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What a 30% correction
does to a 65% loan.

Sydney dwelling values are about 3.7 per cent below their recent peak,
So this is the right time to publish a stress test. We take a first mortgage
written at 65 per cent of an independent valuation, assume the borrower
defaults, and sell the property at the bottom of each of Sydney's three
modern downturns, then at the bottom of an invented 30 per cent fall
larger than any of them. Every cost of getting there is charged along the
way: selling costs, nine months of unpaid interest, and legal and holding
costs.
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SUMMARY

A stress test answers one question: if things go wrong in a specific, stated way, what
happens to the money? This paper runs that question against a single representative loan,
$65 lent against a property independently valued at $100, written for twelve months, which
is the standard shape of an Oxford loan.*

THE LOAN BEING TESTED

Property value at origination $100, set by an independent valuer
Loan amount $65, a loan to value ratio (LVR) of 65%
Security First registered mortgage (first in line to be repaid;

Paper 05 explains the queue)
Term and rate 12 months, borrower rate near 10% a year

What we assume goes wrong The borrower defaults and the property must be sold in
a falling market

The test sells that property at the bottom of the 1989 to 1991 downturn (Sydney fell 9.6 per cent), the 2017
to 2019 downturn (14.9 per cent), and the 2022 downturn (about 13 per cent), then at the bottom of a
hypothetical 30 per cent fall, which has no precedent in Sydney's modern records.? 3 “ Section 03 reports
all four outcomes, including the one where the lender loses money.

What this paper does not claim: that capital is protected, or that a severe enough correction, paired with
borrower default, cannot produce a loss.

-3.7% -14.9% -30% $35
SYDNEY, FROM PEAK, LARGEST MODERN FALL, THE INVENTED STRESS BORROWER EQUITY PER
AS WE WRITE 2017-19 CASE $100, THE BUFFER
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SECTION 01

Sydney's actual record of falling.

Sydney property falls less often, and less far, than people arguing about it assume, and the falls it has
recorded are the honest starting point for any stress test. The chart shows every citywide peak to trough
decline in the modern index series, plus the current one in progress, plus the invented case this paper
tests against.

NOW, IN PROGRESS 1989-91 2022 2017-19 STRESS CASE

-30%
SYDNEY DWELLING VALUES, PEAK TO TROUGH, CORELOGIC/COTALITY SERIES. THE STRESS CASE IS INVENTED AND EXCEEDS EVERY RECORDED FALL. SOURCE

FIGURE 1. THREE REAL DOWNTURNS, ONE CURRENT DECLINE, AND THE INVENTED CASE, DRAWN TO THE SAME
SCALE.

PLAIN ENGLISH - WHY TEST BEYOND THE RECORD

A test that only covers past falls assumes the future stays inside the past's boundaries. Doubling the worst
recorded fall is a standard way to check what happens if it does not. It is a what-if calculation, and this paper
labels it that way throughout.

One structural point before the arithmetic. Oxford loans run for twelve months. The falls in the chart took
between one and two years to happen. A short term limits how much of any downturn can occur between
the day the property is valued and the day the loan is due, and the test below ignores this advantage on
purpose, applying each full peak to trough fall to a single loan.
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SECTION 02

Counting every cost of a forced sale.

A defaulted loan costs more to recover than its face value, and a stress test that skips those costs is
advertising. Ours charges three of them. Selling costs, agent, marketing and legal, at 2.5 per cent of the
sale price. Interest arrears, because a defaulting borrower has stopped paying: nine months at the
borrower rate adds about $4.80 to the $65. And enforcement, legal and holding costs of about $1.50. By
settlement day the lender needs about $71.30 back to be made whole.

BUILD-UP OF THE LENDER'S EXPOSURE

Loan at origination $65.00
Interest arrears, 9 months at ~10% a year + $4.80
Enforcement, legal and holding costs + $1.50
Total exposure at settlement $71.30

LOAN $65.00

ARREARS + COSTS $6.30
THE PROPERTY'S $100 VALUATION, SPLIT BETWEEN THE LENDER'S TOTAL EXPOSURE AND THE BORROWER'S EQUITY.

FIGURE 2. THE BUFFER IN ONE PICTURE. THE MARKET MUST FALL THROUGH $28.70 OF THE BORROWER'S
OWN MONEY, PLUS SELLING COSTS, BEFORE THE LENDER'S RECOVERY IS SHORT.

PLAIN ENGLISH - NINE MONTHS, EXPLAINED

Nine months from default to settlement is deliberately slower than a normal sale. It covers the default notice
period, appointing agents, a full marketing campaign in a soft market, and settlement. Forced sales that run
faster than this improve every number in the next section.
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SECTION 03

Four sales, four outcomes.

