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Glossary of Terms 
 
Abbreviation Description 
ABN Australian Business Number 
ACN  Australian Company Number 
Act The Corporations Act 2001 
Administrators Bruce James Carter, Darren Gordon Weaver and George Georges 
ASIC Australian Securities and Investments Commission 
ATO Australian Taxation Office 
BTM Black Tree Management Pty Ltd 
DOCA Deed of Company Arrangement 

Deed of Priority Deed of Priority dated 26 June 2008 between SFMA, NAB and 
Rabo 

ERV Estimated Realisable Value 

Facility Agreement US$3.5m Cash Facility Agreement between SFM Carbon and the 
Administrators 

Farmland Properties SFMA owned properties located at Jerramungup, WA and 
Padthaway, SA (title references are listed in section 3.1.4) 

GEERS General Employee Entitlements Redundancy Scheme 
GST Goods and Services Tax 
HP Hire Purchase Agreement 
IRL Iwi Rakau Limited 
KI Kangaroo Island 
KI Assets The plantations, the Mill and KI Land 
NAB National Australia Bank Limited 
NZ New Zealand 
Rabo Rabobank Australia Limited  
Rakaikura Rakaikura Limited 
REF Rabo Equipment Finance 
SGC Superannuation Guarantee Charge 
SFM Sustainable Forestry Management Limited 
SFM Carbon SFM Carbon Trading Limited 
SFMA SFM Australasia Pty Ltd (Administrators Appointed) 
SFMNZ SFM New Zealand Pty Ltd 

Statement Directors’ Statement about the Company’s Business, Property, 
Affairs and Financial Circumstances 

TCPS Timber Creek Pine Sawmill Pty Ltd (Administrators Appointed) 
The Companies SFMA and TCPS 
The Directors The directors of the Companies as detailed in section 3.11 
The Mill Timber Creek Pine (Sawmill business traded by SFMA on K) 
The Plantations Forest plantations owed by SFMA on KI 
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Listing of Annexures 
 
Annexure 1 Summary of Receipts and Payments - SFMA 
 
Annexure 2 Summary of Receipts and Payments - TCPS 
 
Annexure 3 Administrators’ Remuneration 
 Deed Administrators’ Remuneration 
 Liquidators’ Remuneration 

The Firm’s Schedule of Hourly Rates & General Guide to 
Staff Experience  
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1. EXECUTIVE SUMMARY 
 
Bruce Carter, Darren Weaver and George Georges were appointed as Joint and Several 
Administrators of SFM Australasia Pty Ltd (Administrators Appointed) (“SFMA”) and 
Timber Creek Pine Sawmill Pty Ltd (Administrators Appointed) (“TCPS”) (together referred 
to as “the Companies”) on 25 March 2009, pursuant to Section 436A of the Corporations 
Act 2001 (“the Act”).   
 
Creditors ratified our appointment as Administrators at the first meeting of creditors held 
concurrently on 6 April 2009.  A Committee of Creditors was formed for SFMA only. 
 
Immediately following our appointment, we took control of SFMA’s various assets and 
continued to carry on the Companies’ businesses including the Timber Creek Pine 
Sawmill (“the Mill”) located on Kangaroo Island (“KI”), South Australia and the cropping 
properties in Padthaway, South Australia and Jerramungup, Western Australia. TCPS has 
no assets. 
 
Rabobank Limited (“Rabo”) and National Australia Bank Limited (“NAB”) (together referred 
to as the (“secured creditors”) hold various securities over the Companies. Their security 
positions are discussed throughout this report. 
 
On 24 April 2009 we applied to the Federal Court of Australia pursuant to Section 439A(6) 
of the Act seeking an extension of the convening period due to the complexities of the 
administration of the Companies and nature of the assets to be realised.  On 28 April 
2009 an order was granted allowing an extension of the convening period until 1 July 
2009. 
 
We have conducted two extensive separate sale programs since the date of our 
appointment seeking interest and offers for SFMA’s assets.  One sale program was 
conducted for SFMA’s KI assets and a second separate program for SFMA’s farmlands 
and New Zealand interests.  At the date of this report these negotiations were continuing 
with interested parties. With the exception of the sale of some leasing assets and the sale 
of stock we have not accepted any offers for any of the assets of SFMA. 
 
We have entered into short term leases of the 14 cropping farmland properties and 
currently negotiating with a party to lease the Mill for 6 months. 
 
To enable us to preserve and ultimately realise the assets in an orderly manner, we have 
obtained funding of US$3.5m (or approximately AUD$4.5m) for a six month period ending 
30 September 2009 from SFM Carbon Trading Limited (“SFM Carbon”) a related 
company to SFMA’s foreign overseas parent Sustainable Forestry Management Limited 
(“SFM”).  We are currently assessing funding requirements extending beyond September 
2009. 
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The second concurrent meeting of creditors is convened for Wednesday, 8 July 2009 at 
1.30pm (CST) and will be held at Level 4, 81 Flinders Street, Adelaide, South Australia 
and at the following separate venues: 
 
Ferrier Hodgson WA   Level 26, 108 St George’s Terrace, Perth WA 
KI Mill  Timber Creek Road, Parndana SA  
Jerramungup Telecentre 6 Tobruk Road, Jerramungup WA 
  
SFMA’s directors have proposed a Deed of Company Arrangement (“DOCA”) which 
provides for an equity raising of at least $20m that would enable unsecured creditors to be 
paid out in full by February 2010. The equity raising and DOCA are conditional on a 
number of material conditions including the continued support of the secured creditors and 
the ongoing funding by SFM Carbon. 
 
We estimate a dividend payable to priority and unsecured creditors under the proposed 
DOCA of SFMA of up to 100 cents in the dollar. We consider that unless a sufficient 
equity raising is achieved then the proposed DOCA would fail and revert to liquidation. 
 
We estimate a dividend payable to priority and unsecured creditors of SFMA in the event 
SFMA is wound up of between nil and 100 cents in the dollar. 
 
We are of the opinion that, for the reasons set out in this report, creditors of SFMA should 
not at this stage accept the proposed DOCA and creditors should vote in favour of SFMA 
being placed into liquidation. 
 
We consider that further time may be required to properly consider the DOCA proposal for 
SFMA including the intentions of the secured creditors and SFM Carbon. If these 
financiers have yet to indicate their position to this proposal by the second meeting then it 
may be necessary to adjourn the second meeting of creditors for SFMA in order to provide 
further time in which to gain support for the DOCA proposal, if it is of interest to creditors, 
generally, while also continuing the divestment program to substitute the DOCA proposal 
should it not transpire.  The second meeting can be adjourned to up to 45 business days 
from the commencement of the meeting (i.e. to 9 September 2009). 
 
We estimate a dividend payable to priority and unsecured creditors of TCPS in the event 
TCPS is wound up of nil cents in the dollar. 
 
We are of the opinion that, for the reasons set out in this report, creditors of TCPS should 
vote in favour of TCPS being placed into liquidation. 
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2. INTRODUCTION 
 

2.1 Appointment of Administrators and First Meeting of Creditors 
 
Creditors attended the first meeting of creditors held at our Adelaide office on Monday, 6 
April 2009 that was held concurrently.  At that meeting, creditors ratified our appointment 
as Administrators of the Companies.  Creditors elected the following creditors to a 
Committee of Creditors for SFMA: 
 

Committee of Creditors Representative 
1. Black Tree Management Pty Ltd (“BTM”) Antony Jack 
2. Hassell District Traders David Edwards 
3. SAL Real Estate Peter Westley 

 
No Committee of Creditors was formed for TCPS. 
 
2.2 Second Meeting of Creditors 
 
Pursuant to Section 439A of the Act, the convening period would have ordinarily ended on 
30 April 2009 and we would have been required to convene the second meeting of 
creditors on or around 8 May 2009. 
 
Due to the complexities of the administration of the Companies and time required to 
obtain valuations and market assets for sale, we made an application to the Federal Court 
of Australia on 24 April 2009 pursuant to Section 439A(6) of the Act seeking an extension 
of the convening period to no later than 1 July 2009. 
 
On 28 April 2009 Justice Mansfield ordered that the extension be granted.   
 
Accordingly, pursuant to Section 439A(6) of the Act the second meeting of creditors of the 
company is convened for Wednesday, 8 July 2009 at 1.30pm CST at level 4, 81 Flinders 
Street, Adelaide, South Australia and at 3 separate locations, Ferrier Hodgson WA, the 
Mill and the Jerramungup Telecentre. 
 
At the second concurrent meeting, creditors will decide the future of both SFMA and 
TCPS in voting on one of the following options: 
 
 That the administration should end and control of the company revert to its 

directors; or,  

 That the company should be wound up; or, 

 That the company execute a DOCA. 
 

As noted, the meeting may be adjourned for up to 45 business days to enable the matter 
to be decided at a later date. 
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2.3 Purpose of Report 
 
Section 439A(4) of the Act explains the purpose of an Administrator’s report in providing 
that the notice (of second meeting) must be accompanied by a copy of: 
 
(a) A report by the Administrator about the company’s business, property, affairs and 

financial circumstances; and 
 
(b) A statement setting out the Administrator’s opinion about each of the following 

matters: 
 

 Whether it would be in the creditors’ interests for the company to execute a 
Deed of Company Arrangement; and 

 Whether it would be in the creditors’ interest for the administration to end;   

 Whether it would be in the creditors’ interest for the company to be wound 
up;  

 His or her reasons for those opinions; and 
 

(c) If a Deed of Company Arrangement is proposed – a statement setting out details 
of the proposed deed. 

 
Please note for administrative purposes we have only produced one report for both SFMA 
and TCPS with separate references where appropriate.  TCPS is an employer entity only.   
 
2.4 Non-Disclosure of Certain Information 
 
There are sections of this report wherein we consider it inappropriate to disclose certain 
information to creditors.  Such information includes: 
 
 Valuations of specific assets; and 

 Offers for specific assets. 
 
We fully recognise the need to provide creditors with complete disclosure of all necessary 
information relating to the Companies.  However, we believe this information is 
commercially sensitive and it is not in creditors’ interests for us to disclose the information 
publicly at this stage. 
 
Where necessary in this report, we provide a combined figure for potential realisations of 
assets when comparing estimated dividends under the relevant options. 
 
Where members of the Committee of Creditors are privy to all information they may be 
required to sign confidentiality agreements with the Administrators if necessary. 
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2.5 Statement of Independence 
 
The following declaration was provided in the first circular to creditors dated 25 March 
2009 and also tabled at the first concurrent meeting of creditors on 6 April 2009.  There 
has been no change in the declaration since that time. 
 
Independence 
 
We, Bruce Carter, Darren Weaver and George Georges have undertaken a proper 
assessment of the risks to our independence prior to accepting the appointment as Joint 
and Several Administrators of the Companies.  This assessment identified no real or 
potential risks to our independence.  We are not aware of any reasons that would prevent 
us from accepting this appointment.  
 
Relevant Relationships 
 
Aside from the matters outlined below, neither us, nor our firm, have or have had within 
the preceding 24 months, any relationships with the Companies, an associate of the 
Companies, a former insolvency practitioner appointed to the Companies or any other 
person or entity that has a charge on the whole or substantially whole of the Companies' 
property: 
 

 
There are no other prior professional or personal relationships which should be disclosed. 
 
Prior Engagements with the Insolvent 
 
We, or a member of our firm, have undertaken the following engagements for the 
Companies prior to the acceptance of the appointments: 
 
 
 
 
 
 
 
 

Name Nature of Relationship Reason why not 
impediment or conflict 

Darren Weaver 
George Georges 
Bruce Carter 

From time to time we provide 
professional advice, either formally or 
informally to NAB and Rabo, the 
secured creditors of the Companies. 

No involvement with either NAB or 
Rabo in direct relation to the 
Companies. 

Darren Weaver 

From time to time we provide 
professional advice to Octavian 
Advisors LP, which has included 
issues relating to the SFM Group 
globally and directing them to 
advisors in appropriate jurisdictions. 

Octavian Advisors LP are not a 
creditor of SFMA and informal 
advice provided to date does not 
present any competing issues with 
SFMA’s administration. 
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There are no other professional relationships or engagements which should be disclosed. 
 
Guarantees/Indemnities/Cash Funding 
 
We have not received an indemnity from any creditors or third parties. 
 
As tabled at the first meeting of creditors, SFM Carbon provided funding to the 
Administrators pursuant to a Cash Facility Agreement (“Facility Agreement”) to enable us 
to meet the liabilities incurred during the administration of the Companies.  The funding 
limit under the Facility Agreement is US$3.5 million (approximately AU$4.5 million).  
 
