source: Beef Fund Information Memorandum May 2017
From the Access Fund disclosures, we get a description of certain Agricultural and Resource assets. All are described,
as is typical across Blue Skyds investment portfolio, &

fund 16

16 The pupose of Beef Fund is to acquire a 60% shareholding in 3DF1 Pty Ltd. A complete start up.
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OTHER REAL ASSETS

Agriculture Fund 4,365,000 Jun-14 2.6% o7 Holds equity in Gundaline Pty Ltd, the owner and operator of a large-scale irrigated cropping business east
of Hay in NSW.

Agriculture Fund Il 4,000,000 Oct-15 2.4% 22 Holds Fhe 1reghntd property and business assets comprising Hillston Citrus, an irrigated citrus orchard
near Hillston in NSW.

Premium Beef Development Fund 2,000,000 Dec-16 1.2% CY22-CY25 A fund to invest in certain elements of Australia's premium beef value chain.

Strategic Australian Agriculture Fund 15,000,000 Jun-17 8.8% CY25 A fund to acquire and manage a diversified portfolio of agricultural assets in Australia

Total Other Real Assets 25,365,000 14.9% 15.0%

Source:Access Fundune 2017 Monthly Update

First, the Agriculture Fund, which made an investment in a company named Gundaline Pty Ltd in March 2014, via
Sout hern Agr i cubdoutherea)l. ReSoowtrhcesrsn g uiksas milisne dNewS articlesa | | ne  f
reported that Sout heovarseassnveBtarsdk e Bulty wend&kinoavl 6 s @dn, t ie Acc
that this Aundisclosedd investor is |likely Blue Sky.

We generously assume that Blue Sky isdahly investor in Southern. We further generousddglane that Blue Sky
has generated a 16% IRR on this investment, in line with the stated Agricultural and Resource return claimed by Blue
Sky. This implies an AUM attributable to Blue Sky from the Agriculture fund dfréillion as of December 2017.

Agricul ture Fund | 186s only i nHibseiomentanwag riimgtada etdi Iclidtrars C
in NSW. According to InvestSMART, Agriculture Fund Il planned to raise $10 million in August 2015. We apply the
16% return to this fund, and gen AUM of $14 million as of December 2017.

FU"dIThe Blue Sky Agriculture Fund Il is targeting a capital raise of $10,000,000.0oland targeted Internal Rate of Return (IRR)
Objective of 18% over a 7 to 9 year period (net of Transaction Fees, Fund expenses and Tax).

Source:lnvestSMART

Agricul ture Fun@Ll2milidnd s verslt yneand s e tn iKiallad)| 4 nP Magy Rdddbs ( B
owns33% of the company. Kialla is a flour processing facility. Again, we assume Blue Sky achieved its stated 16%
return. We estimate AUM of $15 million as of December 2017.

Finally, with respect tthe Beef Fund, we have obtained the underlying documentation for this fund. Blue Sky claims
to have raised $10 million for the Beef Fund in May 2017.

The sources and uses of funds raised under the Offer are outlined in the table below:

Blue Sky Premium Beef Development Fund® $10,465,000 Transaction Fees and Costs [excluding GST) $750,000

First and Second Year Management Fees

(excluding GST})* #0000
Fund Working Capital $115,000
First Instalment $6,000,000
Second Instalment $3,000,000
Third Year Management Fees (excluding GST)’ $200,000
Total Sources $10,465,000  Total Uses $10,465,000

Source: Beef Fund Information Memorandum May 2017

We assume, between May 2017 and December 2017, the Beef Fund achieved the segment IRR of 16%. This implies

an AUM of $11 million for the Beef Fund. Note that t
which, as we will see, meritceni der abl e skepticism. But for the purpo
important to note that even if we assume Blue Sky has achieved its stated IRR on all its Agricultural and Resource
assets, its AUM cannot even be close to what the Compaimyscl&lor do we deduct the exorbitant upfront fees
totaling 13% of the capital rai sed from our generous e
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https://blueskyfunds.com.au/wp-content/uploads/2017/07/BSAAF-Report-June-2017-v2.pdf
http://www.afr.com/business/agriculture/crops/southern-ag-takes-twynams-gundaline-in-riverina-20140323-ixboc
http://www.theland.com.au/story/3578198/twynams-gundaline-sold-to-southern-ag/
https://www.investsmart.com.au/managed-funds/fund/blue-sky-agriculture-ii/41468
http://www.theaustralian.com.au/business/organic-processor-kialla-pure-foods-12m-fund-linkup/news-story/1cbf31b50be420751d53285805d6df78
https://www.tiq.qld.gov.au/qld-grain-miller-12m-cash-injection/
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There is a final consideration. Blue Sky is in the process of raising what it refers to as a Strategiaustrali
Agriculture Fund (SAAF). Blue Sky states ieispected’ to raise $300 million in 2018, and therefore for the purposes

of calculating the Companydés reported fee earning AUM :
of fee earning AUM beause has the fund has not yet closed. We were alitedtovo contributions for a total of

$81 million to SAAFR' We generously include these contributions in our calculatigkiUM.

On track for final close of the Strategic Australian
Agriculture Fund during FY18 with $300m+ expected to
be committed to this strategy

Source:H1 2018 Result Presentation

I f we add up the estimates for the i nveasdets dve aalauyniet al ac
that Blue Skyés AUM i3T5 milidnj68% lesetigamthenGompary claims. most , $
Agricultural and Resource Asset (Real Assets) AUMIs No More Than $315 Million
Investment
Invested Invested Amoun  period H118
Date (EXYD)] (years) IRR  AUM (M)
Water Fund 150
Agriculture Fund | Mar-14 25 38 16.0% 44
Agriculture Fund Il Aug-15 10 23 16.0% 14
Agriculture Fund lll May-16 12 16 16.0% 15
Beef Fund May-17 10 0.6 16.0% 11
Strategic Australian Agriculture Fund (Yet to close) 81
Institutional Real Asset investment mandate 2015 150 na
Total 315
AUM claimed by Blue Sky representative 975
Downside vs reported AUM -68%
Source: Glaucus Calculation

Bl ue Sky might grumbl e that we have failed to include
Company acquired in 2015. But on review, we see that

AUM or the actual managemieeof funds. Blue Sky was acting as a madeisorto a fund manager, First State Super.

The $53 billion First State Super has made its first agricultural
investment in Australia buying more than $150 million worth of

almond plantations across three states from listed agriculture

company Select Harvests.

workers.[First State Super was advised by a division of Blue Sky Alternative

Investments.
Source:Financial Review

At I PO, Bl ue Sk-iynvensctl medretd aad vii Swhkr y o mandate with asse
Managemenin its calculation of AUM.

