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OH WHAT A YEAR!

2009 had been and gone, the economic downturn has had a

Management Rights = Motels « Resorts Specialists

Servicing Qld & NSW

in the ‘nett
the market multiplier.

operating

profit

huge hiccup *‘as far as Au sherecaghisedfinangierssare setiingneveguidelines andogen d  t h
doom and gloom has all but disappeared. A highly could say at least three banks are less of a lending force than
unpredictable year is certainly not an understatement. in years gone by. We have found that if it is now normal
W din th N N v ith th policy to obtain a valuation on the Real Estate component
'e starte in the early New Year Wl.t the management | going to the market.
rights industry and the economy looking very shaky. The
predicted hiccup was just that, a small and short lived slow  We see further expansion amongst the recognised brokering
down in the general economy and as expected a market firms, with the small and one person brokering operation
correction in the management industry. becoming the minority. After all this is a full time industry
) . . . commitment. The management rights industry has started
The major lenders in the management rights industry . .
d their bullish h ) | d th to become a true commercial brand of business that
Foc;recte their UdIS .ap|i>froac dtobma_mmum oaas and the deserves to be marketed and exposed the same as a Motel,
n L;?t;yd corrected itself an usiness continued as  vol or Resort business. Intelligent marketing, expansive
predicted. data bases and the ability o]
Lending in the industry from banks with seemingly unlimited  the industry professionals market the majority of the
amounts of money could only end up in disaster. Sales of management rights that go to the market in the future.
mana.gemen,t rights _rarel Yo It| astrugqetosou'rceto sﬁwelfPurchasé’rs|nth§IargeeI,Ver
Appointed Certainly wunr {eg G anc.e 0f ed
) . nett profl énd Sf thé managemen rights |ndustry he
the business have forced some of these sales. However, this
. ) . . major recognised brands are reducing debt and
put an uncertainty in the minds of a lot of buyers who failed — L
) ) ) : ) consolidating their existing stock.
to realise the management rights were trading ok -1 t t he
loan commitment that causes the forced sale. We will move forward in 2010 with the majority of
. L stakeholders adopting a more positive attitude to the
In my 14 + years brokering in this industry, we have never . . . .
. dal N b 5 b h of b management rights industry, with Vendors preparing to go
experienced a late November / Decem er‘ rush ot buyersas - a reV|taI|sed market and Purchasers now decided that
2009 has produced. The two perso n Mum & Da cen
: i : mterest rises” are a part of life that has little commercial
in the mid $1,000,000 - $2,500,000 price range has returned
. ; i . significance to any viable management rights that offers
in both permanent and holiday management rights with the .
T c ; potential growth.
majority of contracts sold and settled in this range.
As | gaze into the ‘crystal b a

Multipliers of 18 months ago are becoming the normal once
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year of strong sales and a very buoyant management rights
industry.
Jake Clarke

Surfers Plaza Resort, Surfers Parad i S eNett Profit $263,148 Price $1,830,000
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Seamar k on Fir st ,NetwPoofitlSi56570a Rrice $1,210,000...
Aruba Beach Res orNettProfits1y$734b Rrice §1{278,000..
St Tropez, Surfers Paradise................. Nett Profit $224,009 Price $1,430,000

Al oha Resort, S u r Nett Rrafit $224000a Rtice $18180,000 ... .
Rays Resort,South por t ....... ..Nett Profit $224,401 Price $1,480,000
Equi nox Sun Res o0r NettPrd&its271,099 BriceB13555000 i
Ender |l ey Gar dens, Ne@®Rrofitf$284,796 Riee!S15745/000 € .

Paradi so on t he BRNettPrdfit 524890 Brisecs1,910{000 ....
Moby’' s Beachsi de NettProfies300,690 Nite\$2,000,000..
Mal di ves Resort, NetProfit $B72,68T Price.$2,165,000..
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Mediterranean style complex in

popular rental area, central to
major shops, transport & schools.
No set office hours, freestanding 3
bedroom Managers residence.

Nett $174,000 Price $1,360,000

Unique caretaking opportunity in
beautifully maintained highrise
complex adjacent to Main Beach.
Newly renovated Managers
residence, excellent resort facilities.

Nett $165,000 Price $1,495,000
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Iconic beachfront building with all
the amenities, 2 bedroom Managers
residence. Lots of repeat business,
views from all units, 10 mins to
airport and major NSW clubs.

Nett $523,000 Price $3,650,000

MANAGEMENT RIGHTS GOLD COAST MARKET By Landmark White Valuers

From the early 2000’s the Managemen tantlyRwithy redorsl highsairr Yeagst i n
Purchase factors, particularly for larger complexes, due predominantly to the emergence of large corporate buyers.

The Management Rights market has not escaped the impact of the Global Financial Crisis with secondary businesses being
the most affected.

