


Townsville in Focus February 2009

No responsibility is accepted to any third party that may use or rely on the whole or any part of the content of
this publication.

Neither the whole nor any part of this publication or any reference thereto may be included in any published

or photocopied documents, circular or statement, nor transmitted or published in part or full in any way,
including electronically, without written approval of the form and context in which it may appear.

© HTW Copyright 2009



Townsville in Focus February 2009

D1 =Tox (o] £ N[ (P 1
L@ Y] 3
BUSINESS CONIABNCE ....ccoiiiiiiiiiiiiiiiieeeeee ettt e e e e e 4
0 [0 o1 4
T UT][o [T T AN o] o] €01 Z= LSRN 5
T o LS L = U\ =T = P PP PP 6
L@ o]0\ =T 4 Q= S 6
Commercial Property YIEld. . ... ... 7
[ [ 10 LT PP PUUPPPPPRIN 8
L 1S 9
Y Z= To= g1 1= Vg o 10
RENTAI MAIKET ...ceiiiiiiiiiiiiieeeeeeeee s 12
ST o =T O T 13
L 1= 14
SIGNIFICANT SAIES ...eeeiii e e e e e et e e et e e e e e e e e e e st e e e e e e e e arrr 15
Y0 o1 L= = {0 {1 17

(@01 8 1¢3 1117 o o PR 18



Townsville in Focus

We live in a rapidly changing world and the Townsville economy has been by
no means immune. We have been in for some rough times since our
previous issue of Townsville in Focus.

But there are glimmers among the gloom that will help drive us through the
global crisis. There is an extra Army battalion coming next year, and extra
Virgin Blue flights are a further vote of confidence in the Townsuville region.

The residential property market is currently in a quandary. The incentives to
buy are right, with lower interest rates, higher first home grants and
affordable prices. But job security, or more specifically income security, is the
major issue to potential buyers. We are often asked if now is a good time to
buy, and the short answer is yes..., if you are not risk averse.

In this publication, Herron Todd White presents trends from surveys,
conclusions from our own research and shares market intelligence that our
valuers use "in the field" on a daily basis to provide the best possible advice
to our clients in their decision making.

The valuation and property advice is not based on any automated model,
and as our advice is given on a fee for service basis, there is no hidden
agenda other than to provide the most independent, reliable, current position
of your property's worth.

Released quarterly, Townsville in Focus provides an overview of commerce
and the changing elements affecting the different property sectors in the
region. Should any of the material arouse questions, please do not hesitate
to contact our office on 07 4724 2000.

Ross Turner
Managing Director






Townsville in Focus

Townsville's property markets have taken a hit over the last six to nine
months with substantial falls in the levels of real estate sales activity and with
price falls evident for the majority of property. However the market appears
to have found a plateau in terms of sales activity and may well be stabilising.

Even so, we have no cause to advance our Townsville residential property
clock — refer Image 1 — from the general slowdown phase of the cycle. There
are tentative indications that the Townsville market is approaching the
bottom of the residential property cycle, but the evidence remains tenuous
and we are reluctant to call it at this stage.

Commercial and industrial markets, which were previously lagging behind
the residential market in the cycle, are now judged to have joined the
residential market in the general slowdown phase.
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The level of
business confid-
ence in Towns-
ville, as
measured by the
Pricewaterhouse

Coopers
Business Conf-
idence Change
Index, has
nosedived over
the last three
quarters to reach

a ten-year low, led by an expected drop in sales stemming from parlous global
economic conditions. Whilst business confidence over the immediate future is at
a low ebb, a positive business outlook remains over the longer term based on an

eventual return to buoyant economic and population growth.

The number of
jobs being adver-
tised each week In
the Townsville
Bulletn - as
depicted in Image
3 — has reduced
abruptly  during
the last twelve
months in resp-
onse to the
slowdown in
business confid-
ence, dropping by
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700

Average Weeky Job Ads

600 +

500 +

400 +
300

200 |
100 |
ol

06

Jan- Apr-

(Source: Townsville Bulletin)

mm Actual Trend
IFAANANANARRANAARRAAARNN
Oct- Jan- Apr- Jul- Oct- Jan- Apr- Jul- Oct- Jan-

06 07 o07 07 07

.
ks
)\ 4

Herron

Todd White

08 08 08 09

more than half. Job ads are now running at a trend rate 54% below that recorded

at the end of 2007.



Building and Construction

Image 4

Townsville City Monthly Building Approvals (Number)
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trend level of approximately 65 per month, consisting of 55 houses and 10 units,
their lowest level since the post-GST building slump in 2000. The current rate of
approvals per month implies a 70% reduction during the course of 2008. Whilst
building activity is down across the board, some new home development is
starting to re-kindle, but restricted to cheaper homes targeted at first home

buyers.

In contrast to the
sharp decline in
residential building
approvals, Image 5
illustrates that non-
residential building
approvals are also
declining, but
nowhere near as
intensely. However
continued softening
of  non-residential
building approvals
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can be expected in the current market climate as a result of reduced business

confidence.