17 Blue Sky often claims to be in the process of raising significantly more capital than the Company manages to eventuBitig M&2017
fund is a case in pdinBlue Skyclaimedto be raising $200 million for the VC 2017 Fund but the same fund is still open for invesbaeeydnd
the information memorandum for VC 2017 reveals a minimum raise target of just $20 million.

18$15 million was contributed by the Access Fund.
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https://www.tmrs.org/down/board/presentations_2017/Item17_RVK_Q3_2017_TMRSBoardPresentation.pdf
http://www.pionline.com/article/20170626/ONLINE/170629868/texas-municipal-commits-more-than-200-million-to-2-real-assets-funds
https://blueskyfunds.com.au/wp-content/uploads/2018/02/1H-FY18-Results-Presentation.pdf
http://www.afr.com/real-estate/first-state-super-pays-150m-for-select-harvests-almond-farmland-20150820-gj3jlp
http://www.afr.com/real-estate/first-state-super-pays-150m-for-select-harvests-almond-farmland-20150820-gj3jlp
http://www.afr.com/technology/blue-sky-venture-capital-raising-200-million-fund-to-back-tech-startups-20151208-gli46a
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FvoTe | (o DATEOF | DNERND
JUNE 2011) JUNE 2011)
BLUE SKY WATER PARTNERS
Sub-investment
iy ofsors 1 May 2008 30 June 2011 Wim | Goteses
(closed)
algjjlgoﬁa;:_sj&ners - Open ended fund 1 July 2007 Open n.a. 6.9%
AUM as at 30 June 2011 (excludes realised investments) $81m
Average IRR (%) . 6.9%

Source: IPO Prospectus 2011

We suspect that Blue Sky may be conflating fiadvisingo
rel ease stati ng YaithiCanadiaa persipmn fen8 IR dut ailedie distlase the nature of such an
agreement. We suspect that Blue Sky may be up to its old tricks of overstating AUM, but this time, by classifying
advisory fimandateso as f underamahngsge ment mandates; t wo Vi

Our estimate of the real estate ($684 million) and Agricultural and Resource AR (§illion) puts the burden on
the private equity segment to provide the vast majoffithe remaining claimed $3.9 billion AUM. But as we will
show, it is not even close.

3) Our Estimate of Private Equity AUM is a Maximum of $419 million
Blue Sky claims that private equity comprises the remaining 25% of its fee earning AUM, meaning the value of its
fee earningnvested capital in this segment should be $975 million. Blue Sky currently ré@optsvate equity
invested businesses which it categorizes as either growth investments or venture capital.

Blue Sky manages a portfolio of 80 separate funds across the four major alternative asset classes

Private Equity Private Real Estate @ Real Assets Hedge Funds

Invests growth capital = Focused in Australia on = Water entitlements = Three separate hedge
and late stage venture student accommodation « Growth capital into fund products
cazital gglto estal?hshed A retlremen-t I_ng agriculture (i.e. ‘change = Focused on strategic
and rapidly growing = Two US based joint of use’ agricultural risk allocation
businesses ventures: Cove Property investments)
= | Currently managing Group (Blue Sky owns .
investments in 33 38%) and Student :_ﬂ'::::::;:re
businesses Quarters (Blue Sky owns
60%)

Source:Blue Sky H1 201Bresentation

a. 2017 fund document reveals only $86 million of equity invested in VC funds

VC is supposed to contribute a | arge portion of AUM, vy
ESVCLP NFCROI® )( r eveal s t haty$8I8miliongio ¥ VG stagedissinesses; anmderage

of just $5 million per company.

¥This was predictably, albeit i rBueSkyseoces rhajrpprsicnkueddmandpte by t he financi al
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http://www.investpsp.com/en/
https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
https://www.asx.com.au/asxpdf/20180219/pdf/43rp9b9l2ys16t.pdf
http://www.financialstandard.com.au/news/blue-sky-scores-major-pension-fund-mandate-111564718
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BSVC track record as at 31 December 2016

Committed Current
Money multiple
capital status
I

2006 VINTAGE

Beach Burrito Company 1 $0.2 million Part realised 74.0x

Viking Rentals $4.7 million Realised 2.2x
Total 4.8x

VC2012 FUND

Hatchtech $1.0 million Part realisec 28x
Pet Circle $4.0 million Realised 2.0x
Conventus Orthopaedics? $3.1 million Unrealised 1.1x
Heylet's $0.5 million Unrealised 1.2x
Serene Medical $1.8 million Unrealised 2.7x
Total 2.2x aCOMMERCE

OTHER 2012 VINTAGE INVESTMENTS

Alcidion
Beach Burrito Company 2

VC2014 FUND

$2.5 million
$2.8 million

Unrealised 3.2x
Unrealised 2.0x

=
\
~
g‘

Standalone investment

aCommerce Group is one of South-East Asia’s leading end-to-
end ['E2E’) eCommerce solutions providers based in Bangkok.
With over 1,400 staff and operations in Thailand, the Philippines,
Indonesia and Singapore, aCommerce provides robust localised
eCommerce solutions for over 150 local and global brands such
as L'Oreal, LINE, HP, Huawei, Kiehl's and more.

Parcel Point / Fluent Retail® $4.5 million Unrealised 1.0x

Vinomofo? $25.0 million Unrealised 1.1x The company offers E2E retail services, which include

THR1VE $2.2 million Unrealised 1.3x eCommerce platform design and development, order fulfilment

Shoes of Prey? $9.1 million Unrealised 11 and warehousing, payment gateways, cross-border manaaement.

) localisation strategy, delivery and logi Total Invested Amount:

Eloquii $2.7 million Unrealised 12 centres, creative production, and char USD 13.5 M ($ 18.3M)

Serene Medical $0.4 million Unrealised 1.1x

GO1 $0.5 million Unrealised 1.0x Blue Sky had the opportunity to get to know the management

Lexers $2.5 million Unrealised 1.0 team over a pef\od of 18 monthg and made the decision to invest

e o US$3.5 million into aCommerce’s first bridge financing round
o $675M X [July 2016) and, based on continued robust growth, deployed

Total realised and unrealised returns* 1.6x another US$10 million six months later (December 2016).