The Facility Agreement was provided in order to allow us to realise the assets of the 
Companies in an orderly manner (i.e. avoid firesale) and undertake proper investigations 
of the Companies' affairs.  
 
The Facility Agreement was approved by the Federal Court on 2 April 2009.  (further 
information is set out in section 2.6 of this report) 
 
This disclosure is made to ensure that creditors are aware of this arrangement. 
 
We are partners of Ferrier Hodgson.  Ferrier Hodgson is Australia’s and the Asia-Pacific’s 
largest independent corporate restructuring practice with 47 partners and over 440 staff 
throughout Australia, New Zealand and Asia.  Ferrier Hodgson does not provide 
accounting, audit, legal or taxation services.   
 
Bruce Carter is a Chartered Accountant, Registered Liquidator and member of the 
Insolvency Practitioners Association of Australia with over 28 years experience in 
corporate insolvency. 
 
Darren Weaver is a Chartered Accountant, Registered Liquidator and member of the 
Insolvency Practitioners Association of Australia with over 16 years experience in 
corporate insolvency. 
 
George Georges is a Chartered Accountant, Registered Liquidator and member of the 
Insolvency Practitioners Association of Australia with over 20 years experience in 
corporate insolvency. 
 
Further information regarding Ferrier Hodgson and the Administrators can be obtained 
from the firm’s website at www.ferrierhodgson.com.au. 

Name Nature of Relationship Reason why not 
impediment or conflict 

Darren Weaver 

Commencing from 27 February 2009 
advice was given to Octavian Special 
Master Fund L.P., a shareholder and 
senior debt provider of the parent 
company SFM, on the current 
financial position and business 
forecasts of the group, including the 
Companies. 

No final opinion was provided and 
work that was carried out was 
independent of the Companies and 
determinative of the Companies' 
need to be placed into voluntary 
administration. 

http://www.ferrierhodgson.com.au/�
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2.6 Administration Funding 
 
The key essential features (in simple terms) of the Facility Agreement are: 
 
 The facility limit is US$3.5m  

 A budget needs to be submitted by the Administrators (provided on 2 April 2009) 

 The facility end date is currently 30 September 2009, however see Section 6.5 for 
further details. 

 The Administrators are required to issue a drawdown notice every month 

 All advances made are indemnified out of the SFMA assets subject to the priorities 
under the Act 

 The Administrators have no personal liability  

 The commitment fee is 2% of the borrowing 

 The interest rate is the LIBOR rate plus a 7.5% margin 
 
At the date of this report approximately US$2.48 (AU$3.35m) has been received in 
funding under the Facility Agreement.  
 
We note if the secured creditors are not willing to capitalise their interest from July 2009 
then additional funding may be required to continue with the planned divestment strategy 
including in a liquidation of SFMA. 
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3. COMPANY INFORMATION 
 
3.1 Statutory Information 
 
A search of the ASIC database reveals the following information. 
 
3.1.1 Incorporation Date and Registered Office 
 
The ASIC search discloses SFMA was incorporated on 30 June 2003.  SFMA's registered 
office is listed as Sharyn Long - Chartered Accountant, Level 6, 216 St Georges Terrace, 
Perth  WA  6000. 
 
The ASIC search discloses TCPS was incorporation on 24 June 2008.  The registered 
office for TCPS is also listed as Sharyn Long Chartered Accountant, Level 6, 216 St 
Georges Terrace, Perth  WA   6000. 
 
3.1.2 Company Officers 
 
The ASIC database discloses the following company officers over the past 12 months: 
 
SFMA 
 

Name Role Appointment Date Cessation Date 
Alan Henry Bernstein Director 30 June 2003 Current 
Eric Christopher Bettelheim Director 30 June 2003 Current 
Antony Philip Jack Director 27 September 2006 Current 
Andrew Robert De Fegely Director 22 August 2008 Current 
Sharyn Anne Long Secretary 27 September 2006 Current 
Paul Simon Van 
Heerwaarden Secretary 8 August 2008 30 April 2009 

 
TCPS 
 

Name Role Appointment Date Cessation Date 
Andrew Robert De Fegely Director 24 June 2008 Current 
Antony Philip Jack Director 24 June 2008 Current 
Sharyn Anne Long Secretary 30 July 2008 Current 
Paul Simon Van 
Heerwaarden Secretary 8 August 2008 30 April 2009 
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3.1.3 Shareholders 
 
SFMA 
 
The ASIC database discloses SFMA’s shareholders at the date of our appointment to be: 
 
Shareholders Shares Held and Type 
BTM 1,250,000 ( Redeemable Preference) 
Sustainable Forestry Management Ltd 34,339,816 (Ordinary) 

 
Pursuant to a Subscription Agreement dated 15 October 2008 between SFMA and BTM, 
a related company to some of the directors of SFMA, which was engaged to provide 
contract management services to the Companies, BTM was issued 1,250,000 convertible 
redeemable preference shares in SFMA at a subscription price of $1 per share. 
 
On 24 March 2009 BTM issued SFMA with a notice of intention to redeem the preference 
shares setting a redemption date of 24 April 2009.  We note that approximately $1.55m  
has been included within BTM’s claim in the administration of SFMA for amounts relating 
to the redeemed preference shares including the face value and outstanding dividends.   
 
We are yet to adjudicate BTM’s claim which would include an assessment of the validity of 
the share redemption occurring just prior to our appointment.   
 
TCPS 
 
The ASIC database discloses TCPS shareholder at the date of our appointment to be: 
 

Shareholders Shares Held and Type 
SFM Australasia Pty Ltd 1 (Ordinary) 

 
3.1.4 Registered Chargeholders 
 
SFMA 
 
Rabo holds the following charges over the assets and undertakings of SFMA: 
 

Registered Charge 
Number Type Date Registered Date Created 

1449464 Fixed and Floating 8 May 2007 30 April 2007 
1626716 Fixed 29 April 2008 20 April 2008 
1655713 Floating 1 July 2008 26 June 2008 
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The specific property relating to the charges granted in favour of Rabo are listed below: 
 
 All assets, rights and undertakings of SFMA relating to or in connection with the 

following titles held by SFMA: 
 

Crown Lease Volume LR3082 Folio 729 (Clearview) 
Crown Lease Volume LR3082 Folio 733 (Eldon Park) 
Crown lease Volume LR3082 Folio 983 (Glen Orchid) 
Crown Lease Volume LR3082 Folio 980 (Ankayarra) 
Crown Lease Volume LR3082 Folio 985 (Kataringu) 
Crown Lease Volume LR3082 Folio 981 (Tantanoola) 
Certificate of Title Volume 1951 Folio 401 (South Yatelands) 
Certificate of Title Volume 1884 Folio 338 (Strahans) 
Certificate of Title Volume 1865 Folio 200 (Strahans) 
Certificate of Title Volume 5577 Folio 511 Section 4 (Toolangi) 
Certificate of Title Volume 5361 Folio 751 being Allotment 92 in Filed Plan 200628 
(Baronga South) 
Certificate of Title Volume 5969 Folio 363 Lot 500 in DP71028 (Hillsview) 
Certificate of Title Volume 5969 Folio 365 Section 128 (Hillsview) 
Certificate of Title Volume 5969 Folio 364 Lot 501 in DP71028 (Hillsview) 
Certificate of Title Volume 5969 Folio 366 Section 130 (Hillsview) 
Certificate of Title Volume 5450 Folio 595 Section 71 (Woodlands Park) 
Certificate of Title Volume 5929 Folio 887 Section 72 (Woodlands Park) 
Certificate of Title Volume 5929 Folio 888 Lot 731 in DP61025 (Woodlands Park) 
Certificate of Title Volume 5894 Folio 952 Lot 185 in DP204521 (Baldocks) 
Certificate of Title Volume 5965 Folio 469 Section 122 (Hillside) 
Certificate of Title Volume 5917 Folio 395 Lot 2 in DP64094 (Hillside) 
 

 Water Licence Numbers 7084 and 7414 (Baldocks and Woodlands Park) 
 
The properties listed above are collectively referred to as (“the Farmland Properties”). 
 
The debt owed to Rabo as at 25 March 2009 in respect of the above charges was 
$12.425m.  We have undertaken a review of Rabo’s charges and determined them to be, 
prima facie, valid. 
 
NAB holds the following registered charges also over the assets and undertakings of 
SFMA: 
 

Registered Charge 
Number Type Date Registered Date Created 

1654281 Floating 27 June 2008 26 June 2008 
1654286 Fixed and Floating 27 June 2009 26 June 2008 
1673747 Fixed 4 August 2008 1 August 2008 
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The specific property relating to the charges granted in favour of NAB are detailed in the 
table below: 
 
 All assets, rights and undertakings of SFMA relating to or in connection with the 

following titles held by SFM Australasia Pty Ltd: 
 

96 Timber Creek Road Parndana - Certificate of Title Volume 5951 Folio 798 
Certificate of Title Volume 5959 Folio 962 at Gilgandra 
Crown Lease Volume 1438 Folio 11 at Gosse West 
Crown Lease Volume 1338 Folio 16 at Gum Ridge 
Certificate of Title Volume 5959 Folio 967 at Huxtable 
Certificate of Title Volume 5959 Folios 961 and 965 at Kelly West 
Certificate of Title Volume 5959 Folio 966 at Kelly West 
Certificate of Title Volume 5959 Folio 963 at Roo Lagoon 
Certificate of Title Volume 5959 Folio 959 at St Andrews 
Certificate of Title Volume 5959 Folio 960 at Yerda 1  
Certificate of Title Volume 5959 Folio 964 at Yerda 2 
 
(The property listed above is collectively referred to as (“the KI assets”)). 
 

 Shares in SFM New Zealand Pty Ltd (“SFMNZ”) 
 
The debt owed to NAB as at 25 March 2009 in respect of the above charges is 
$8,886,841.  We have undertaken a similar review of NAB's charges and determined them 
to be, prima facie, valid. 
 
Deed of Priority 
 
On 26 June 2008 SFMA, Rabo and NAB entered into a Deed of Priority in relation to the 
security held by each of them over the Companies’ property. 
 
In simple terms the Deed of Priority prioritises that: 
 
 NAB holds first ranking security on the fixed and floating charge assets of the KI 

operation. These operations include SFMA owned land, the Mill and the Plantation.  
The NAB also holds priority over the assets of SFMNZ; and 

 Rabo holds a first ranking security on the remaining fixed and floating charge 
assets of SFMA being the Farmland Properties and related assets. 

 
The Administrators provided an irrevocable consent under S440B of the Act to both Rabo 
and the NAB  which allows it to appoint a Receiver or Receiver and Manager at any time 
outside the ‘Decision Period’; the Decision Period being a period of 13 business days 
following the Administrators’ appointment. 
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TCPS 
 
The NAB holds the following charge over the assets and undertakings of TCPS: 
 

Registered Charge 
Number Type Date Registered Date Created 

1673753 Fixed and Floating 4 August 2008 1 August 2008 
 
We are not presently aware of any debt owed to NAB by TCPS on the date of our 
appointment.  We have undertaken a review of NAB's charge and determined it to be, 
prima facie, valid. 
 
However as stated, TCPS owns no assets. 
 
3.1.5 Outstanding Winding up Applications 
 
There were no winding up applications outstanding as at the date of our appointment. 
 
3.2 Company History 
 
3.2.1 SFMA 
 
SFMA was incorporated on 30 June 2003 in Victoria as a wholly owned subsidiary of 
SFM, a privately funded company incorporated in Bermuda.   
 
SFM was established with the aim of becoming a leading supplier of carbon credits to 
major emissions trading schemes around the world.   
 
SFMA relied almost exclusively on funding from its parent (approximately AU$29m in 
equity and approximately AU$6m in loans) combined with secured loans from third party 
financiers.  SFMA has operations in Australia and New Zealand that have been designed 
to produce long term sustainable income through the application of holistic land 
management practices.  
 
In Australia the focus was sustainable agriculture, complemented with environmental 
management and integrated reforestation for carbon sequestration outcomes.  In New 
Zealand the projects are purer environmental service investments, where trees are 
planted for their carbon sequestration potential and also provide other positive 
environmental outcomes such as erosion mitigation and nitrogen reduction in water 
catchments. 
 
Over the past 5 years SFMA has purchased a tree plantation in KI, cropping farmland 
properties in Padthaway, South Australia and Jerramungup, Western Australia and more 
recently the Mill on KI, South Australia.  
 