Commercial Property

Image 6
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2008, with a total
building value of $64 million. Nevertheless much of the present activity is the
carryover effect from past economic conditions and we expect industrial property
development to decline significantly during 2009 in response to the changed
economic circumstances.

Image 7
The Townsville office
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January 2009 — refer
Image 7 — shows that
the level of office
vacancies in the
Townsville CBD has | w.0% -

reduced over the last

SiX months’ from . A Grade B Grade C Grade D Grade Total
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July 2008 to 11.2% in
January 2009. Vacancy rates lowered to 6.7% for A grade space, but increased
for B grade space and were virtually unchanged for C and D grade space.



Commercial Property

Image 8
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Our CBD Office
Survey also
shows that net
office space
absorption has
totalled in
excess of 5,000
square metres
over the twelve
months to
January 2009 —
refer Image 8.
The majority of
extra demand

has been for A grade space, with the other quality grades experiencing mixed
levels of occupier demand.

Image 9

Commercial and Industrial Property Yield
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Commercial and
industrial  prop-
erty vyields -
refer Image 9 —
have climbed to
average in the
8% range as a
result of softer
purchase prices,
and have
climbed even
higher again for
forced sales.

There is evidence of a widening chasm between sellers and buyers, with
vendors generally reluctant to sell at the yield rates buyers are now demanding.



Residential Market Dynamic

Image 10 shows
that the number
of houses being
sold each month
has steadied at
a level of
approximately

225 sales per
month.  These
sale volumes are
down about 30%
to 40% on the
mini-peak levels
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achieved at the start 2007. Houses are selling reasonably well in the cheaper
market segments, largely for affordability reasons, but with the large volume of
stock available, houses are slower to sell in the mid to upper priced segments.

Image 11
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Our median price
analysis — refer

Image 11 -
shows that the
median level of

house prices has
come down from
a peak of
$373,000 in
November 2007
to $353,000 in
November 2008,
which represents

an overall reduction of 5.4% over the twelve months. We believe house prices
have been relatively steady since November, and although some purchasers are
aiming to exert continued downward pressure, there is significant seller
resistance to the price offers that such buyers are tabling.



Residential Market Dynamic

Image 12

Townsville Unit Sales Volume Unit sales — refer
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This has occurred
even with developers generally maintaining their list prices despite the softer
market conditions, and is small testimony to the strength of the Townsville
market relative to many other Australian locations.
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The median price of

new units has also come down, but we believe this to be the result of a
compositional shift rather than price reductions, due to most developers holding
prices steady.



Residential Market Dynamic

Image 14
Our unit survey — Units in Current and Forthcoming Unit Developments
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stock of 1,600

future units as at March 2008. Of the units approved for future development as at
December 2008, 1,375 have been released into the market and sales
cumulatively secured on 770. There was a total of 620 units available for
purchase as at the end of December 2008, compared to a sales rate of 50 units

sold during the quarter.

Image 15
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The vacant land
market —  refer
Image 15 — is also
experiencing much

slower sales,
reflecting a large
reduction in

demand. Current
sales rates are
down to around a
quarter of the sales
rates experienced in
late 2007.




Residential Market Dynamic

Image 16
Townsville Median New Land Price
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Recent movements
in the median land
price series — refer
Image 16 -
indicates that the
median land price
trend has nudged
downward over the
last three to six
months in con-
junction with the
much slower regime
of demand. The

latest data shows the November 2008 median allotment price at $149,000.

Image 17
Our latest Residential Residential Land Market in Townsville
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ance of land supply

relative to current rate of consumption, which despite recovering from an
abysmal number of sales in July-August 2008, came in at an average of just 85

sales per month during September to December 2008.




Residential Market Dynamic

Our Townsville
rental vacancy
survey —  refer

Image 18 — shows
that rental vacancy
trend rates have
been creeping up in
recent months as a
result of softer
rental demand. The
latest trend vacancy
rates stood at 3.0%

Image 18
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for houses, 3.1% for units, and 3.0% overall. The Townsville CBD has its rental
latest vacancy rate trending at 4.0%, compared to 2.3% for suburban Townsville
and 4.9% for Thuringowa.

Image 19
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Our Townsville
median rent analysis
— refer Image 19 -
shows that rents
continued to climb in
the September and
December quarters,
with the latest
median rents in
Townsville reaching
$350 per week for
houses and $300 per

week for units. This is in contrast to many other Queensland locations where
rents have been static or declining over the same period. The side effect of rising
rents is that yields to investors have improved, with rents received continuing to
rise in the face of steady to declining purchase prices. Coupled with lower
interest costs on borrowings, this must make Townsville one of the few places
that remain an attractive place to invest in the current economic climate.



Rural Market Dynamic

Returns to Australian
sugar producers
refer Image 20 — have
increased in recent
months largely as a
result of firming world
sugar prices and the
sharp depreciation of
the $A exchange rate.
Combined with some
cost relief, for
instance on fuel and
fertilisers, stronger

Image 20
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returns are leading to a more profitable cane growing environment and
improved short term confidence in the industry. Another factor supporting
the positive outlook, cited by ABARE, is that because world demand for
sugar is less responsive to changes in income than many other commodities,
sugar demand is not likely to be as adversely affected by the global financial

crisis as most other commodities.