Source: Blue Sky VC2017 Investment Presentation April 2017, VC2017 Information Memorandum March 2017

Because Blue Sky provides money multiples on its vertapital investments, we can therefore calculate the fair
value of VC investments as $115.1 million as of December 2016. The Company reports in its H1 18 Presentation that
the return in its private equity segment is 13.9%. Therefore, we assume that5hk idillion grew, at the rate of

13.9%, a highly generous assumptf8ip $136.6 million as of H1 2018.

20 As we show in section 2, far from high performing VC investments, assets such as Thrive and Beach Burrito are absurdly valued
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Blue Sky Venture Capital AUM

Committed H1 2017 (12/31/2016) H1 2018 (12/31/2017
Capital (M) | Money Multiple AUM ($M)| Return  AUM ($M)

Beach Burrito Company 1 0.2 74.0x 14.8 13.9% 16.9
Viking Rentals 4.7 2.2x 13.9%
Hatchtech 1.0 2.8x 13.9%

Pet Circle 4.0 2.0x 8.0 13.9%
Conventus Orthopaedics 31 1.1x 34 13.9% 3.9
HeylLet 06s 0.5 1.2x 0.6 13.9% 0.7
Serene Medical (VC2012) 1.8 2.7x 49 13.9% 55
Alcidion 25 3.2x 8.0 13.9% 9.1
Beach Burrito Company 2 2.8 2.0x 5.6 13.9% 6.4
Parcel Point / Fluent Retail 45 1.0x 45 13.9% 51
Vinomofo 25.0 1.1x 275 13.9% 313
THR1VE 2.2 1.3x 29 13.9% 33
Shoes of Prey 9.1 1.1x 10.0 13.9% 114
Eloquii 2.7 1.2x 3.2 13.9% 3.7
Serene Medical (VC2014) 0.4 1.1x 0.4 13.9% 0.5
GO1 05 1.0x 0.5 13.9% 0.6
Lexer 25 1.0x 25 13.9% 2.8
aCommerce 18.3 1.0x 18.3 13.9% 20.8
THR1VE follow on 9.9 13.9% 11.3
Shopback 3.2 13.9% 3.3
Total 98.9 1.6x 115.1 13.9% 136.6

Source: Blue Sky VC 2017 Investor Presentation May Zdd@ncial ReviewcrunchbaseGlaucus Calculations
Note: 1. we think the actual returns for each investment are much losrereported, but for the purposes of estimating fee
earning AUM, we conservatively give Blue Sky credit that its VC investments have generated an IRR of 13.9% after fees.
2. Disposed investments are excluded from AUM (grey shaded)
3. Shopback raised $32 liion (USD 25 million) from 10 investors in November 2017.

b. Growth Capital AUM is at most $219 million.

In addition to its VC investments, Blue Sksts1 1 current figrowth capital o invest
invested amount for six businesses. The remaining businesses; Sunfresh Salads, Active Adventures, Better Medical

and QFS are small businesses (hence the lack of information). We ggnassuse Blue Sky invested at the average

value of $10 million for these remaining four businesses.

Blue Sky "Growth Capital" Investments

Date of Committed # of Year Assumed AUM
$M Investment Capital Invested Return% H118
Shopper Media Group Feb-17 10.0 0.9 13.9% 11.3
Aquila Apr-16 30.0 18 13.9% 37.7
GM Hotels Sep-15 38.5 23 13.9% 52.2
Origo Education Sep-15 11.2 2.3 13.9% 15.2
Wild Breads - 1 Jun-14 15.0 3.6 13.9% 23.9
Wild Breads -2 Apr-17 4.7 0.8 13.9% 52
Foundation Early Learning 2015 20.0 3.0 13.9% 29.6
Sunfresh Salads Jun-17 10.0 0.6 13.9% 10.8
Active Adventures Aug-17 10.0 0.4 13.9% 10.6
Better Medical May-17 10.0 0.7 13.9% 10.9
QFS Dec-16 10.0 1.0 13.9% 114
Total 169.4 218.6

Source:Blue Sky Websit®ews Articles, Glaucus Calculations
Note: Grey shadedssumes $10 million investment
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http://www.afr.com/leadership/entrepreneur/blue-sky-puts-10m-into-thr1ve-restaurant-chain-20170926-gyp3so
https://www.crunchbase.com/organization/shopback#section-locked-marketplace
https://blueskyfunds.com.au/what-we-do/private-equity/
https://blueskyfunds.com.au/what-we-do/private-equity/
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Blue Sky made follow on investments in Thrive, Wild Breads, Serene Medical and Beach Burrito. Therefore, we have
identified 2B of the 33 businesses currently managed by Blue Sky, with an estimated average AUM of $13.3 million
across both VC and Growth Capital.

Private Equity AUM per Investment

$M VC Growth  Total
# of Investments 20 11 31
# of businesses 18 10 28

Calculated AUM 137 219 355
AUM per business 7.6 21.9 12.7

Source: Glaucus Calculations

As to be as comprehensive as possible, we add an addit@®4lrillion (5 unidentified business multiplied by
estimated AUM per investment of % million) to arrive at a total private equity AUM of $&8.6 million.

AUM Is A Fraction of Reported Figures

$M

Venture Capital AUM 136.6
Growth Capital AUM 218.6
Other businesses AUM 63.4
Estimated AUM 418.6
Reported AUM 975.0
Downside on reported AUM -57%

Source:Blue Sky WebsiidNews Articles, Glaucus Calculations
4) Hedge Funds add only $47 million of AUM

Blue Sky operates a hedge fund known aslae Sky Alliance Funylit consists of three sub units; Dynamic Macro,
Absolute Return and Real Return.

To make an investment into the Pynamic Macro, Absolute Return or Real Return Strategies|of Blue Sky Hedge
Funds, simply complete the application form which accompanies the PDS at right. See the application form for
lodgement details. Payment may be made by cheque or by electronic funds transfer (‘EFT’). Applications are
subject to cut-off times and other conditions. Please refer to the PDS at right for further details

Source:Blue Sky Website: Hedge Funds

Blue Sky monthly fact sheets reveal that as of Dece®bg2017, the combined AUM for these three funds comes
to just $46.8 million.
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About Absolute Return Portfolio

| asat31 December 2017

About Real Return Portfolio

I As at 31 December 2017

About Dynamic Macro Portfolio

|As at 31 December 2017

Fund Name Blue Sky Alliance Fund Fund Name Blue Sky Alliance Fund Fund Name Blue Sky Alliance Fund
ARSN 140 253 485 ARSN 140 253 685 ARSN 140 253 685
APIR Code COL0018AU APIR Code COLO01%AU APIR Code COL0020AU
One Managed Investment Funds One Managed Investment Funds B . One Managed Investment Funds
Respansible Entity Limited Responsible Entity Limited Responsible Entity Limited