It also has other interests/investments in forestry rights and related projects in Australia 
and New Zealand. 
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3.2.2 TCPS 
 
TCPS was incorporated on 24 June 2008 in Victoria.  TCPS is a wholly owned subsidiary 
of SFMA and was established at the time SFMA purchased the assets of the former 
Timber Creek Pine sawmill business located on KI. 
 
TCPS was established solely to employ the staff of the Mill and has no assets other than a 
small amount of cash on hand.  TCPS relied solely on funding from SFMA to meet 
employee related costs required to keep the Mill operating 
 
3.3 Decision to Appoint Administrators 
 
We are advised that in late June 2008 SFM attempted to raise up to $80m to drive 
business development and investment (including the SFMA operations) before seeking to 
pursue its plan for a listing on the international stock exchange in 2010.  
 
Due to the downturn in equity markets in September 2008, these equity raisings were 
unsuccessful.  
 
SFM proceeded to explore opportunities to raise secured debt facilities to support its 
business however was unsuccessful in obtaining in the timeframe available the quantum 
required to fulfil SFMA’s requirements. 
 
Given these equity and debt opportunities were not realised, the directors of the 
Companies were faced with: 
 
 Arrears of unsecured creditors; 

 Insufficient funding to complete pending property settlements on four new farmland 
properties in Padthaway, SA.  Settlement was due to be completed in March / April 
2009 totalling $4.4m; 

 All existing asset securities had been granted in favour of the secured creditors to 
SFMA which had ongoing commitments; 

 Potential significant commitments to be incurred in respect of the 2009 year for 
cropping and tree planting programs in Australia and New Zealand and capital 
upgrading to the Mill; and 

 SFM was unable to guarantee that it could provide future funding of SFMA. 
 
As a result of these factors, the directors of SFMA sought advice as to the financial 
position of the Companies and resolved to appoint Administrators on 25 March 2009.  
 
For the avoidance of doubt the appointment does not extend to any other entities related 
to SFM. 
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4. HISTORICAL FINANCIAL INFORMATION 
 
4.1 Profit and Loss Statement and Preliminary Analysis 
 
We have been provided with externally prepared consolidated financial accounts 
(including SFMA, TCPS and the assets of SFMNZ) for the full calender years ending 31 
December 2006 and 31 December 2007.  We have also been provided with internally 
prepared management accounts up to 25 March 2009. 
 
In addition to the monthly management accounts, SFMA prepared various management 
accounts and reports on a weekly basis. 
 
The accounts for the year ending 31 December 2007 were audited.  
 
It is noted that due to a transitional period in accounting software, we have not been able 
to obtain financial records for the month of December 2008. 
 
At section 8.2.3 of this report, we comment on the adequacy of SFMA’s Company’s books 
and records. 
 
Set out below is a summary of SFMA's profit and loss statement for the past three (3) 
years leading up to the date of our appointment:- 
 

Profit and Loss 
Summary 

31 Dec 
2006 

$'000s 

31 Dec 
2007 

$'000s 

11 Mths 
Nov 
2008 

$'000s 

Month 
Jan 
2009 

$'000s 

Month 
Feb 
2009 

$'000s 

Period 
to 

25 Mar 
2009 

$'000s 

Total 
$'000s 

Income 136 2,001 1,744 1,031 1,655 287 6,853 
Expenses - (1,074) (3,406) (1,382) (1,597) (452) (7,911) 
Gross Profit/(Loss) 136 927 (1,662) (351) 58 (165) (1,058) 
Administration Expenses (1,099) (2,007) (4,908) (331) (320) (522) (9,187) 
Depreciation and 
Amortisation Expenses (61) (131) (426) - - (175) (793) 

Financing Costs - (294) (856) (167) (144) (140) (1,601) 
Other Expenses (15) (7) (117) - - - (139) 
Other Income 18 809 132 21 33 7 1,020 
Operating Loss (1,021) (703) (7,837) (828) (373) (995) (11,757) 
Revaluations 3,453 (2,640) - - - - 813 
Retained Profit/(Loss) 2,432 (3,343) (7,837) (828) (373) (995) (10,944) 
 
We make the following comments: 
 
 We make no guarantees or warranties as to the accuracy or otherwise of the 

financial statements.   
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 SFMA recorded operating losses throughout the periods above due largely to high 
administrative expenses, including consulting and management fees, accounting 
fees, tax and forestry management. 

 In 2006 and 2007 SFMA recorded a gross profit from its cropping income and the 
sale of logs harvested from its plantations. 

 In June 2008 the Mill was acquired in KI.  Various delays in upgrading the Mill 
resulted in significant gross losses being incurred until our appointment.   

 The KI operations did not match the long term objectives of the business and the 
ongoing losses convinced Management to sell the Mill.  A sales campaign was 
commenced in October 2008 and continued to the date of our appointment to no 
avail. 

 
4.2 Balance Sheet and Preliminary Analysis 
 
A summary of SFMA's consolidated balance sheet for the past three (3) financial years is 
set out below together with our preliminary analysis.   
 
Please note that we are not in possession of SFMA's balance sheet as at 31 December 
2008, however we have included information from an internally prepared balance sheet as 
at 30 November 2008.  We have also included SFMA's balance sheet as at the date of our 
appointment as extracted from SFMA's MYOB computer system: 
 

Balance Sheet 
31 Dec 
2006 
$'000 

31 Dec 
2007 
$'000 

30 Nov 
2008 

$'000s 

25 Mar 
2009 
$'000 

Directors’ 
Statement 

$'000 
Assets      
 Current Assets 299 2,387 5,999 1,874 2,029 
 Non-Current Assets 15,619 32,524 53,784 54,612 50,745 
Total Assets 15,918 34,911 59,783 56,486 52,774 
Liabilities      
 Current Liabilities 391 1,643 1,834 6,457 9,803 
 Non-Current Liabilities 15,094 7,053 29,617 27,283 22,290 
Total Liabilities 15,485 8,696 31,151 33,740 32,093 
Net Assets 433 26,215 28,632 22,746 20,681 
 
We make the following comments: 
 
 We make no guarantees or warranties as to the accuracy or otherwise of the 

financial statements.   
 

 The figures above include SFMA's New Zealand operations. 

 The increase in the non current assets between 31 December 2006 and 31 
December 2007 relates to the purchase of the Jerramungup farmland properties. 
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 The increase in the non-current assets between 31 December 2007 and 30 
November 2008 relates to the purchase of farmland properties at Padthaway and 
the purchase of the Mill. 

 The decrease in non-current liabilities between 31 December 2006 and 31 
December 2007 is the result of the capitalisation to equity of $25.3m of the 
intercompany loan from SFM following the provision of an additional $12.7m from 
SFM during the year (Rabo provided funding of $4.5m during the same year).  A 
further $9m of this loan from SFM was also capitalised to equity during 2008. 

 Non current liabilities increased to 31 December 2008 as a result of the financing 
of the acquisition of the Padthaway farmland properties and the Mill. 

 The increase in current liabilities in 2009 is attributable predominantly to funds 
advanced from BTM and increases in trade payables and the current element of 
long term finance. 

 Although the records show a high net asset position in each of the recorded years, 
ultimately SFMA had insufficient working capital to support ongoing activities in the 
absence of further equity support. 

 
In regard to the directors’ statement of book values we make the following comments: 

 Non current assets reported by SFMA are higher than that reported by the 
directors due to SFMA’s inclusion of all New Zealand assets, for which SFMA has 
full control through its 100% ownership of SFMNZ.  

 The higher current liabilities reported in the directors’ statement is due 
predominantly to increases in amounts owing to BTM and SFM upon our 
appointment and the inclusion of New Zealand creditors.  

 Non current liabilities per the directors’ statement does not include amounts owing 
to SFM Limited. 

 
4.3 TCPS 
 
TCPS’ only business activity was the employer of the Mill employees and it received 
funding from SFMA to facilitate the payment of wages and associated costs.  A 
management charge would then be issued by TCPS to SFMA for these costs. 
 
TCPS’ activity is incorporated into the consolidated figures of SFMA above from 1 July 
2008. 
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5. STATEMENT BY DIRECTORS 
 
Section 438B of the Act requires the directors to give the Administrators a statement 
about the company’s business, property, affairs and financial circumstances.   
 
5.1 SFMA Summary 
 
We received the directors’ Statements for SFMA on 6 May 2009.  In the Statement, the 
directors detailed SFMA’s assets and liabilities at book value and estimated realisable 
value (“ERV”). 
 
The following table summarises the assets and liabilities described in the directors’ 
Statement along with the Administrators’ ERV’s (before realisation and trading costs): 
 

SFMA 
Statement as at 
25 March 2009 

Report 
Reference 

Cost or 
Net Book 

Value 
$’000 

Directors’ 
ERV 
$’000 

Administrators’ 
ERV 

High 
$’000 

Low 
$’000 

Assets:      
Interest in Land 5.1.1 - - - - 
Sundry Debtors  5.1.2 164 160 270 265 
Cash at Bank  5.1.3 (10) - - - 
Stock on Hand  5.1.4 1,791 600 479 364 
Plant & Equipment  5.1.5 226 72 Withheld Withheld 
Deposits 5.1.6 7 3 - - 
Investments 5.1.7 7,029 5,000 Withheld Withheld 
Other Assets 5.1.8 84 84 - - 
Sub Total   9,291 5,919 Withheld Withheld 
Assets Subject to Specific Charges  5.1.9 43,483 33,877 Withheld Withheld 
Less Amounts owing under Charges  5.1.9 (22,254) (22,254) (21,702) (21,822) 
Total Available Assets  30,521 17,542 Withheld Withheld 
      
Liabilities:      
Less: Priority Creditors      
 - Employee Entitlements Payable in            
  Advance of Secured Creditors 

 
5.1.10 

 
(35) 

 
(35) 

 
(145) 

 
(164) 

 - Secured Creditors   - - - - 
 - Partly Secured Creditors   - - - - 
Total Priority Creditors   (35) (35) (145) (164) 
      
Contingent Liabilities 5.1.11 - - - (1,000) 
      
Available to Unsecured Creditors  - - Withheld Withheld 
      
Ordinary Unsecured Creditor Claims 5.1.12 (9,803) (9,803) (10,358) (10,358) 
      
Estimated Surplus/(Deficiency)  20,683 7,704 Withheld Withheld 
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We comment on the Statement for SFMA as follows: 
 
5.1.1 Interest in Land 
 
Property searches conducted confirm SFMA owns numerous farmland properties located 
at Jerramungup, Western Australia and Padthaway, South Australia and a number of 
properties on KI, South Australia consisting of the plantation and the Mill.  Title references 
for each of the properties owned is listed in Section 3.1.4. 
 
As each of SFMA’s properties are subject to security arrangements with Rabo and NAB, 
they are detailed further in Section 5.1.9. 
 
5.1.2 Sundry Debtors 
 
The directors’ Statement indicates a book value of $163,566 for debtors consisting 
predominantly of pre appointment timber sales of the Mill. 
 
To date we have collected $265,057 in pre-appointment debtors comprising $144,506 
from pre-appointment timber sales and a further $120,551 from pooled grain sales relating 
to the 2008 cropping season.    
 
We note that there was no provision for the pooled grain sales within the directors’ 
Statement, this omission was likely due to uncertainty over the value and availability to 
SFMA of the balance outstanding on the date of our appointment. 
 
We estimate that a further maximum amount of $5,000 in debtors will be collected.   
 
5.1.3 Cash at Bank 
 
The directors’ Statement reports a bank account balance of ($9,827) on 25 March 2009. 
 
SFMA operated two credit accounts with NAB at the date of our appointment.  We 
immediately froze the accounts and established an administration account under our 
control.  At the time of freezing these accounts, SFMA had a combined credit balance of 
$127,072.  These funds were retained by NAB and offset against the NAB’s outstanding 
debts including credit cards and the main borrowings of approximately $9m as set out in 
section 5.1.9.2 of this report. 
 
5.1.4 Stock 
 
The book value of stock on hand as indicated within the directors’ Statement  was 
$1.791m  as at 25 March 2009 comprising grain stocks with a book value of $184,600 and 
the Mill stock including sawlogs, posts, work in progress and finished goods with a book 
value of $1,606,400.  The directors’ ERV was $600,000 for stock. 
 