SALE AFTER 2.5% LENDER'S
SCENARIO RESULT

PRICE SELLING COSTS EXPOSURE
1989-91 fall, $90. 40 $88.14 $71.30 Repaid in full. $16.84 left
-9.6% over for the borrower.
2022 fall, $87.00 $84.83 $71.30 Repaid in full. $13.53 to the
about -13% borrower.
2017-19 fall, $85.10 $82.97 $71.30 Repaid in full. $11.67 to the
-14.9% borrower.
Stress case, $70.00 $68.25 $71.30 Shortfall of $3.05. A loss of
-30% 4.7% of the loan.
Il et saLE ProceEDs, $ [ LEnDER'S EXPOSURE, $

88.1 84.8 83

1989-91 2022 2017-19 STRESS -30%
EACH SCENARIO'S NET PROCEEDS AGAINST THE SAME $71.30 EXPOSURE. THE LENDER IS WHOLE WHEREVER THE NAVY BAR CLEARS THE GOLD ONE.

FIGURE 3. THE FULL TEST IN ONE CHART. EVERY RECORDED SYDNEY DOWNTURN LEAVES THE LOAN REPAID
IN FULL WITH A MARGIN. THE INVENTED 30% FALL PRODUCES A LOSS OF $3.05 PER $65 LENT.

Both findings should be read together. In each downturn Sydney has actually recorded, a defaulted 65 per
cent loan, sold slowly and charged every cost, repays in full. In a 30 per cent fall the loss is real and it is
$3.05, because $28.70 of borrower equity absorbed the fall first. The security's job is to keep losses small
and rare. On this test it does that job, and the number for the extreme case is printed rather than rounded
away.
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SECTION 04

The number that drives everything, and the caveats.

Every result above depends on the starting LVR. The table below reruns the identical 30 per cent stress at
higher starting LVRs, holding all other assumptions fixed, and it is the strongest argument in this paper for
why the origination discipline matters more than the workout skill.

EXPOSURE AT NET PROCEEDS AT LOSS ON THE
STARTING LVR
SETTLEMENT -30% LOAN

65% (Oxford standard band $71.30 $68.25 4.7%
starts here)

70% (top of Oxford band) $76.70 $68.25 12.1%

75% $82.10 $68.25 18.4%

80% $87.40 $68.25 23.9%

Same fall, same costs, same nine months of arrears. Only the starting loan size changes. Method notes.

Four caveats complete the test honestly. First, citywide indices are averages, and an individual property
can fall further than its city; the valuation and the location rules in Paper O7 exist for this reason. Second,
defaults and price falls tend to arrive together, which is why the test assumes the default outright in every
scenario rather than applying a probability to it. Third, a contested enforcement can run longer than nine
months, and each extra month adds arrears to the exposure line. Fourth, recovery beyond the property,
pursuing the borrower personally, is excluded from every figure here, and anything it produced would
improve the stress case result.
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SOURCES

Sources and method.

1 Cotality (formerly CorelLogic) hedonic index, Sydney dwellings, per our house view of August 2026: about 3.7 per cent
below peak, sales volumes down about 17 per cent year on year.

2 Corelogic, as reported: Sydney peak to trough decline of 9.6 per cent, 1989 to 1991.
3 Corelogic: Sydney peak to trough decline of 14.9 per cent, July 2017 to mid 2019.

4 Corelogic, as reported January 2023: Sydney peak to trough decline of approximately 13 per cent across 2022.

Method notes.

Assumptions: loan of $65 per $100 of independent valuation at origination; borrower rate 9.9 per cent a year; default at term; nine months
from default to settlement; arrears accrue simple on the loan balance, $4.80 at 65 LVR and proportionally at higher LVRs; enforcement,
legal and holding costs $1.50 in all cases; selling costs 2.5 per cent of the price achieved. Each scenario applies the full published peak to
trough fall to the origination valuation, an intentionally adverse timing assumption given the twelve month term. Loss percentages divide
the shortfall by the loan amount. The 2022 figure is the decline reported at the January 2023 trough. Recovery against the borrower
personally is excluded. Figures may not sum exactly due to rounding.

Disclosure.

This paper is issued by Oxford Capital Pty Ltd (ACN 700 065 872). Oxford Capital does not currently hold, and is not currently an
authorised representative under, an Australian Financial Services Licence. This document is general information and commentary only. It is
not financial product advice, does not take into account any person's objectives, financial situation or needs, and is not an offer or invitation
to acquire any financial product. Any interest in a fund managed by Oxford Capital will be offered only to wholesale or sophisticated
investors within the meaning of the Corporations Act 2001 (Cth). Oxford Capital is a lender against Australian property and has an interest
in investors considering private credit; readers should weigh this paper accordingly. Figures are drawn from third party sources believed
reliable but not independently audited. Past performance is not an indicator of future performance. Nothing here is a statement that any
investment is safe or that capital is protected.
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