Investment Manager

Administrator

Blue Sky Investment Science Asset
Management Pty Ltd

National Australia Bank

Investment Manager

Administrator

Blue Sky Investment Science Asset
Management Pty Ltd

National Australia Bank

Investment Manager

Administrator

Blue Sky Investment Science Asset
Management Pty Ltd

National Australia Bank

Custodian National Australia Bank Custodian National Australia Bank Custodian National Australia Bank
Auditor HLE Mann Judd [NSW Partnership)
s 5 - : P Auditor HLB Mann Judd [NSW Partnership] el HLE Mann Judd INSW Partnership)
redit Suisse, Societe Generale, Credit Suisse, Societe Generale,
Brokers Morgan Stanley Brokers Morgan Stanley e Credit Suisse, Societe Generale,
N Morgan Stanley
Incaption Date 30-Apr-10 Inception Date 30-Apr-10
N Inception Date’ 22-Nov-07
Applications/Redemptions ~ Weekly Applications/Redemptions  Weekly — -
NAV $0.8115 NAYT $1.1962 Applications/Redemptions ~ Weekly
1.104!

Buy/Sell Spread 0.22%/0.22% Buy/Sell Spread 0.22%/0.22% Y $1.1045

9 o
Application Price $0.8133 Application Price $1.1989 EuyissiCspread 0.13%/0.13%
Redemption Price $0.8097 Redemption Price $1.1935 Application Price $1.1060
Entry / Exit Fee None Entry / Exit Fee None Redemption Price $1.1031
Income Distribution Semi - annually Income Distribution’ Entry / Exit Fee None

Semi-annually

Income Distribution?

Semi-annually

Management Fee’ 0.90% Management Fee? 0.90%

Performance Fee None Performance Fee None Management Fee® 1.10%

Fund Size® $46.8 million Fund Size? $46.8 million Performance Fee* 20.50%

[unit ctass size $7.7 million | [ unit cass size $10.6 million | [ unit ctass size $28.4 million |

Source:Absolute Return Monthly Fact Sheet (Blef), Real Return Monthly Fact Sheet (BE€), Dynamic Macro Monthly Fact
Sheet (Ded7)

The AUM of these hedge funds has actually been stagl@nio poor performance.

Declining Hedge Fund AUM

$M Jan-15 Jun-15 Dec-15 Jun-16 Dec-16 Jun-17 Dec-17 Jan-18 Cumulative
Dynamic Macro 28.3 26.4 23.6 30.6 26.3 28.8 28.4 275 -3%
Absolute Return 28 26 21 21.9 19.5 11.2 7.7 75 -73%
Real Return 11 11 11 10.5 10.4 10.4 10.6 11.1 1%
Total Hedge Fund AUM 67.3 63.4 55.6 63 56.2 50.3 46.8 46.2 -31%
Decline in AUM - -6% -12% 13% -11% -10% -1% -1% -31%
Source:Blue Sky Website: Hedge Fun@aucus Calculation
Ultimately, when we analyze each of Bl ue privayeGeguitys e gment ¢
we estimatethdB | ue Skyods f ee neos$lb hiliog 6386Uels tharsits stated fee earning AUM

of $3.9 billion.

Fee Earning AUM Is Grossly Owerstated

Funds AUM Glaucus Downside on
Segment analyzed reported Estimate = reported AUM
Real Estate 39 1,950.0 683.5 -65%
Real Assets 6 975.0 3153 -68%
Private Equity 33 975.0 418.6 -57%
Hedge Funds 1 46.8 46.8
Total 79 3,946.8 1,464.2 -63%

Source: Glaucus Calculation

However, we believe that even this estimate is far too generous to the Cdmpange we believe that Blue Sky has
exaggerated the performance of many of its unrealized investments.
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EVIDENCE THAT BLUE SKY OVERSTATES THE PERFORMANCE OF ITS INVESTMENTS

Blue Sky has reported an impressive 15% IRR of feesince inception in 2006. To put this in context, if such

returns are true, Blue Sky is one of the best asset managers in the entire world over the last decade. But there is good
reason to be suspicious of such claimed performance. Since inceptioSkBlhas only exited 39 investmeftan

average of 3! per year, of which the majority have been residential property developments around Queensland. As

a result, much of Blue Skyds reported performance is b:

Because its investments are illiquid and not traded on any verifiable stock exchange, management has considerable
discretion over the valuation of its unrealized investments. Even though Blue Sky claims that it retains internal and
external ftv all U sttis®n topdassi sto in valuing its invest me
are not incentivized to disagree with management; lest they forfeit fat fees or future business

3. Valuation of investments

efer t e e finar

The Group holds investments in certain funds that
are equity accounted. Some of the underlying
investments that these funds have invested in are
recorded at fair value.

The valuation process involves significant judgement
as these investments are classified as “level three”
“Securiies In accordance with Australian Accounting
Standard - AASB 13 Fair Value Measurement, as
there are no observable market inputs for valuation.

The Group uses internal and external valuation
specialists to assist in determining the
appropriateness of fair value, as explained in note 3
of the financial report. Due to the significant
judgement involved, the valuers generally provide a
range of estimated values.

Source: Blue Sky Annual Report 2017

The hi ghermaBabeament Makky its sinrealized assets, the more performance and management fees the
Company can Arecognizeo in its financials. The more f
and the higher its share price. Aggressively markinghe value of its assets also allows the Company to claim

fantastic investment returns, which Blue Sky uses to attract new investors; pushing up AUM and thereby increasing
the Companyébés stock price. Thi s cr erkh thesnselwes Simpeydyp a c k | ¢
pushing for the markup in value of unrealized investments

21H1 18 Blue Sky Investor Presentation
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Blue Sky raises capital

BlueSky

Alternative Thinking

Profits and share
price increase

Proceeds invested
in illiquid assets

_71]

Investments marked
up in value

THRVE

| t

nvestmen

We believe that Blue Sky has been overstating its financial performance by aggressively marking up the value of its
unrealized investments. Our thesisisbased ono cat egori es of evidence: the fir

financial statemenjghe second is documented examples where Blue Sky has, in our opinion, clearly inflated the
performance and value of certain assets in its portfolio.

Bl ue S ksglidated fmancials provide the first clues. Over time, inappropriately inflating the value of

investments begins to distort the financial statements of an asset manager because its receivables balloon with

uncollected performance and management fees. Bl ue Skydés case, the shoe fits.