We arranged stock takes at the various locations immediately following our appointment 
and summarise the results of these stock takes and our estimated realisable values in the 
table below: 
 



Page 19 
29 June 2009 

Section 439A(4)(a) Report by Administrators 29 June 2009  Page 19 

Location 
Stock Take 

Value 
AU$ 

High ERV 
AU$ 

Low ERV 
AU$ 

Padthaway 83,111 45,000 30,000 
Jerramungup 290,007 234,249 234,249 
KI Mill 1,254,182 200,000 100,000 
TOTAL 1,506,750 479,249 364,249 

 
Padthaway and Jerramungup stock shown in the table above consists of grain, chemicals, 
fertiliser and other farming supplies. 
 
Padthaway 
 
In total we estimate that between $30,000 and $45,000 (excluding GST) will be realised 
for all Padthaway stock.  To date we have realised $6,038 (excluding GST) from the 
barley seed only.   
 
Jerramungup 
 
Since the date of our appointment we have received $119,249 (excluding GST) from grain 
sales in Jerramungup and a further $115,000 (excluding GST) for all remaining stock 
comprising the balance of the seed, fertiliser, chemicals and farming supplies.  All 
Jerramungup stock has now been sold. 
 
KI Timber Mill 
 
A stock take conducted at the Mill following our appointment indicated stock on hand with 
a value of $1,254,182 comprising sawlog, posts, work in progress and finished goods.   
 
Our ERV for the Mill stock reflects our credit sales of approximately $200,000 on a high 
with a discount of 50% on a low ERV. For the purposes of this report we estimate no 
further realisable value for the Mill stock based on the lack of interest in the assets of the 
Mill and the cost impediment of moving the stock from KI, in particular the cut sawlog. 
 
5.1.5 Plant and Equipment (Excluding HP and KI Assets) 
 
The directors’ have reported SFMA’s plant and equipment comprising farm machinery, 
office equipment and motor vehicles with a book value of $226,263 and an estimate 
realisable value of $72,000 within their report.   
 
We note that these values exclude plant and equipment subject to Hire Purchase (“HP”) 
agreements and the KI plant and equipment which have been recorded separately as 
assets subject to specific charges within their Statement. 
 
All of SFMA’s plant and equipment items are subject to security arrangements with SFMA, 
Rabo and NAB which are detailed further in Section 5.1.9 of this report.  
 
We have not disclosed our ERV’s for the plant and equipment so to not prejudice our 
ongoing negotiations for the sale of such assets. 
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5.1.6 Deposits 
 
The deposits reported within the directors’ Statement with a book value of $7,000 and 
estimate realisable value of $3,000 relate to various rental deposits.  Since these rental 
agreements are likely to be terminated during the administration process, we anticipate 
that the deposits will be applied to any debts outstanding at the date of our appointment 
and will not be returned to SFMA. 
 
5.1.7 Investments 
 
The directors’ Statement lists a number of SFMA’s investments as at 25 March 2009 as 
detailed in following table: 
 

Investment 
Book / Cost 

Value 
$'000 

Directors'  
ERV 
$'000 

Database Development 195 - 
Bond – NZ* 710 700 
Investment - SFMNZ 3,048 2,500 
Iwi Rakau Limited Joint Venture - NZ 929 900 
Project Development - NZ 1,699 900 
Project Development - PNG 114 - 
Project Development - Savanna 334 - 
TOTAL 7,029 5,000 

 
 *Asset of SFMNZ 
 
Each of the investments listed above is subject to security arrangements with Rabo and 
NAB and have been incorporated and offered for sale together with the Farmland 
Properties. 
 
NAB has direct security over SFMA’s shares in SFMNZ pursuant to a Specific Security 
Deed executed by SFMA and NAB dated 1 August 2008.   
 
NAB has direct security over the property of SFMNZ (including the Bond investment as 
detailed within the directors’ statement) pursuant to a separate security arrangement 
registered in NZ also dated 1 August 2008. 
 
Pursuant to a Deed of Priority, Rabo has priority to funds realised from the sale of the 
SFMA owned investments (including Database Development, Iwi Rakau Limited Joint 
Venture – NZ and the Project Development investments in NZ, PNG and Savanna). 
 
We provide below a description of each investment but have not disclosed our ERV’s so 
to not prejudice our ongoing negotiations for the sale of such assets. 
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Database Development 
 
The directors’ Statement includes an investment titled database development with a cost 
value of $195,000.  This investment relates to a mapping database created by SFMA to 
record and monitor the status of the various farmland properties. 
 
Since this investment will only have a realisable value if the properties are kept together 
and used for a similar purpose we agree with the directors’ assessment that the database 
has no realisable value. 
 
Investment - NZ Bond 
 
The directors’ statement lists a NZ Bond as an asset of SFMA as at 25 March 2009 with a 
book value of $710,000 and an estimated realisable value of $700,000.   
 
Our investigations have revealed that this NZ Bond relates to forestry rights under a 99 
year lease held in the name of SFMNZ.  The directors have confirmed that this asset 
belongs to SFMNZ and was incorrectly included within their statement as an asset of 
SFMA.   
 
Investment – SFMNZ Shares 
 
SFMA also owns 100% of the equity of SFMNZ.  SFMNZ has interests in three NZ 
forestry plantations that have been acquired via bonding arrangements that extend for 99 
years similar to that described above.  Due to the lack of funding, recent management 
focus has been on maintaining existing land and plantations in order to save outflows and 
preserve asset values rather than further expansion. 
 
The directors have indicated that SFMA’s investment in SFMNZ has a book value of 
approximately $3m and an estimated realisable value of $2.5m. 
 
Since the date of our appointment we have continued making payments of necessity to 
SFMNZ’s suppliers to ensure it continues trading as a going concern and is not placed 
into external administration during the current divestment program. 
 
Iwi Rakau Limited - Joint Venture 
 
SFMA entered into a joint venture agreement with members of the Ngati Porou Iwi (tribe) 
on the East Coast of the North island of New Zealand and formed Iwi Rakau Limited 
(“IRL”) in 1997.  IRL sources forestry right agreements with groups of Maori land owners 
under which SFMA contributes capital to establish forests on the land in return for carbon 
rights for an agreed period (15 – 30 years).   
 
The book value of $929,000 reported within the directors’ statement represents funds 
advanced to IRL by SFMA up to the date of our appointment.  There are a number of 
intricacies with this joint venture and we understand that it has significant sunk costs. 
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Shortly after our appointment we entered into a Deed of Undertaking with Rakaikura 
Limited (“Rakaikura”) and IRL regarding the existing Joint Venture Agreement dated 14 
December 2006. 
 
Pursuant to the terms of the Deed, Rakaikura and IRL have agreed not to exercise certain 
rights they may have in relation to events of defaults by SFMA under the Joint Venture 
Agreement.  
 
Also pursuant to the Deed, SFMA is required to make monthly payments to IRL for 
management fees, land recruitment costs, rent to landowners, council rates and 
operational expenses.  Since the date of our appointment, we have made payments 
totalling $163,566 to IRL. 
 
The directors have indicated an estimated realisable value of $900,000 for SFMA’s 
investment in the joint venture.  
 
Investment - Project Development (NZ, PNG and Savanna) 
 
The investment items titled Project Development relate to land management and fire 
abatement projects in NZ, PNG and NT projects funded by SFMA. 
 
The directors have indicated an estimated realisable value of $900,000 for the NZ project 
development investment only.   
 
5.1.8 Other Assets 
 
The directors’ Statement disclosed a GST refund in the amount of $84,381 due to SFMA 
on the date of our appointment. 
 
We anticipate that this amount may be set off by the Australian Taxation Office (“ATO”) 
against other SFMA liabilities.  
 
5.1.9 Assets Subject to Specific Charges 
 
The directors’ have disclosed within their statements a number of assets subject to 
charges held by Rabo and NAB.  We summarise those assets with reference to the 
relevant debts in the table below: 
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Charge Holder Description of 
Asset 

Directors’ 
Book 
Value 
$'000 

Directors’ 
ERV 
$'000 

Debt 
$'000 

HP 
Surplus 

(Shortfall) 
$'000 

1. Rabobank       
Farmland Properties 22,379 22,300 12,425   
         
Hire Purchase Arrangements - 
REF        

Auger 35 35 33 2 
Seed Hawk Seeder 323 200 297 (97) 
Holden Rodeo (JP4674) 34 25 35 (10) 
Holden Rodeo (1CTW025) 27 20 30 (10) 
Toyota Hilux  33 27 37 (10) 
Toyota Camry 22 20 26 (6) 
Volvo Wheel Loader 350 250 375 (125) 
  824 577 833 (256) 
Total Rabo 23,203 22,877 13,258   
2. NAB         
KI Land, Plantation and Mill 
(including equipment) 19,280 11,000 9,000   

TOTAL 42,483 33,877 22,258  
 
Rabo 
 
The directors of SFMA reported a total debt of $12.425m owed to Rabo on 25 March 
2009.  
 
A statement issued to SFMA by Rabo dated 31 March 2009 confirms a balance 
outstanding of $12,555,040.  This debt relates to SFMA’s ‘All in One’ facility and consists 
of a variable component of $10.405m, fixed term loans totalling $2m and an excess 
component of $150,040.   
 
We have continued to pay ongoing interest to Rabo throughout the administration from the 
funding received under the Facility Agreement. 
 
Rabo has priority security over the Farmland Properties and related assets. The plant and 
equipment of the Farmland Properties which is subject to Rabo’s priority has been set out 
in Section 5.1.5 of this report. 
 
We summarise below details of each of the Farmland Properties: 
 
Farmlands – Jerramungup, WA 
 
This cropland consists off eight properties located in Jerramungup, Western Australia.  
Approximately 885 hectares are currently under plantation in accordance with the SFMA’s 
ultimate goal of carbon sequestration. 
   
Upon our appointment the properties were between cropping seasons.  We have decided 
not to proceed with cropping activities during current season due to limited funding and 
the risks typically associated with farming activities. 
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In order to realise some income from the properties and minimise holding costs until they 
can be marketed for sale and sold in a way that maximises value (i.e. during spring when 
conditions are favourable for selling cropping properties), or until the company is 
recapitalised, we have leased all 8 properties for the 2009 cropping season.   
 
In total $344,497 (excluding GST) has been received to date in relation to these leases.   
 
Farmlands – Padthaway, WA 
 
This cropland consists of six properties located in Padthaway, South Australia. 
 
These properties were also between cropping season at the time of our appointment and 
we secured twelve month leases on each of the properties with terms similar to those 
entered in relation to the Jerramungup properties. 
 
In total $72,820 (excluding GST) has been received to date in relation to the Padthaway 
leases.   
 
A creditor of SFMA has registered a workers lien on one of the Padthaway properties for 
an outstanding debt in the amount of approximately $93,000 relating to unpaid earth 
works.  We have not assessed the validity of this lien or the related debt outstanding as 
being claimed by the creditor. 
 
The directors have indicated a combined book value of $22,379,315 for the Farmland 
Properties and an estimated realisable value of $22,300,000. 
 
Whilst we have commissioned an independent valuation for each of the properties, we are 
unable to disclose the details of those valuations due to ongoing sale process and 
negotiations with interested parties. 
 
HP - Rabo Equipment Finance (“REF”) 
 
Details in relation to the motor vehicles and equipment items subject to HP arrangements 
with REF as set out in the directors’ Statement are summarised in the previous table.   
 
Based on the directors’ estimated realisable values and payout values quoted within their 
statements, a shortfall of approximately $256,000 would have materialised if the contracts 
were terminated on 25 March 2009. 
 
We have recently negotiated the sale of the Auger and the Seed Hawk Seeder for 
$286,800 (excluding GST and net of realisation costs).  The calculated shortfall for these 
two items based on the sale price achieved and the payout values recently quoted by REF 
is approximately $40,000. 
 
Based on independent valuations obtained for the remaining HP equipment and the 
payout values recently quoted (including the balloon payment payable in relation to the 
Loader contract) we estimate further shortfalls of between $220,000 and $340,000. 
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We have reviewed the relevant HP contracts and conclude that the shortfalls on the HP 
contracts will be added to Rabo’s secured debt. 
 
NAB 
 
The directors of SFMA have reported a total debt of $9m owing to NAB on 25 March 
2009. 
 
The NAB has confirmed a balance outstanding of $8,886,841 on the date of our 
appointment.  This debt consists of a $3m market rate facility (fully drawn down) and a 
$6m market rate facility (drawn down to $5,886,841).   
 
We have continued to pay interest to NAB under each of the two facilities throughout the 
administration from the funding received under the Facility Agreement. 
 