Image 21
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Image 21 depicts
the volume of cane
farm sales and the
median dollars per
hectare cane farm
price in the
Burdekin and
Herbert districts. It
shows that since

2004, cane farm
values inclusive of
crops, structures

etc, in the Burdekin

have increased by 129%, to reach a median level of roughly $16,000 per hectare
during 2008, while those in the Herbert district have increased by 79% to around

$10,000 per hectare.




Rural Market Dynamic

Image 22

Queensland Cattle Market Index & Australian Dollar
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Queensland
cattle prices -
refer Image 22 —
have been
subject to count-
ervailing effects,
with the positive
stimulus of the
lower Australian

dollar offset
against the
demand damp-
ening  effects,
especially  for
higher  valued

beef, caused by the global financial crisis. A positive industry outlook remains,
aided also by the abundance of rainfall in northern regions this wet season as
well as better profitability due to lower input costs for fuel, fertiliser and feed

supplements.

Image 23, which
tracks growth in

the Australian
Grazing Property
Index developed
by HTW in
association  with
RMP, shows that 10%
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grazing property prices over the period from 1999 to 2008. Grazing property
prices per hectare have increased in North Queensland at the average annual

rate of 25% (over and above inflation) over these years.




Market Intelligence

Industrial
No Address Land Sale Sale Price Analysed PSM Bldg
Area (m?) Date Yield
Enterprise Street, Bohle 9,893 01/09 $3,000,000 8.6% $959

Comments This is an irregular shaped allotment improved with a single level purpose built industrial
factory complex that currently operates as a bakery. The improvements are semi modern
and include a main factory area, distribution area, loading dock, double storey office area and
drive through concrete hardstand area. Property sold with a lease-back and analysed to a
yield of 8.6%.

No Address Land Sale Sale Price PSM land
Area (m?) Date area (m 2)
Ingham Road, Bohle 22,200 10/08 $5,000,000 $225

Comments This is a near level, irregular shaped 2.22Ha inside site (22,200sgm) that is set at about road
height. The site provides a reasonable building contour without significant adverse features
and has historically been used as a viable caravan park for some time (Coconut Glen Van
Park). The property has a single road frontage of about 145sgm to Ingham Road at the
property's northern boundary and abuts the northern rail line at the rear. The site is in close
proximity to the heavy industrial hub of Enterprise Street and the intersection of Ingham Road
and Woolcock Street (National Highway).

Rural Grazing

No Address Land Area Contract Sale Price  $/ha Bare
(ha) Date
1 Hanging Rock , Scartwarter Road, 33,900 18/11/08  $11,500,000 $278
Llanarth

Comments — located approximately 40 kilometres south of Charters Towers. It is a breeding and growing
country with a carrying capacity of about 4,000 AE’'s. Property has well distributed water stock and well
maintained three bedroom homestead, separate staff kitchen and quarters plus outbuildings. Property sold
at well attended auction WIWO.

2 Ucharonidge , Stuart Highway, Barkly 247,900 01/10/08  $29,250,000 $81
Tableland

Comments — located approximately 95 kilometres east of Elliot. Currently produces cattle for live export

market, although its proximity to Queensland means cattle could be finished In eastern states. Includes

homestead, managers residence, workers cottage, two large machinery sheds, workshop, hayshed and all

weather airstrip. Station was operated as a stand-alone family operation and was sold to an adjoining

owner WIWO.




Real Property Investment



Rick Carr

Experience

Rick Carr has been the Research Director at

Herron Todd White since 1998 and was

formerly Manager of the Cairns Economic

Research Unit at James Cook University. He

has an extensive career background revolving

mainly around economic research and consulting. In addition to the
management and provision of on-going property market analysis, he
operates as a project consultant in the general fields of economic and
property research, and has become well-known as an expert commentator
on North Queensland property markets.

Quallflcatlons
Bachelor of Science with Honours in Mathematical Statistics
Bachelor of Economics
Member of the Australian Market and Social Research Society

Not a valuer!

Expertise
Residential, rural and commercial property research
Market research in the general fields of socio-economic and demographic
research



Townsville in Focus

Like everywhere else, Townsville's residential property markets have been
buffeted by the impacts of the global financial crisis, with fears over the
future economic direction and/or personal job security sapping buyer
confidence in the current market.

The market is getting close to, if not already at, the bottom of cycle in terms
of straight numbers of sales, and our prognosis for 2009, barring any further
‘surprises’ on the global economic front, is for prices to generally stabilise as
interest rates remain low and confidence starts to rebuild. The depth of
events of the last few months, however, suggests that the rebuilding of
confidence will be a gradual process, not a bounce back.

Commercial and industrial markets are also responding to the softer
business and economic conditions, and can be expected to follow behind the
residential market in also bottoming out as the current year unfolds.