We believe that Blue Sky has marked up many of its investments to levels for which an exit is not possible without
recording a loss or writdown. Therefore, as markegb assets cannot be realized (without recognizitugs), the

Companydés receivables balance grows and grows. I n Bl u
comprised 129% of revenues as of LTM H1 18, up from just 45% in FY.2015

Rapid Receivable Growth

$M FY2012  FY2013 FY2014 FY2015  FY2016  FY2017 LTMH118

Reported Revenues 8.9 10.6 32.2 58.5 68.8 69.1 75.5

Receivables 3.0 3.7 175 26.4 72.9 86.9 97.4

% of revenue 34% 35% 54% 45% 106% 126% 129%

Days Sales Outstanding 124.4 129.2 197.8 164.6 386.3 458.5 471.1

The growth of receivables has led to a deterioration in earnings quality, as the Company has failed to generate free

Source: Blue Sky Public Filings

cash flows despite reporting seemingly impressive paper profits.

Paper Profits

$M FYy 2012 FY2013 FY2014 FY2015 FY 2016 Fy2017 LTMH1 18
Profit before tax (PBT) 6.2 0.9 3.6 141 15.7 29.7 25.6
Free cash flow 1.4 13 (68.3) 6.2 (16.9) (10.3) (10.9)
Free cash flow miuns PBT (7.6) (2.2) (71.9) (8.0) (32.6) (40.0) (36.5)

Source: Blue Sky Public Filings
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In our opinion, the deteriorationinhe Company6s cash fl ow generation and
both evidence that management is playing games by inappropriately marking up the value of unrealized investments.
We believe that it will be impossible for Blue Sky to exit mafiyguch investments without recognizing significant

losses or impairments. But this thesis is not only based on the consolidated financials; underlying documentation for

Blue Sky funds reveal, in our opinion, that the Company has inflated the valugaif qeivate equity investments
in its portfolio.

a. FOUNDATION EARLY LEARNING: FLOUNDERING, EXCESSIVE LEVERAGE

Blue Sky presentSoundation Early Learnin@FELO), a rollup of child day care centers, as one of its top performing
private equity investments. The Company has long claimed FEL is moments away from IPO. The Access Fund
reveals that the Foundation Early Learning fund has been marked up 42% simoeegheent was made in 2014.

Yet the latest annual report for FEL shows a business that, in our opinion, is excessively levered with little chance of
being sold anywhere close to its current mark.

Blue Skypaid$22 million for a 74% stake in FEL. Blue Sky claims that FEL has performed strongly since acquisition.
Access Fund monthly updates reveal that FEL was marked up by 12.37% in November 2014.y Bhast that
an exit was possible fAin the second half of calendar

Private equity and venture capital: The value of the Alternatives Fund's units in the Blue Sky Private Equity Early Learning Fund [which holds shares in
[Foundation Early Learning Limited [FEL]] increased by 12.37% in November.| Under the Alternatives Fund's valuation policy (available on our website)
private equity assets must be valued annually, and more frequently if it is considered that the value has changed to an extent that would be material to the
Alternatives Fund's NTA. In November, units in the Blue Sky Private Equity Early Learning Fund were revalued.

In the case of FEL, the Blue Sky Private Equity Early Learning Fund attracted additional capital at a valuation higher than the Alternatives Fund's original
investment, with this higher valuation supported by the growth and operating metrics within FEL. We are pleased with the management team’s progress
in acquiring and integrating new child care centres,|and we view an exit in the second half of calendar 2015 as a potential outcome.|

Source:November 2014 Access Fund Mowtblpdate

Blue Sky marked FEL up a further 26.3% in January 2017.

Blue Sky Early Learning Fund

The carrying value of the Alternatives Fund's investment in the Blue Sky Early Learning Fund increased by 26.3% in January.This fund holds a
private equity investment in Foundation Early Learning, a premium Australian childcare operator.

The acquisition of several early learning centres in December and January, as well as a particularly pleasing operating performance through
the first half of FY17, has led to a step change in run rate operating earnings. With further business development opportunities progressing, and
positive early signs for centre occupancy in 2017, Foundation Early Learning is well placed to continue to deliver its investment case this year.

Source:February 2017 Access Fund Monthly Update

2

This aggressive mark up in value does not tie with FELE

calamity. According to its publicly available accounts, FEL has $18.7 million of debt and has a liability of $2.6 million
related to acgjisition payments.
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FOUNDATION EARLY LEARNING LIMITED

Notes to the Consolidated Financial Statements for the year ended 30 June 2017

Note 13: Borrowings (cont.)

(i) Weighted average interest rate

The weighted average interest rate on borrowings was 3.0% {2016 3.1%).

(iif) Financing orrangements

The Group had access to the following borrowing facilities at the end of the reparting period:

Total facility Used at Unused at
reporting reporting
date date
$'000 $'000 $'000
Bank loan 16,924 16,838 86
Rental bond facility 2,000 1,885 115
Balance at 30 June 2017 18,924 18,723 201

The facility is renewable on 27 September 2018, with a one off repayment of $700,000 due on 31

March 2018

Source: FEL Annual Report June 2017 (Available from ASIC)

Note 12: Trade and other payables
Current

Trade payables

Accrued expenses

426
1,242

[ Deferred contingent consideration

2,581 |

Other payables

822
5,071

Source: FEL Annual Report June 2017 (Available from ASIC)

According to FELG6s financi al

it owi ||

flows from operations fell a staggerib@% from the previous year in FY 2017

struggl e

t
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FOUNDATION EARLY LEARNING LIMITED
Consolidated Statement of Cash Flows
for the year ended 30 June 2017

Note 2017 2016
5’000 5’000

Cash Flow From Operating Activities
Receipts from customers 37,606 29,682
Payments to suppliers and employees (34,354) (26,237)

3,252 3,445
Acquisition and integration costs (729) (764)
Interest and other costs of finance (662) (470)
Income tax paid (1,125) (283)

| Net cash provided by / (used in) operating activities 736 1,928 |

Cash Flow From Investing Activities
Payments for purchase of businesses (4,993) (10,875)
Payments for acquisition of subsidiary, net of cash
acquired (1,378} -
Proceeds on disposal of childcare business 220 -
Payments for property, plant and equipment (1,166) (1,739}
Proceeds on disposal of property, plant and
equipment 30 -
Payments for intangibles (17) (343}
Net cash provided by / (used in} investing activities (7,304) (12,957}
Cash Flow From financing Activities
Proceeds from issue of shares 118 -
Payments for shares bought back (297) -
Proceeds from borrowings 7,175 7,435
Repayment of borrowings {156) (19)
Net cash provided by / (used in) financing activities 6,840 7,416
Net increase / (decrease) in cash held 272 (3,613)
Cash at the beginning of the year 1,148 4,761
Cash at the end of the year 6 1,420 1,148