The NAB has priority security over SFMA’s KI assets and related assets (including the 
plant and equipment at the Mill) and the investment in SFMNZ. We summarise below 
details of the KI assets: 
 
KI Plantation 
 
SFMA owns eleven properties totalling approximately 3,600 hectares of land on Kangaroo 
Island with approximately 2,000 hectares of plantation of relatively mature Pinus Radiata.  
  
Since the date of our appointment we have continued with harvesting activities and 
maintenance of the plantations.  We have also assessed the status of each plantation, 
many of which are (or have) been subject to encumbrances, bonds and management 
investment schemes. 
 
A creditor of SFMA has registered a workers lien on the Gilgandra property for an 
outstanding debt relating to road works totalling $34,000.  We have not assessed the 
validity of this lien or the debt outstanding as claimed by the creditor. 
 
Timber Creek Pine – KI Sawmill 
 
SFMA owns and operates the only timber mill on KI.  The mill currently employs 
approximately 35 staff (through TCPS) and processes saw logs harvested from SFMA’s 
plantations.  
 
We have continued to trade the Mill since the date of our appointment and commenced a 
sale program to realise the KI based assets. 
 
The directors have indicated a book value of $19.28m for the KI properties, plantations 
and Mill and an estimated realisable value for these assets of $11m.   
 
We have commissioned valuations of each of these assets however we are unable to 
disclose the details of those valuations due to the ongoing sale process and negotiations 
with interested parties. 
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Two suppliers have claimed a retention of title to equipment supplied to the Mill prior to 25 
March 2009 with a combined value of approximately $30,000.   We are currently 
assessing the validity of these claims.   
 
Whilst we note NAB priority security over some of the New Zealand investments, we have 
omitted those investments from this section to be consistent with the directors’ Statement. 
 
5.1.10 Employee Claims 
 
We have examined SFMA’s employee records and estimate the priority debts owed to 
employees as follows: 
 

 

Employee 
Entitlements 

(Low) 
$ 

Employee 
Entitlements 

(High) 
$ 

Wages - - 
Superannuation 7,117 7,117 
   
Annual Leave 46,213 46,213 
Long Service Leave - - 
   
Redundancy 65,000 45,000 
Pay in Lieu of Notice 46,538 46,538 
Total 164,868 144,868 

 
Employee claims are afforded priority of repayment pursuant to Section 556 of the Act.  
The redundancy and pay in lieu of notice calculations are based on an estimate if SFMA 
ceased trading and the staff made redundant. 
 
The Act provides that ’Excluded Employees’, which includes company directors and their 
spouses, are each restricted to a total maximum priority claim of $2,000 for unpaid wages 
and $1,500 for annual leave entitlements. 
 
Amounts owed to Excluded Employees that exceed the statutory cap for wages and 
superannuation and annual leave/long service leave, and all payments owing in respect of 
retrenchment, being redundancy and payment in lieu of notice, rank for dividend with all 
other unsecured creditors. 
 
The directors of SFMA were engaged by the company as contractors through a related 
entity, BTM.  Accordingly, there are no excluded employees. 
 
5.1.11 Contingent Liabilities 
 
The directors have not included any contingent liabilities within their statement prepared 
as at 25 March 2009. 
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During 2008 SFMA signed contracts to purchase an additional four Padthaway properties 
for amounts totalling approximately $4.4m.  These properties were due to settle between 
26 March and 2 April 2009 however due to insufficient funds and our appointment the 
settlements did not occur.  
 
Although deposits totalling approximately $250,000 were paid by SFMA when the 
contracts were entered, the vendors may have claims against SFMA for loss and 
damages that exceed the value of the deposits paid.   
 
Although these claims were omitted from the directors’ statement, it is our view that 
contingency claims arising from the failed settlements could be as high as $1m. 
 
5.1.12 Ordinary Unsecured Creditors 
 
The directors’ have reported unsecured claims of $9.8m within their Statement.  
 
Accounting for formal proofs of debt received to date and SFMA’s records, we estimate 
the SFMA’s liability to unsecured creditors at approximately $10.4m (excluding contingent 
claims as noted in the previous section). 
 
The major creditor claims (excluding the contingent creditors) are summarised in the table 
below: 
 

Creditor 
Claim 

Amount  
$'000 

SFM  5,540  
BTM 2,077 
Bralinda Haulage 122 
Tatiara Harvesting 97 
Charles Darwin University 115 
CBH Group 118 
Northern Land Council 220 
Poyry Forestry 104 
Balance 1,965 
Total 10,358 

 
The claim of SFM in the amount of $5.540 m relates to proceeds advanced to SFMA over 
an extended period to fund SFMA’s working capital and investment activities including the 
purchase of the Farmland Properties. 
 
BTM has submitted a claim in the amount of $2.077m.  This claim comprises $524,205 for 
outstanding management fees and expenses and $1,552,780 relating to the face value 
and dividend of redeemable preference shares to be redeemed on 24 April 2009. 
 
We note that the claims of SFM and BTM are claims by related entities.  Our preliminary 
view is that SFMA owes the amounts claimed however this will be subject to further 
review and formal adjudication. 
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This figure quoted in the table above is subject to the receipt and adjudication of final 
proofs of debt from creditors. 
 
5.1.13 Omissions from Statement 
 
Save for our previous comments regarding specific disclosures in the directors’ statement, 
there are no material omissions. 
 
5.2 TCPS Summary 
 
We received the directors’ Statement for TCPS on 4 May 2009.  In the Statement, the 
directors detailed the assets and liabilities at book value and estimated realisable value 
(“ERV”) as at 25 March 2009. 
 
The following table summarises the assets and liabilities described in the directors’ 
Statement. 
 

TCPS 
Statement as at 
25 March 2009 

Report 
Reference 

Cost or 
Net 

Book 
Value 
$’000 

Directors’ 
ERV 

 
$’000 

Administrators’ 
ERV 

High 
$’000 

Low 
$’000 

Assets:      
Sundry Debtors  5.2.1 167 - - - 
Cash at Bank  5.2.2 3 3 3 3 
Other Assets 5.2.3 - - 8 8 
Sub Total   170 3 11 11 
Assets Subject to Specific Charges   - - - - 
Less Amounts owing under Charges   - - - - 
Total Available Assets  - - - - 
      
Liabilities:      
Less: Priority Creditors      
 - Employee Entitlements Payable in            
  Advance of Secured Creditors 

 
5.2.4 

 
(71) 

 
(71) 

 
(144) 

 
(229) 

 - Secured Creditors   - - - - 
Total Priority Creditors   (71) (71) (144) (229) 
      
Contingent Assets  - - - - 
Contingent Liabilities  - - - - 
      
Available to Unsecured Creditors  - - - - 
      
Ordinary Unsecured Creditor Claims 5.2.5 (99) (99) (98) (98) 
      
Estimated Surplus/(Deficiency)  - 167 (231) (316) 
 
5.2.1 Sundry Debtors 
 
The directors’ statement for TCPS indicates an amount of $166,709 owing by SFMA on 
the date of our appointment. 
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We do not believe that this would be recoverable as SFMA is in voluntary administration. 
 
5.2.2 Cash at Bank 
 
The directors’ Statement reports a cash balance in TCPS’ bank account of $3,136 on 25 
March 2009. 
 
We immediately froze the account, established an administration account under our 
control and arranged for the funds to be transferred into the administration account.  
 
5.2.3 Other Assets 
 
The directors’ did not disclose any other assets within their Statement dated 25 March 
2009.  On 12 June 2009 we received a cheque from WorkCover Corporation in the 
amount of $7,739 for workers compensation insurance reimbursement of wages paid by 
TCPS to employees prior to our appointment.  No further amounts are expected. 
 
5.2.4 Employee Claims 
 
The directors have reported amounts totalling $70,604 being owing to employees of TCPS 
as at the date of our appointment. 
 
We have examined TCPS’ employee records and estimate the following priority claims: 
 

  
High ERV 
AU$’000 

Low ERV 
AU$’000 

Superannuation 28 28 
Annual Leave 36 36 
PILN 30 65 
Redundancy 50 100 
Total 144 229 

 
The outstanding superannuation and annual leave amounts shown above have been 
taken from records provided by TCPS.   
 
The high and low ERV figures for payment in lieu of notice and redundancy have been 
calculated under two scenarios, the first (high) scenario is based an a lease for the Mill 
being document and executed with a third party and the second (low) scenario based on 
no lease and the Mill ceases trading. 
 
If TCPS is placed into liquidation at the second meeting of creditors, and a lease is not 
able to be achieved and the Mill is closed, employees may be eligible to claim under the 
General Employee Entitlements Redundancy Scheme (“GEERS”), which is the Federal 
Government scheme that advances funds to pay outstanding employee entitlements 
(excluding superannuation and subject to certain caps). 
Given the limited assets available for realisation, it is likely that they will require GEERS to 
meet their entitlements.  It should be noted that GEERS subrogate the employees’ claims 
and are afforded the same level of priority. 
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5.2.5 Ordinary Unsecured Creditors 
 
The directors’ have reported unsecured claims of $99,241 within their Statement. 
 
Based on the small number of formal proofs of debts received to date and TCPS’ records, 
we estimate a liability to unsecured creditors at approximately $98,000 on the date of our 
appointment. 
 
The major creditor claims are summarised in the table below: 
 

Creditor Amount 
$'000 

WorkCover Corporation 52 
ATO 45 
Other 1 
Total 98 

 
The Workcover Corporation has submitted a Proof of Debt in the amount of $52,330 for 
outstanding worker compensation insurance premium. 
 
The amount owed to the Australian Taxation Office relates to an outstanding Instalment 
Activity Statement (PAYG) amount of $25,434 and outstanding GST of $19,369. 
 
5.2.6 Omissions from Statement 
 
Save for our previous comments regarding specific disclosures in the directors’ statement, 
there are no material omissions. 
 
5.3 Explanation for Companies Failure  
 
The directors’ explanation for the Companies’ failure is as follows: 
 
 A lack of funding from SFM that became apparent late in 2008 when a major 

capital raising project looked unlikely to succeed.   

 An interim funding arrangement was secured in late December 2008 which ceased 
in early February 2009. 

 A further funding arrangement was then negotiated and an initial payment received 
on 4 March 2009 but on 24 March 2009 the directors were advised that no further 
support would be given to SFMA.  

 
Our preliminary view is that the Companies failed because of the withdrawal of funding as 
stated by the directors above. This meant the Companies could not continue to trade 
given the existing creditor commitments, the poor trading performance of the KI Mill, the 
funding requirements for the forthcoming cropping season and the need to fund the 
property settlements at Padthaway in April 2009. 
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6. TRADING BY ADMINISTRATORS 
 
6.1 Overview 
 
Following our appointment we assumed control of the various assets and interests of 
SFMA and the trading business of the Mill on KI.  Appropriate controls and systems were 
immediately put in place in respect of cash/banking, purchase orders, stock control and 
reporting. 
 
We conducted an initial review of the Mill operations and commissioned an independent 
OH&S risk assessment. 
 
We have continued to trade the Mill to preserve the business operation and maximise the 
value in the Mill and associated plantations on KI. We are currently in negotiations to enter 
into a short term lease of the Mill operations with a third party with an option to purchase 
at the conclusion of the lease. 
 
The 14 cropping Farmland Properties have been leased by us to third party farmers until 
February 2010 / March 2010.   
 
6.2 Trading – Farmland Properties and Corporate 
 
Since the date of our appointment we have continued to employ SFMA’s staff and engage 
management contractors (through BTM) at various office and locations across Australia, 
although 2 employees have resigned due to a reduction of work activity in their areas of 
responsibility.   
 
Although we have not proceeded with the cropping activities for the 2009 season at 
Padthaway and Jerramungup (as they have been leased as stated above), or continued 
with planned tree planting, we have retained staff and the management contractors to 
assist with maintaining the assets (farmlands), preparing the information memorandum for 
the assets and handling technical queries from interested parties. 
 
It is likely that the majority of the SFMA employees and contractors will no longer be 
engaged by us from early July 2009 while the assets are divested. 
 
We have also continued to make the payments under the New Zealand joint venture 
arrangements and New Zealand interests in order to preserve the underlying values of 
those investments. 
 
6.3 Trading – Timber Creek Pine (the Mill) 
 
We had to deal with a significant number of trading issues of the Mill since our 
appointment, including the following: 
 
 On our appointment the green milling operations were temporarily suspended 

while the Mill underwent maintenance upgrades to improve efficiency and output 
quality levels.  Commissioning of the green mill did not ultimately occur until the 
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third week of April 2009 due to unexpected delays which meant the Mill was 
unable to process any sawlog until such time. 