The global credit crisis, property downturn and general market uncertainty has resulted in a significant reduction in sales
volumes and also sale prices of management rights of all types. Multipliers for sales have fallen by approximately between

0.5 to 1 times, to a range of typically between 3.50
complexes and 4.25 and 5.50 times net prof it forplamal i
businesses in their infancy stages being below these levels.

a l
t

The quantum of net profit generated by the management rights impacts upon the Years Purchase achieved. Generally,
businesses generating net profits in excess of $300,000 per annum are keenly sought and command higher Years Purchase
multipliers, with those businesses generating up to or over $750,000 per annum being the premium businesses are more
sought after by major players in the industry. Also important is the value of the real estate. Management rights with a low
net profit and a high real estate value are less popular as these require a high overall investment with a lower-yielding
business.

Economic uncertainty has seen a significant reduction in enquiry and activity, and notably so in t he “first
management rights buyer group. Additionally, New Zealanders, whom reportedly own approximately 50% of all
management rights in Queensland, have retreated, due to a combination of the current weakness of the New Zealand

currency and economic uncertainty in both Australia and New Zealand.

A positive for the industry is the continued strength of the permanent rental accommodation market. Vacancy levels
generally remain low and rental growth is still occurring, albeit at a slower pace. A negative in the current environment is
the retreat of property investors, with the letting pools in some buildings losing units to owner occupier buyers.

The management rights market is influenced heavily by the level of supply and demand on the market. There is currently a
high level of supply of properties for sale, with a significant reduction in the number of transactions in 2009 compared to
what was experienced in 2006/2007. Buyers are generally taking a much more critical view in relation to the business,
undertaking significant legal, financial and valuation due diligence before making any purchase.

Fundamentally the Management Rights Business Model is sound however normal property and business fundamentals;
namely location, building quality and management ability are critical to the success of the business.

Your LandMark White management rights contacts are
Lisa Murdoch - Director, Linda Otten - Associate Director, Ross Farwell - Valuer
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TRANSFER FEE AND GST By John Mahoney, Mahoney Lawyers

For some time there has been confusion over whether or not a Body Corporate can add GST to the amount it receives
by way of a transfer fee imposed when a Resident Manager sells within 2 years of becoming manager.

The Australian Tax Office has recently issued a Private Ruling which supports our stance that a Body Corporate has no
right to add GST to the amount of a transfer fee.

There has not been any doubt that the Body Corporate must remit as GST 1/11 of the amount it collects. We have
always maintained that a Body Corporate has no right to add GST to the transfer fee (3% if selling in year 1, 2% if selling
in year 2) and that Managers would be entitled to refuse to pay GST in addition to the percentage transfer fee.

We have also maintained that Resident Managers would be entitled to claim an input tax credit on (i.e. a refund of
GST) from the ATO, equivalent to 1/11" of the transfer fee.

Our view is that —
I The transfer fee is consideration paid by the Resident Manager for a taxable supply by the Body Corporate.

9 The transfer fee is neither GST free nor input taxed.

”

T The “supply
with the Body Corporate to a new manager.

i The Body Corporate and Community Management Act 1997 and modules provide that the transfer fee is a
percentage of the value of the Management Rights business.

9  The BCCMA does not provide for that fee to be increased by the amount of any GST.

9 Any GST would be deemed by the GST legislation to be included in the value of the supply — in other words,

by the Body Corporate is the authoris

there is no automatic “grossing up” of the transfe

9 Sections 9.75(1) and 177.12 of the GST Act effectively provide that the transfer fee calculated under the BCCM
Act includes GST.

The latest Private Ruling from the ATO confirms our long held view that a Body Corporate does not have any right to
add GST to the % payment. A party does not have the right just to add GST to a statutory payment just because the
statutory payment is or is based on a GST exclusive amount. It is a little bit like a contract that expresses consideration
without reference to GST - in the absence of a provision in the contract, the supplier cannot just unilaterally add GST.

Any Manager who pays a transfer fee should ask for a Tax Invoice for the amount of the fee and should then claim 1/11
of the transfer fee as an input tax credit.

Some bodies corporate might argue that a Resident Manager, whose remuneration has been increased by the amount
of the GST, should not complain if the transfer fee is also increased by the amount of the GST.

In our view the situations are different, as the transfer fee should be regarded as a windfall to the Body Corporate,

imposed only by the BCCMA, which does not requireanyi ncr ease f or GST. The Resi

entirely different as it is a fee for service, usually based on market rates, and it is entirely appropriate, and is usual
practice, for that remuneration to be increased by GST.

In various decisions of the Body Corporate Commissioner’ s Offi

corporate may add GST to the Transfer Fee. However, there is one decision where the Office ruled that a body
corporate could. That is The Nautilus-Noosa [2004] QBCCMCmr 272 (25 May 2004) where the Adjudicator ruled that
the GST component should be added on top of the transfer fee as calculated under the Module.

cont.
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The latest Private Ruling confirms our view that the transfer fee includes the GST component irrespective of the

Nautilus decision which was beyond the jurisdiction o
the GST legislation.

Mahoney Lawyers can assist our clients by developing strategies for dealing with the transfer fee and any associated
GST should the Body Corporate seek to impose GST.

This article is not a substitute for specific legal advice. Any interested person should seek specific legg
taxation advice relevant to their own particular circumstances.

The team at MRSales would like to

Merry Christmas and a

and prosperous New
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