Source: FEL Annual Report June 2017 (Available f8iC)

We calcul ate that FELO6s EBITDA was just $1.8 mild]l
to EBITDA ratio of 108x.2

2 we define EBITDA as profit before tax after adding back finance costs ardasbrcharges.
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FOUNDATION EARLY LEARNING LIMITED
Consolidated Statement of Comprehensive Income
for the year ended 30 June 2017

Note 2017 2016
$’000 $'000
Revenue
Operating revenue 3 37,827 29,579
Expenses
Employee and director benefits expense 4 (26,061) (19,502)
Occupancy expenses (5,560) (4,306)
Direct costs of providing services {(1,523) {1,391)
Travel (260) {315)
Legal and professional fees (262) (308)
Administration expenses (1,347) (1,192)
[Depreciation, amortisation and impairment B (1,214) (1.272) |
Acquisition and integration expenses (731) {879)
Net loss on divestment of loss making business (251) -
|Finance costs 4 (675) {542) |
[Profit / (loss) before income tax (57) {128) |
Income tax (expense) / benefit 5 (485} {259)
Profit / (loss) after income tax for the year (542) (387)
Other comprehensive income for the year, net of
tax . -
Total comprehensive income / (loss) for the year (542) (387)
Source: FEL Annual Report June 2017 (Available from ASIC)
FEL is a floundering roll up of day care centers. FELGS

now been disposed of for little value or were just shut down entirely.

During the financial year, the group took a decision to rationalise loss making businesses, with one
divested and the other closed shortly after year end. The poodwill impairment: charge in the prior year
reflects a change in strategic focus for the management business, with new management agreements
only entered into for centres representing a future acquisition opportunity for the Group.

Source: FEL Annual Report June 2017 (Available from ASIC)

These day care centers have little tangible value with goodwill representing >100% of net asset value.

Fair value Fair value

2017 2016

5’000 5’000
Assets and liabilities acquired:
Cash 270 -
Trade and other receivables 35 -
Other current assets 13 .
Furniture and equipment 64 222
Deferred tax asset 181 66
Trade and other payables (72) {69)
Other liabilities (733) -
Current tax liability {97) -
Employee benefits (495) {219)
Net assets acquired (834) -
iGoodwill 14,056 10,875
Acquisition date fair value of consideration transferred 13,222 10,875

Source: FEL Annual Report June 2017 (Available from ASIC)
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We believe Blue Sky has over paid for small, barely profitable day care centers. ForegxapR017, FEL spent
$13 million to acquire 7 day care centers which collectively generated only a 1eaxpneargin.

Note 20: Business combinations

0On 20 December 2016, the company acquired 100% of the ordinary share capital of Caerus Childcare
Pty Ltd, which owns and operates a single child care centre, for a total consideration of $2,045,000.
On 12 March 2017 and 17 May 2017, companies within the Group acquired a further 6 child care
centres for a total consideration of $11,177,000 (2016: $10,875,000 for 8 child care centres).

The goadwill of $14,056,000 (2016: $10,875,000) arising from these acquisitions represents the future

positive cash flows from the underlying child care centres. [The acquired businesses contributed|
|revenues of 54,915,000 and a profit before tax of 556,000,| after taking into account all acquisition

expenses. Due to the nature of the acquisitions it is impractical to disclose the revenue and profit or

loss as if the acquisitions had occurred at the beginning of the period.

Source: FEL Annual Report June 2017 (Available from ASIC)

Overl evered and overvalued, FELG6s woes wil/ have | ikely
since the publication of its June 2017 annual report. Industry lea8dfducatio(fiG80), r e p o rsippehdissuedi
a n degufatory requirementis relation tostaffing ratio® i n itriading update.e Since November 2017, G8

Educationds shar e rmm$4b66do $h7d sYetaBluenky Has nhaekédwe ith infestment to an
EV/EBITDA multiple of 337x, a mighty premium to th8.4x EV/EBITDA multiple at which industry leader (G8)

trades.
FEL is Excessiwely Levered Absurb Valuation
$ M FY2017 $M
Rental Bond 19 Invested Capital (Blue Sky) 22.0
Debt Facility 16.8 November 2014 mark up (12.37%) 247
Acquisition liability payable 2.6 January 2017 mark up (26.3%) 312
Gross debt 21.3 % Blue Sky Ownership 74%
Cash 14 Equity Value of FEL 42.2
Net debt 19.9 Net debt 19.9
PBT 0.2) Enterprise Value 62.1
Add backs
Finance Costs 0.7
Depreciation and Amortization 0.7 EBITDA 18
Impairments 0.5 EV/IEBITDA 33.7x
EBITDA 18 EV/IEBITDA (G8 Education) 9.4x
Net Debt/EBITDA 10.8x Premium to industry leader 3.6x
Source: FEL Annual Report 201BloombergGlaucus Calculation
Note: G8 Educatiots EV/EBITDA is on March 23, 2017
A comparison between FEL and industry | eader G8 shows |

has lower EBITDA margins and generates negative free cash flow. It is also substaatiallgvered. We calculate
that FEL has a net debt/EBITDA ratio of 8. compared to 1.5x for G8.
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FEL is not Worth 3x G8 Education

FEL G8 Education

$ M FY2016 FY2017 FY2016 FY2017
Revenue 29.6 37.8 771.7 789.0
Sales Growth 28% 2%
EBITDA 1.7 1.8 173.4 166.1
Margin 6% 5% 22% 21%
Cash from operations 1.9 0.7 108.6 92.0
PPE Capex a.7) 1.2) (25.0) (18.4)
Free cash flow 0.2 0.4) 83.6 73.6
Interest (0.5 0.7) (47.1) (34.49)
Net Free Cash Flow 0.4) 1.2) 36.5 39.2
Net Debt 8.6 19.9 384.2 254.3
Net Debt/EBITDA 5.1x 10.8x 2.2x 1.5x

Source: FEL Annual Filings, G8 Education Filings

The only positive going for FEL is its supposed sales
acquisitions funded with excessive leverage. We struggle to see how FEL will pay off such liabilities with negative
net free cash flow, let at@ be valued at a significant premium to a much healthier industry leader like G8.