 On Thursday, 16 April 2009 the staff at the Mill reported smoke emanating from 
the wood chip stack at the rear of the Mill’s main processing area.  
 
The Country Fire Service (“CFS”) immediately attended the premises to inspect 
the smouldering chip stack and concluded that the fire started due to self 
combustion of material within stack. 
 
After seeking advice from industry experts, the CFS and Mill management we 
proceeded to break down the burning chip stack to eliminate the risk of damage to 
Mill infrastructure and third party property and minimise ongoing production 
stoppages caused by heavy smoke. 
 
Heavy machinery contractors were retained by us for this purpose and to assist 
with a second self combustion fire. 
 
The two burning stacks were significant site hazards causing repeated production 
stoppages and a major distraction for site management and staff for a period of 
approximately six weeks.  The cost to breakdown the burning stacks was 
approximately $110,000. 
 

 We estimate the trading losses of approximately $80k per week have been 
incurred since the date of our appointment.  While costs (excluding burning stack) 
have been controlled, sales during the voluntary administration fell significantly 
short of forecast for April, May and June 2009. 

 In addition to the production delays as stated above the Mill manager has cited the 
downturn in the building and construction industry and increased competition 
through discounting by major mainland timber producers as the main reasons for 
lower than anticipated sales levels.   

 Since our appointment we have been required to continue with a number of 
improvement initiatives requested by Safework SA and the Environmental 
Protection Authority including completion of the Mill’s fire system upgrade, 
emission and noise testing.  

 
Despite the above issues, leasing the Mill with a view to sale in six months will achieve a 
better result compared to the alternative, ceasing operations and liquidating the assets.  It 
would also ensure continued employment for some of the Mill staff. 
 
6.4 Summary of Receipts and Payments 
 
6.4.1 SFMA 
 
A summary of the Administrators’ receipts and payments for SFMA for the period 25 
March 2009 to 24 June 2009 is attached as Annexure 1. 
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SUMMARY OF CASH FLOW Jul-09 Aug-09 Sep-09 Oct-09 Nov-09 Dec-09 Total
$ '000 $ '000 $ '000 $ '000 $ '000 $ '000 $ '000

Funding Shortfall for June 2009 190 190

AUSTRALIA (Excluding KI)
Other (49) 14 24 11 (143) 132 (11)

Rabo HP Repayments 18 5 5 5 5 5 43
Insurance Payments 16 (9) (9) 16 16 16 46
NAB Interest 73 78 - 78 - 78 307
RABO Interest 108 108 108 108 108 108 648

TOTAL AUSTRALIA (Excluding KI) 356 196 128 218 (14) 339 1,223
KANGAROO ISLAND (38) (32) (135) (136) (136) (141) (618)
NEW ZEALAND 138 - - - - - 138

Contingency Provision at 10% 27 17 0 8 (15) 20 57
TOTAL 483 181 (7) 90 (165) 218 800
Fee to lender
Interest on Administrators' Borrowing 34 38 44 44 44 44 248
Administrators Fees 50 50 50 50 50 50 300
Monthly Funding Requirement 567 269 87 184 (71) 312 1,348

Cumulative Funding (Incl Costs) 567 836 923 1,107 1,036 1,348 1,348

These can be grouped as follows: 
 

Receipt/Payment 
Kangaroo 

Island 
$'000 

Farmland 
$'000 

New 
Zealand 
$'000s 

Overheads/
Other 
$'000 

Total 
$'000 

Receipts      
 Sales 46 264 - - 310 
    Leasing - 463 - - 463 
    Funding - - - 3,353 3,353 
 Debtors(pre) and Other 145 121 - 3 269 
Total Receipts 191 848 Nil 3,356 4,395 
Total Payments 1,152     410 410 974 2,946 
Net Receipts/payments (961) 438 (410) 2,382 1,449 

 
We make the following comments: 
 
 It is prepared on a GST inclusive basis; and 

 It ignores accruals to 25 June 2009 (i.e. sales yet to be collected and expenses yet 
to be paid, including the Administrators’ fees). 

 
6.4.2 TCPS 
 
A summary of the Administrators’ receipts and payments for TCPS for the period to 24 
June 2009 is attached as Annexure 2. 
 
6.5 Estimated future Trading Cost to 31 December 2009 
 
We estimate the following costs will be incurred from 1 July 2009 in realising the assets  to 
31 December 2009 as set out in the timeline in Section 7 of this report:- 
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SFM Carbon has given indicative confirmation that it will meet the costs excluding the 
interest service and Administrators’ fees. 
 
The KI net revenue of $618k from plantation sales is subject to a successful leasing 
arrangement of the Mill. 
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7. SALE OF BUSINESS AND ASSETS 
 
Given the tight timeframe imposed by the Act and the Companies' financial position, we 
immediately commenced two separate sale programs seeking purchaser(s) for the 
Companies' businesses and assets.  Both sale programs were undertaken with extensive 
advertising campaigns. The marketing of the KI Mill and Plantation (“together referred to 
as the KI assets”) were undertaken independently of the remaining assets of the 
Companies being the farmland properties and investments in NZ and other Australian 
projects.  Both of the sale programs are discussed in further detail below:- 
 
7.1 KI Mill and Plantations 
 
Offers for the KI assets were requested to be submitted by close of business on Friday, 27 
April 2009. 
 
Relevant particulars of the sale program are as follows: 
 
7.1.1 Advertisements 

 
Advertisements for the KI assets appeared in the following publications:- 
 
 Adelaide Advertiser; 

 The Australian; 

 Australian Financial Review; and 

 Friday Offcuts (Industry Publication). 
 
7.1.2 Information Memorandum 
 
An Information Memorandum detailing the KI assets was prepared in consultation with the 
directors and senior officers of the Companies.  30 interested parties who signed a 
Confidentiality Agreement received the Information Memorandum.   
 
The Administrators also directly contacted a number of large industry participants to 
determine their interest following their non response from the advertising. 
 
7.1.3 Site Visits 
 
At the time of writing this report, only one interested party had undertaken a site visit to 
inspect the KI assets. 
 
7.1.4 Offers Received 
 
It is noted that since the date of our appointment, two of the industry's major participants 
(Timbercorp Limited and Great Southern Limited) have also been placed in Voluntary 
Administration.  Accordingly, there is likely to be a number of similar distressed assets 
placed for sale in the marketplace. 
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Accordingly the interest received in the KI assets was poor and at the time of this report 
no offer was acceptable.   
 
Due to commercially sensitive reasons as set out in Section 2.4 of this report we have not 
specifically disclosed the details of the offers received.  To do so may prejudice this 
process. 
 
However we can advise that we are currently negotiating with a third party to enter into a 
short term lease of the Mill which may result in a sale of the Mill and/or the Plantation in 
due course. 
 
Set out in section 7.3 of this report is the proposed timeline for the divestment of the KI 
assets. 
 
7.2 Other Assets – Forestry Management and Farmland 
 
Indicative offers for the other assets were to be submitted by close of business on 
Monday, 4 May 2009 with final bids to be submitted by close of business by 27 May 2009, 
which was subsequently extended to 16 June 2009. 
 
Relevant particulars of the sale program are as follows: 
 
7.2.1 Advertisements 
 
Advertisements for the corporate assets appeared in the following publications: 
 
 The Australian; 

 Australian Financial Review; 

 The New Zealand Herald; 

 The Stock Journal; 

 Global Wall Street Journal; 

 Weekly Farmer; and 

 Southwest Printing. 
 

7.2.2 Information Memorandum 
 
An Information Memorandum detailing the corporate assets was prepared in consultation 
with the directors and senior officers of the Companies.  In total 57 interested parties who 
signed a Confidentiality Agreement received the Information Memorandum. 
 
7.2.3 Site Visits 
 
Various interested parties undertook site visits to inspect the relevant assets. 
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7.2.4 Offers Received 
 
As at the date of this report, we have received a number of offers in respect of these 
assets.  So as not to prejudice our continued negotiations with these interested parties 
and the potential asset values to be obtained, we will not disclose any details in relation to 
the offers received. 
 
At the date of this report none of the major assets had been sold.  However we can advise 
that all 14 farmland properties have been leased to third party farmers until 
February/March 2010.  Due to the lack of funds and cropping risk we would not have 
cropped these properties, leasing them provides rental income in the interim and now 
enables the properties to be offered for sale in Spring 2009. 
 
We expect to be in a position to comment further on this matter during the second meeting 
of creditors.  
 
7.3 Asset Divestment Timeline 
 
Divestment Timeline 
 
Detailed below is a broadly estimated timeline for the completion of the divestment 
programme.  Please note that these dates are flexible for a variety of reasons, which are 
discussed below the table. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Date Task July Aug Sep Oct Nov Dec Jan Feb Mar

Kangaroo Island Divestment Plan

July > Dec Lease term for Mill

July > Nov Option period to lessee to affect purchase of Mill

Dec > Jan Completion of Mill sale

Sep Recommencement of sale process for land and plantations

Oct Review offers received

Nov Decision made on successful offer(s)

Nov > Dec Negotiate sale contract(s)

Dec > Jan Settle sale contract(s) (on or before)

Farmland Divestment Plan

July Engage agents for Spring sale

Aug > Nov Marketing Period (dependant on receipt of bids)

Oct > Nov Close tender (dependant on receipt of bids)

Nov > Feb Completion (dependant on timing of bids)

New Zealand Divestment Plan

17/07/2009 Receipt of final offer from preferred bidder

July > Aug Contract negotiations

Jul > Sep Completion
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KI Divestment Plan 
 
As discussed in Section 7.1.4 of the report we are about to lease the Mill to a third party 
for a period of 6 months.  Within this lease period the proposed lessee will have an option 
to purchase the Mill, which expires 30 days prior to the end of the lease.  It is anticipated 
that completion of this sale would take between 30 and 60 days. 
 
During our divestment programme we identified parties that would be interested in 
acquiring the plantation (including land).  However, the common overriding factor for each 
of these parties was the operational status of the Mill.  We intend to allow the proposed 
lessee 2 – 3 months to demonstrate the operating capabilities of the Mill before re-
engaging with the interested parties to sell the land and plantations. 
 
It is expected that this re-engagement process will take approximately 2 - 3 months within 
a further 1 – 2 months required for contract negotiations and completion. 
 
Farmland Divestment Plan 
 
It is our intention to engage agents immediately following the creditors meeting with a view 
to marketing the Farmland Properties for sale in the Spring 2009.  It is expected that this 
will lead to the properties being sold through auction/tender in late October 2009, 
however, should acceptable offers be received in the meantime we would move to 
complete on these prior to October 2009. 
 
Completion may not be possible until the end of the harvest season in February/March 
2009, however we would favour an earlier settlement of possible. 
 
New Zealand Divestment Plan 
 
We have identified an indicative offer on the New Zealand assets that is acceptable to us 
and we expect this offer to be formally finalised in mid July 2009.  It is our understanding 
that this particular party does not require external financing and can complete quickly. 
However, contract negotiations and completion may still take some time and therefore we 
do not expect final completion until Aug/Sept 2009. 
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8. STATUTORY INVESTIGATIONS 
 
The Act requires an Administrator to carry out preliminary investigations into a company’s 
business, property, affairs and financial circumstances. 
 
Investigations centre on transactions entered into by the company that a Liquidator might 
seek to void or otherwise challenge where the company is wound up.  Investigations allow 
an Administrator to advise creditors what funds might become available to a Liquidator so 
that creditors can properly assess whether to accept a DOCA proposal or resolve to wind 
up the company.   
 
Funds recovered by a Liquidator in respect to voidable transactions would be available to 
the general body of unsecured creditors including secured creditors but generally only to 
the extent of any shortfall incurred after realising their security.  
 
Generally only a Liquidator may recover funds from each type of voidable transaction 
detailed in this report at Section 8.4, however voidable transactions relating to unfair loans 
or unreasonable director related transactions may also be recovered by an Administrator 
or Deed Administrator.  A Deed Administrator does not have recourse to the other 
voidable transactions discussed in Section 8.4.  A Liquidator may also recover funds 
through other avenues, for example, through action seeking compensation for insolvent 
trading. In some circumstances a creditor may seek compensation directly, without the 
Liquidator, for insolvent trading where the company is placed into Liquidation. 
 