News articleslaim that FEL is struggling to be sold with Blue Sky extending the deadline for the realization of the
fund, just as the Company has done with other investments. Blue Sky has marked up the value of its investment in
FEL, yet the underlying business is dangerously over levered and based on the rapid decline in reported operating
cash flows, FEL appears @ lurching towards calamity.

If we valued FEL at the same multiple as G8, then we calculate that FEL is worth 88lyfilion, meaningnvestors

in Blue Skyb6és FEL Fund are I|ikely sittingdbyBluesSkyl oss of
FEL Performance is Grossly Exaggerated $ M
FEL EV/EBITDA Claimed by Blue Sky 33.7x
G8 Education EV/EBITDA 9.4x
FEL FY2017 EBITDA 1.8
FEL Enterprise Value at G8 Multiple (EBITDA x9.4X) 17.3
Net debt 19.9
Glaucus Esitmated of equity value (EV less net debt) (2.6)
Blue Sky Claimed Value of Invested Capital 31.2

Source: FEL Annual Filings, Glaucus Calculation

Rather than reporting impressive returns by marking up the value of FEL, we believe that Blue Sky should be
impairing its investment.

b. The Billion Dollar Burrito

Beach Burrito was Blue Skyés first fAVCO investment. T
fund the opening of the very first store in Jamu2007. Blue Sky then made a $2.8 million follow on investment in

December 2012Whi | e Bl ue Sky prides itself on its stellar ret
di storting performance for its early years by wusing Be
across its entire private equity potifo

The VC performance track record of 25.4% is just the simple average IRRs of four categories: 2006 Vintage (26.7%),
VC 2012 Fund (40.2%), Other 2012 Vintage Investments (26.9%) and VC 2014 Fund (8.1%).
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BSVC track record as at 31 December 2016 BlueSky

Alternative Thinking

Gross' Net?
Cocr;];tlgled Money multiple Money multiple
Beach Burrito Company 1 $0.2 million Part realised 57.2% 74.0x 57.2% 74.0x
Viking Rentals $4.7 million Realised 14.8% 2.2x 15.8% 1.9%
[Total 26.7% 4.8x 24.5% 4.2x |
—
Hatchtech $1.0 million Part realised 50.4% 2.8x
Pet Circle $4.0 million Realised 28.4% 2.0x
Conventus Orthopaedics® $3.1 million Unrealised 27% 1.1x
Heylet's $0.5 million Unrealised 85% 1.2x
Serene Medical $1.8 million Unrealised 88.6% 2.7x - -
| Total 40.2% 2.2x 20.8% 1.7x |
_
Alcidion $2.5 million Unrealised 31.7%
Beach Burrito Company 2 $2.8 million Unrealised 20.7% 2.0x 13.6% 1.6x
| Total 26.9% 2.5x N/A N/A |
I
Parcel Point / Fluent Retail® $4.5 million Unrealised 0.0% 1.0x
Vinomofo? $25.0 million Unrealised 9.3% 1.1x
THRIVE $2.2 million Unrealised 24.5% 1.3x
Shoes of Prey? $9.1 million Unrealised 7.9% 1.1x
Eloquii $2.7 million Unrealised 18.9% 1.2x
Serene Medical $0.4 million Unrealised 225% 1.1x
GO1 $0.5 million Unrealised 92% 1.0x
Lexer® $2.5 million Unrealised 0.0% 1.0x - -
Total 8.1% 1.1x (2.7%) 0.97x
Total realised and lised 4 25.4% 1.6x 17.4% 1.3x

Source: VQ017Information Memorandum

We suspect that Beach Burrito is an even bigger contri
made only a few investments in 2006/2007 and therefore tweaking the performance of just one investment can have a
big impact on the overall 2@Qperformance and therefore a big impact on reported total returns since inception.

It is thus alarming that Beach Burrito is so egregiously overvalued. Blue Sky holds a 33% equity stake in what the
Company calls a fast casual chain of Mexican restasiraBlue Skyexpects run raté EBITDA to be $2 million by
the end oFY2017 across 12 restaurants.

Beach Burrito Company (‘BBC') is a fast casual chain of
Mexican restaurants (a hybrid between fast food and full service
restaurants). Established in December 2006, BBC opened its
first restaurant on Campbell Parade, North Bondi in January
2007. BBC has since shown exceptional growth and expects to

[ be run-rating EBITDA of $2 million by the end of FY17]BBC was
listed in BRW's ‘Fast Starters’ list in 2010 and 2011 and has 13
restaurants nationwide including in Queensland, NSW, Victoria
ACT and SA.

Ownership & governance

Blue Sky invested as equity and holds 33% of Beach Burrito
Company on a fully diluted basis. Blue Sky holds two board seats.
Source: VC Information Memorandum 2017

e Blue SkyoOs inahciaisshend fArun rat eg

2We have seen countless instances wer
I'l'y generous by valuing Beach Burr

Therefore, we are being exceptiona
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I f we assume no debt, t he nl2tedtaarantsiopd restawantal@uptivien OctdberBe ac h B
2017, hardly a sign of growth) is an absur@ $éllion or 31x theforecastedEBITDA.?*

Beach Burrito Is a Plug Usedto Skew IRR

$M Investment Money Multiple Value of Holding
Beach Burrito 1 0.2 74 14.8
Beach Burrito 2 2.8 2 5.6

Total 3.0 6.8 20.4

% Ownership 33%

Blue Sky valuation of Beach Burrito 62
Forcasted EBITDA 2
EV/EBITDA 30.9x

Source: Glaucus Calculation

The absurdity of Blue Skyds valwuation i s ewingtkams when
specializing in Mexican food such as Pollo Loco or Del Taco.

Beach Burrito is Grossly Overvalued

Beach
$M Burrito  Del Taco Pollo Locg
Restuarants 12 554 475
Enterprise Value 62 731 592
Value per restaurant 5.2 13 12
EBITDA 2 82 77
EV/IEBITDA 31.0x 8.9x 7.7x
EBITDA per restaurant 166,667 147,644 161,838

Source: Bloomberg, Company filings

Despite generatingpmparabl€EBITDA per store, Blue Sky has valued Beach Burrito at a massive premium to more
established, fast growingr and s . We calculate that at current mar kup
food counters at $5 million per restaurant, which is laughable.