Although an Administrator or Deed Administrator does not have recourse via the above 
voidable transaction provisions, other recoveries e.g. any breach of directors’ duties, are 
preserved and may be pursued.  These types of recoveries would be subject to secured 
creditor interests in the first instance.    
 
An Administrator is not obliged to carry out investigations to the same extent as a 
Liquidator.  A Liquidator may require many months of investigation and conduct public 
examinations before forming a concluded view on recovery action. 
 
We have investigated matters to the extent possible in the time available.   
 
The Administrators’ knowledge of the company’s affairs comes principally from the 
following sources: 
 
 Communications with the secured creditors regarding the nature and amount of 

the debt owed.  The secured creditors confirmed the balance of their debts 
outstanding at the date of our appointment. 

 The directors’ Statement and a detailed questionnaire concerning the company's 
affairs. 

 Discussions with the directors and management of the Companies. 

 An independent appraisal of the value of each company's property, plant and 
equipment obtained upon our instructions. 

 A search of the ASIC records relating to each company and any related entities.  
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 Searches obtained from Department of Transport and the Department of Land 
Administration. 

 An examination of each company’s books and records including its financial 
statements and management accounts. 

 
We set out details of our review and conclusions under the following headings: 
 
8.1 Executive Summary and Preliminary Conclusions 
8.2 The Companies’ Solvency 
8.3 Reasons for Failure 
8.4 Voidable Transactions and Insolvent Trading Recoveries 
8.5 Other Matters Arising from Investigations 
 
Note that all figures in the report are expressed in Australian dollars unless otherwise 
stated. 
 
The SFM Group is referred to in this report and consists of SFM Limited (the Bermudan 
registered parent company) and its various subsidiaries with interests in America, 
Bermuda, the United Kingdom, Asia, Africa and Australasia. 

 
8.1 Executive Summary and Preliminary Conclusions 
 
Set out below is a summary of our preliminary conclusions with regard to the potential 
dates of insolvency and estimated recoveries in respect available to a Liquidator in the 
event SFMA was wound up. 
 

Recovery Area Preliminary Conclusion 
Unfair Preferences No potential recoveries identified 
Uncommercial Transactions No potential recoveries identified 
Unfair Loans No potential recoveries identified 
Unreasonable Director Related Transactions No potential recoveries identified 
Obstruction of Creditor Rights No potential recoveries identified 
Insolvent Trading (directors) Possible claim arising from date of insolvency 
Insolvent Trading (holding company) Possible claim arising from date of insolvency 

 
Our review has not identified any recoveries that are likely to be available to a liquidator of 
TCPS. 
 
In respect to the possible claim arising from the insolvent trading provisions of the 
Corporations Act, we consider that the most likely date of insolvency is 23 March 2009, 
and possibly earlier if other evidence is determined to support an earlier date, having 
regard to the reasonableness of the Directors’ expectations.  There are a number of key 
events prior to the appointment of the Administrators that reflect a deterioration in SFMA’s 
future prospects and impact its ability to sustain its cashflow resources to meet its 
commitments.  Further evidence is required to determine those earlier dates as being the 
likely date of insolvency. 
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An insolvency date of 23 March 2009 is estimated to calculate a claim in the range of Nil 
to $16k, and needs to be assessed in the context of steps taken by the directors to seek 
the appointment of an Administrator in the circumstances outlined in this report.  In this 
regard we do not consider it unreasonable that directors would take the time between the 
23 March 2009 and 25 March 2009 to consider the position of the Companies and that the 
multi jurisdictional location of directors meant it was difficult to call a meeting at short 
notice. . 
 
We note that any insolvent trading claim could only recover the calculated damage to 
creditors from the directors and/or holding company once and not in addition to each 
other. 
 
In our investigations we consider the following key issues in determining our conclusions: 
 
1. The analysis of trade creditors at section 8.2.2 (iv) shows that $312k of trade 

payables due for payment between 26 December 2008 and 25 January 2009 
remained unpaid at the date of our appointment.  This suggests that the 
Companies were not paying their debts as and when they became due as early as 
26 December 2008. 
 

2. On 13 February 2009 a Lender group representing significant shareholders of the 
parent entity withdrew their proposal to provide funding to the parent entity and the 
SFM Group under the Senior Term Loan Facility.  This in turn impacted immediate 
funding available to SFMA and TCPS. 
 

3. Following  withdrawal of the funding described at point 2 above, another significant 
shareholder of the parent entity tabled a term sheet on 18 February 2009 to the 
parent entity for what was described as the Rescue Finance Package to ensure 
that the SFM Group was able to be funded going forward.   

 
4. On 26 February 2009 Alan Bernstein, the managing director of parent entity and a 

director of SFMA, provided a letter to the other SFMA board members (“Letter of 
Comfort”), giving SFMA reason to believe that funding would be received by the 
parent entity which would allow the parent entity to put SFMA and TCPS into funds 
shortly after 3 March 2009 in order to meet all commitments.  
 

5. The accounts maintained by SFMA provide evidence that funds were received 
from the parent entity on 4 March 2009 and were used by SFMA to fund 
operations up to 11 March 2009.  We note that that these funds were received 
prior to the completion of the Rescue Financing Term Sheet.  There are no other 
records of funds being received from the parent entity after that date.  

 
6. We also note that during this time, being on or around 28 February 2009 SFMA 

was obliged to complete settlement of 4 farming properties located in South 
Australia pursuant to contracts of sale entered into in various times during 2008.  
As a result of the ongoing funding discussions that the board of SFMA were reliant 
upon those property settlements were deferred to 31 March 2009 by agreement of 
the parties.  
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7. We have been provided with a summary of events occurring between 17 March 
2009 and the date Administrators were appointed on 25 March 2009.  It is outlined 
in that note that funds were not remitted to SFMA due to the SFMA Directors 
refusing to sign a document that requested the transfer of all carbon rights held in 
SFMA now and in the future to another entity in the SFM Group as part of the 
Rescue Financing Package.  We note that this condition also had to be authorised 
by the secured creditors and Black Tree Management as a redeemable convertible 
preference share holder. This condition was not approved by the board as they 
saw that it would strip SFMA of all carbon value and leave only hard assets 
remaining, ultimately defeating the long term goals of SFMA. Upon conveyance by 
the board of SFMA‘s position on the transfer on 23 March 2009 the parent entity 
advised that it could no longer support SFMA with funding as its own Lenders had 
refused to provide funding under the Rescue Financing Package for that purpose. 
 

8. Following receipt of this advice from the parent entity the board of SFMA appears 
to have taken immediate steps to convene the board and action the appointment 
of Administrators to the companies. 
 

Given the above discussion and key points, our review indicates that the Directors most 
likely held a reasonable expectation that funds would be received up until 23 March 2009 
and therefore our assessment is that the date of insolvency is likely to have been 23 
March 2009.  If further evidence is made available to successfully challenge these factors 
that we have assessed and relied upon an earlier date of insolvency may be determined. 

 
8.2 The Companies’ Solvency 
 
8.2.1 Overview of Solvency Thresholds 
 
A pre-cursor to the recovery of funds by a Liquidator through the voiding of certain 
transactions or through other legal action, such as seeking compensation from directors 
for insolvent trading, is establishing the company’s insolvency at the relevant time. 
 
Establishing insolvency is a complex matter due in part to the complexity of corporate 
financial transactions and the lack of clear prescriptive legal authority on proof of 
insolvency. 
 
Notwithstanding, there are two primary tests used in determining a company’s solvency, 
at a particular date; namely: 
 
 Balance sheet test; and 

 Cash flow or commercial test. 
 
The Courts have widely used the cash flow or commercial test in determining a company’s 
solvency at a particular date. 
 
Section 95A of the Act also contains a definition of solvency.  That definition reflects the 
commercial test in stating that a person is solvent if “the person is able to pay all the 
person’s debts as and when they become due and payable”. 
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However, the commercial test is not the sole determinant of solvency.  Determining 
solvency derives from a proper consideration of a company’s financial position in its 
entirety and in the context of commercial reality.  Relevant issues include, but are not 
limited to, the following: 
 
 The degree of illiquidity.  A temporary lack of liquidity is not conclusive. 

 Regard should be had to: 

o Cash resources; and 

o Monies available through asset realisations, borrowings against the security 
of assets or equity/capital raising. 

 All of a company’s assets might not be relevant when considering solvency.  For 
example, where a company proposes selling assets which are essential to its 
business operations, the proceeds of those assets should not be taken into 
account. 

 The voluntary and temporary forbearance by creditors not to enforce payment 
terms. 

 It is not appropriate to base an assessment of whether a company can meet its 
liabilities as and when they fall due on the prospect that a company might trade 
profitably in the future. 

 
In summary, it is a company’s inability using such resources as are available to it through 
the use of its assets, or otherwise, to meet its debts as they fall due, which indicates 
insolvency. 
 
We have considered the solvency of SFMA and TCPS on a consolidated basis.  Although 
solvency should be considered on an individual company basis the Companies operation 
are so intertwined that they are reliant on the same source of funding and outcomes 
therefore the solvency of each entity cannot be considered in isolation.   
 
Set out below is further detail on our preliminary investigations and determination as to the 
Companies’ solvency. 
 
8.2.2 Financial Assessment 
 
i. Profitability 

 
The business plan of the Companies is focused predominantly on a long term carbon 
sequestration model combined with farming operations, although in 2008 it acquired the 
sawmill on Kangaroo Island to compliment and maximise the value of the land and 
plantations already owned on the island.  The SFM carbon sequestration business model 
is one of long term profits derived from the sale of carbon credits generated predominantly 
from long term forestry projects, although in Australia this objective was combined with the 
farming operations to concurrently generate cropping income.  
 
With such a business / investment model the profitability of the Companies is not the 
overriding factor in determining the viability of the Companies and it is rather the cash that 
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is available to sustain existing land holdings and investment through to the revenue 
generating phase of the projects’ lives.  
 
Hence a review of profits would not necessarily be a key factor in assessing the 
company’s solvency, however for completeness we summarise the profits recorded in the 
Companies’ financial statements since 2006 below:  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Note Kangaroo Island was not purchased until 2008. Financials for 2006 and 2007 reflect this position. 
 
The Companies recorded operating losses throughout the period are due largely to high 
administrative expenses, which included costs associated with exploring new investment 
opportunities.  In 2006 and 2007 the Companies recorded gross profits from their 
Jerramungup farming properties, through the sale of logs in 2006 and through cropping 
income in 2007.  In 2008 the Kangaroo Island Mill was acquired and operated at a loss 
throughout the year resulting in a significant gross loss being recorded, which continued in 
2009 prior to Administration. 
 
Due to a transitional period in accounting software we have been unable to obtain results 
for the month of December 2009.  However, based on a review of the closing retained 
earnings at 31 November 2009 compared to the opening retained earnings at 1 January 
2009 it is evident that the Companies recorded a net retained profit of approximately 
$270k.  This profit was largely attributable to cropping income received due to the month.   
 
The Kangaroos Island operations did not match the long term objectives of the business 
but it was decided by the Board of SFM to acquire the mill as the then owner was facing 
financial collapse, in order to both preserve the value of the associated plantation and to 
enable processing of the timber from that plantation to be undertaken. It was never 
contemplated by SFMA that the Company would be a long term holder of the mill assets.  
However there were serious operational deficiencies with the mill that were identified by 
SFMA and a detailed capital expenditure plan was drawn up and progressively 
implemented on the basis that it would be very difficult to locate external buyers for the 
mill without the mill operating at or near capacity and without some sort of production track 
record. These critical upgrade and rectification works (paid for by SFMA) commenced in 
July 2008 and were scheduled for completion in December 2009. Accordingly SFMA 
initiated a sales campaign in October 2008 and is discussed further in section 8.2.2 (iii). 