Why has the Company mar ked up Beach Burritotedwaturnegr egi oL

fisi nce iintceipst ioome 0of the early investments whose val ua
performance As other investments underperform, more heat i
Hencethebzarre circumstance where one of Australiabs | eadi

partially propped up by its markup of a $200, 000 AVCO |
c. VINOMOFO: STRAPPED FOR CASH AND MISSING GROWTH FORECASTS
Vinomofo, an online wine retailer, is meant to be a rapidly growing flagship investment for Blue Sky. Instead,

Vinomofobds | at est loanderingalsingse facording 1o éhe ¥Ca2D1¥ Ineestdr Memorandum,
Blue Sky invested $25 millighfor a 22.7% stake in Vinomofo in February 2016.

24We suspect that like Thrive, Beach Burrito is loss making at the EBITDA level, but we do not have the urfitealyirgjs so we are forced

to use the fArun rateo EBITDA figure of $2 million as claimed by Bl ue
% AFRreportecthatthe BlueBy i nvest ment memorandum for Vinomofo sought fees of $3

and 5 years of upfront management fees. This equaté8dadfront fees! No wonder Blue Sky invested in Vinomofo.
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Blue Sky invested $25 million into the business in February 2016.
Ownership and governance

Blue Sky invested as equity and holds 22.7% of Vinomofo on
a fully diluted basis. Blue Sky holds a board seat and has two
further observers attend each meeting.

Source: VC 2017 Investor Memorandum

By December 2016n just a few month8lue Sky had marked up the value of its equity in Vinomofo by 1.1x and
claimed a 9.3% IRR on its original investment.

BSVC track record as at 31 December 2016 BlueS y

Alternative Thinking

Gross'
Committed Current
capital Sa IRR Money multiple IRR Money multiple

Parcel Point / Fluent Retail® $4.5 million Unrealised 0.0% 1.0x
| Vinomofo? $25.0 million Unrealised 9.3% 1.1x |

Source: VC 2017 Investor Presentation

Such returns seem improbable given that Vinomofo almost immediately missed its revenueaygeatht tontinues

to burn cash at a torrid pace, appears to be dependent on further financing or investment to suAdeerding to

the AFR, Blue Sky forecasted that Vinomofo would generate $81.2 million of revenues in the fiscal year ending June
2017.

But publicly availablefinancialsst at e t hat Vinomofobs revenues were only
forecast for that yeaf

In addition tomissing revenue forecasts by a wide mark, Vinomofo reported a massitaxposs of $6.7 million

(almost double the year prior). In December 2016, Blue Sky had marked up the value of its investment. But at this

time, Vinomofo was already halfway thrgiu a disastrous fiscal year in which revenue growth had stalled and losses

had almost doubled!Vi nomof ods sluggish growth was even more dis
expenses over the previous year ($6 million in FY 2017 vs. $3.2 milli¢tYi2016). This suggests that despite

investing more resources, customer acquisition costs are surging.

%®Vinomofo clatenedr avdmwe of $70 million, but the financials belie th
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Statement of profit or loss and other comprehensive income

for the year ended 30 June 2017

2017 2016
Notes s s
Revenue 4 43,694,551 39,297,923
Cost of sales (28,283,559) (25,825,720)
Gross profit 15,410,992 13,472,203
Other income 4 58,793 49,535
Distribution costs (3,906,313) (3,550,600)
Marketing expenses (6,075,713) (3,232,801)
Occupancy expenses (622,669) (498,136)
Administrative expenses (9,516,073) (8,539,193)
Bad debt expense (329,356) (580,000)
Other expenses (1,766,986) (862,431)
|(LossyProfit before income tax expense (6.747,325) (3.741.423) |
Income tax refund/(expense) 2,005,415 503,953
(Loss)/Profit for the year 5 (4,741,910) (3.237.470)
Other comprehensive income - -
Other comprehensive income for the year, (net of income tax) .
Total comprehensive (loss)income for the year (4,741,910) (3,237,470)

Source: Vinomofo Annual Report 208S1C Website)

Rat her than a successful i
Vinomofo only had $2 million in cash left.

Statement of cash flows
for the year ended 30 June 2017

nvest ment

j usthdehdyof R’Yy @013a mar k u

2017 2016
Note S S

Cash flow from operating activities

Receipts from customers 47,986,275 39,473,346

Payments to suppliers and employ (54,644,538) (41,381,420)

Interest and other finance costs (8276) (24,099)

Interest received 58,793 49,535

Income tax paid (335,386) (211,972)

Net cash used in operating activitics 16(b) (6,272,360) (2.094,610)
Cash flows from investing activities

Payments for property, plant and equipment (263,568) (400,335)

Payments for intangible assets (219,688) (39.667)

Net cash used in investing activities (483,256) (440,002)
Cash flows from financing activities

Dividends paid - (804,065)
[ Proceeds from Borrowings - 10,038,306 l

Net cash generated by financing activities 9,234,241
Net (decrease)/increase in cash and cash equivalents held (6,755,616) 6,699,629
Cash and cash equival at the beginning of the fi ial year 8,949.397 2,249,768
Cash and cash equivalents at the end of the financial year 16(a) 2,193,781 8,949,397

Source: Vinomofo Annual Report 204S1C Website)
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Vinomofo Burns Cash

$M FY2016 FY2017
Revenue 39.3 43.7
Growth 43% 11%
EBITDA (3.6) (6.6)
Margin -9% -15%
Free cash flow (2.5) (6.8)
Cash balance 8.9 2.2

Source: Vinomofo Annual Report 2017

At thatcash burmate,we estimate that Vinomofo wilikely run out of caslthis fiscalyearwithout further borrowings
or investment. Compounding our suspicion that the bus
Rob Chapmaywho wasonly appointed in August 2018esignedust prior to yeaend.

Directors
The names of the directors of the company during or since the end of the financial vear are:

e Justin Luke Dry
s Nicholas Paul Dignam
e  Andre Hermann Eikemeier
[ ¢ Roblan Chapman (resigned on 7 June 2017) |

Source: Vinomofo Annual Report 2017

Based on our review of Vinomofo, we struggle to see how Blue Sky could clair3%rRR on startup which was
badly missing growth forecasts (despite a doubling of marketipgnselsand hemorrhaging cash.

d. Failure to Thrive

In December 2015, Blue Skyvested n T HRTIhuveo )(,i a small chain of healthy f
later, in June 2017, Blue Sky announceadlifv-on investment of up to $9.9 million for an additional 33% interest
in Thrive.

Source:Blue Skyinvestor Presentation June 2017

The investment memorandum reveals that after the fatlow i nvest ment, Bl ue Skyds owner
from 26.3% to 50.6%.
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