Year Year 11 Mths Month Month Period
2006 2007 2008 Jan-09 Feb-09 25-Mar-09 Total
$'000 $'000 $'000 $'000 $'000 $'000 $'000

Income 136 2,001 1,744 1,031 1,655 287 6,853
Expenses - (1,074) (3,406) (1,382) (1,597) (452) (7,911)
Gross Profit/(Loss) 136 927 (1,662) (351) 57 (165) (1,059)
Administration Expenses (1,099) (2,007) (4,908) (331) (320) (522) (9,188)
Depreciation and Amortisation expenses (61) (131) (426) - - (175) (793)
Financing costs - (294) (856) (167) (144) (140) (1,601)
Other expenses (15) (7) (117) - - - (139)
Other income 18 809 132 21 33 7 1,020
Operational Loss (1,022) (703) (7,838) (827) (374) (994) (11,759)
Revaluations 3,453 (2,640) - - - - 813
Retained Profit/(Loss) 2,432 (3,344) (7,838) (827) (374) (994) (10,946)
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The largest expense of the category on an annual basis throughout the whole period was 
administrative expenses.  A summary of the main items included in these figures between 
2006 and 2008 is detailed below: 
 

Category 2006 
$’000 

2007 
$’000 

2008 
$’000 

Consulting & management fees 497 1,009 2,159 
Accounting, company secretarial and tax 198 34 180 
Forestry management 164 320 225 
Insurance 13 77 138 
Salaries - 115 1,033 
Travel, accommodation & conferences - 130 326 
Other expenses 227 322 847 
Total 1,099 2,007 4,908 

 
Consulting & management fees represent the largest expense category, accounting for 
approximately 50% of overheads in each of the above years.  It would be expected that 
such costs would be high in a long term business model such as carbon sequestration, 
which involves a high degree of planning and interaction with governmental bodies.  
However, being able to sustain such costs under the business / investment model 
described was reliant upon future equity funding. 
 
Overall the Companies’ business model could not sustain the level of overheads in the 
absence of continued equity funds being made available and this contributed to the 
Companies being placed into administration. 
 
ii. Cashflow Forecasts 
 
The following table summarises the cash flow forecasts prepared by Management for the 
15 months from 1 January 2009 to 31 March 2010: 

 
Business Unit Estimated Cash 

flow $’000 
Dryland Agriculture (29,054) 
Permanent Forest Sink Initiative (3,513) 
Kangaroo Island (1,100) 
Carbon Capture 43 
Other Projects (621) 
Overheads (5,466) 
Funding 45,702 
Overall Forecast Cash Inflow $5,993 
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The major items included in the above categories are as follows: 
 
Dryland Agriculture 
 
 Purchase of 17,304 ha of agricultural land for $52.6m. 

 Funding of $24.1m from secured creditors towards the above acquisitions. 

 Sale of 2,284 ha of agricultural land for $2.6m. 

 Repayment to secured creditors of $1.3m from the above proceeds. 

 Capital improvements of $700k. 

 Tree establishment and maintenance costs of $1.7m. 

 Net agricultural income of $500k. 
 

Permanent Forest Sink Initiative 
 
 Contributions towards the Iwi Rakau joint venture in New Zealand of $1.8m. 

 Contributions towards tree planting under the permanent forest sink initiative in 
New Zealand of $1.7m. 
 

Kangaroo Island 
 
 Operational costs for running the Kangaroo Island mill up to and including June 

2009, following which it was forecast the assets would be sold. 
 

Carbon Capture 
 
 Preliminary sale of carbon credits generated from the New Zealand operations of 

$43k in July 2009. 
 
Other Projects 
 
 Costs relating to the Savanna Fire Abatement project of $550k 

 Costs relating to the Papa New Guinea project of $50k. 
 

Overheads 
 
 Australian overheads of $300k per month, totalling $4.5m for the period.  This 

includes wages, contractors and office costs.   

 Australian compliance, measurement, calibration and assessment costs relating to 
the business model of $200k. 

 New Zealand overheads of $500k, which include salaries, travel, accountancy and 
office costs. 

 Research and development costs relating to trialling of seedlings of different 
known genetic pedigree of $300k. 



Page 47 
29 June 2009 

Section 439A(4)(a) Report by Administrators 29 June 2009  Page 47 

Funding 
 
 Secured creditor crop finance repayments of $1.5m. 

 Net crop income from the 2008 season of $3m. 

 Insurance proceeds of $200k. 

 Business Activity Statement payments of $300k. 

 Payment of outstanding supplier accounts at 31 December 2008 of $1.4m 

 Opening bank balance at 1 January 2009 of $400k. 

 Final settlement on plant and equipment subject to hire purchase of $200k in 
January 2009. 

 Sale of Kangaroo Island Mill and Plantation for $15.8m, with $13.8m forecast to be 
received in June 2009 and the $2m balance in December 2009. 

 Repayment of NAB facility from the above proceeds of $9m. 

 Interest on facilities of $1.9m. 

 Funding from the parent entity of $10.6m. 

 Funds to be raised from external equity of $30m in June 2009. 
 
Set out below are the forecasts as adjusted to remove long term external finance and 
asset acquisitions and disposals in order to assess whether the companies could be self 
sufficient: 
  

Business Unit 
Estimated 
Cash flow 

$’000 

External Long 
Term Finance 

$’000 

Major Capital 
Acquisitions 
& Disposals 

$’000 

Adjusted 
Cash Flow 

$’000 

Dryland Agriculture (29,054) (24,102) 50,027 (3,129) 
Permanent Forest Sink Initiative (3,513) - - (3,513) 
Kangaroo Island (1,100) - - (1,100) 
Carbon Capture 43 - - 43 
Other Projects (621) - - (621) 
Overheads (5,466) - - (5,466) 
Funding 45,702 (31,600) (15,800) (1,698) 
Overall Forecast Cash Inflow 5,993 (55,702) 34,227 (15,484) 

 
The above adjustments include: 
 
External Long Term Finance 
 
 Equity raising of $30m. 

 Funding from the parent entity of $10.6m. 

 Repayment to NAB of $9m. 

 Funding from secured lenders of $24.1m towards the property additions. 
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Major Capital Acquisitions & Disposals 
 
 Farmland property additions of $52.7m. 

 Farmland property sales of $2.6m. 

 Proceeds from sale of Kangaroo Island of $15.8m. 
 
The above figures demonstrate that the Companies did not expect to be sufficiently 
funded solely through operations and would need to rely on external funding to meet both 
their capital acquisition plans and their operational requirements. 
 
The following table sets out the monthly cash flow forecasts prepared by management 
and adjusted forecasts for actual results between January 2009 and March 2009: 
 

Month 
Forecast 

Movement 
$’000 

Forecast 
Balance 

$’000 

Actual 
Movement 

$’000 

Adjusted 
Balance 

$’000 
Opening Balance  426  426 
Jan 09 (414) 12 (350) 76 
Feb 09 (2) 10 390 466 
Mar 09 66 76 (291) 175 
Apr 09 12 88 N/A 187 
May 09 33 121 N/A 220 
Jun 09 33,484 33,605 N/A 33,704 
Jul 09 (1,483) 32,123 N/A 32,222 
Aug 09 (1,598) 30,525 N/A 30,624 
Sep 09 (1,533) 28,993 N/A 30,092 
Oct 09 (3,691) 25,302 N/A 25,401 
Nov 09 (846) 24,455 N/A 24,554 
Dec 09 1,012 25,468 N/A 25,567 
Jan 10 4,482 29,950 N/A 30,049 
Feb 10 (814) 29,136 N/A 29,235 
Mar 10 (23,143) 5,993 N/A 6,092 
Closing Balance  5,993  6,092 

 
In accordance with the above summary, Management did not anticipate a shortfall 
throughout the forecast period.   
Further consideration is given in respect of the liabilities incurred during this period at 
section 8.2.2 (iv). 
 
The sustainability of the business is dependant almost entirely on external funding and 
therefore in order to assess whether the forecasts were achievable and whether 
Management had a reasonable expectation to rely on this funding we consider the main 
sources of external funding in section 8.2.2(iii) below. 
 



Page 49 
29 June 2009 

Section 439A(4)(a) Report by Administrators 29 June 2009  Page 49 

iii. External Funding 
 
SFM Ltd 
 
The initial funding requirements of SFMA were provided by SFM Limited through an 
intercompany loan as part of the overall SFM Group funding provided under a US$80m 
Merrill Lynch managed facility.  In 2007 the balance of the parent loan at the time was 
converted to equity to the value of $25.3m, with a further $9m being capitalised in 2008, 
and funding continued to be provided through a new intercompany loan (which totalled 
$5.5 million at the date of appointment as per the proof of debt lodged by SFM Limited), 
which management advise was in the process of being converted to equity in line with 
historical treatment to ensure compliance with the secured facilities. 
 
In terms of assessing the parent entity’s capacity to meet funding commitments to SFMA 
and TCPS we note the following: 
 
 In the last quarter of 2008 the Merrill Lynch managed facility was suspended and 

negotiations commenced with the first shareholder group over a US$12.9m Senior 
Term Loan Facility Agreement. These negotiations broke down and on 13 
February 2009 the first shareholder group withdrew its Senior Term Loan Facility. 
Prior to this breakdown the parent SFM continually assured local management of 
SFMA that the negotiations were on track and that funding would be made 
available as budgeted under the “Capital Constrained” budget scenario agreed 
with SFM. 

 Following the withdrawal of this offer, another major shareholder in SFM Limited, 
provided interim funding to the parent entity whilst negotiating terms of a ‘Rescue 
Financing’ Term Loan Facility for which a draft term sheet was provided to SFM 
Limited on 18 February 2009.  The main elements of this offer were: 

o The implementation of a US$12m facility; 

o The establishment of SFM Carbon Trading Ltd to serve as a holding 
company for the SFM Group’s carbon rights, assets and carbon trading 
operations; and 

o Simplification of the SFM Group’s corporate governance arrangements, 
including increasing the level of control to the lender group. 

 
A letter dated 26 February 2009 was provided to the Directors of SFMA by Alan Bernstein 
in his capacity as director of the parent entity, SFM Limited, in which he advised: 
 

“We concluded that it is reasonable to anticipate that [the Lender group] will 
continue to provide funding to SFM broadly on the terms as set out in their ‘SFM 
Rescue Financing Term Sheet’ and as accepted, subject to final negotiation and 
documentation, by SFM’s Board of Directors.  I can further confirm that, should 
[the Lender group] complete the Facility Agreements as currently anticipated, it 
is reasonable to expect that funding will be made available to SFMA in 
accordance with the following schedule:”    
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The above table contained notes which included one advising that “the above drawdown 
requested from [the Lender group] and others exclude funds for property settlements in 
SFMA”.  Although this suggests that funding may not be provided for the property 
settlements Alan Bernstein also advises that “...[the Lender group] are considering 
favourably the provision of funding to SFMA as required to meet the further capital and 
working capital needs associated with the company’s current land acquisition programme 
in Australia...”.  This would appear to give the Directors of SFMA an expectation that the 
funds necessary to complete these settlements would be forthcoming. 
 
A review of the general ledger provides evidence that funds from [the Lender group] in the 
amount of $894k were remitted to the SFMA bank account on 4 March 2009, only one day 
later than expected as per the above table.  This provided further comfort to the Directors 
of SFMA that additional funding would be provided in due course.  From a review of the 
financial records of the Companies these funds were utilised in making payments up to 
and including 11 March 2009. 
 
Alan Bernstein provided a report to shareholders of SFM Limited on 18 March 2009 to 
inform shareholder detailing the events that had transpired and the terms of the offer and 
giving them the opportunity to vote on the tabled Loan Facility.  A copy of this report was 
also provided to the Directors of SFMA and appears to have given them further 
expectation that funding was being progressed which would result in the funding being  
remitted as promised.  
 
The general ledger provides no indication that any funds were received by SFMA after 18 
March 2009 through to the date Administrators were appointed on 25 March 2009.  
 
The Board minutes and further correspondence between SFMA and the parent in regard 
to funding from [the Lender group] between 6 March 2009 and 25 March 2009 has been 
requested but not yet received. Receipt of this information would assist in determining 
whether it was reasonable for SFMA to expect funding after the last recorded funding 
transfer on 4 March 2009. 
 
Notwithstanding the lack of information for this period, on behalf of the directors of SFMA 
we have received a note summarising the events between 17 March 2009 and 25 March 
2009.   

 

THE PARENT ENTITY  
Indicative Funding of SFMA 

 
        Remit to SFMA   
      

Drawdown date 
requested 

  
Assumed 

receipt date 

In USD$ In AUD$   

  Amount USD$ (exchange rate .0645) Date remit to 
SFMA 

Re Jan 09 313,000  27-Feb-09 2-Mar-09       
Re Feb 09 600,000  27-Feb-09 2-Mar-09 600,000  930,233  3-Mar-09 
Re Feb 09 575,000  9-Mar-09 10-Mar-09 350,000  542,636  11-Mar-09 
Re Mar 09 1,000,000  23-Mar-09 24-Mar-09 390,000  604,651  25-Mar-09 
Re Mar 09 575,000  6-Apr-09 7-Apr-09     8-Apr-09 
  3,063,000        1,340,000     2,077,520    
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The note indicates that further funding was withheld from SFMA due to the SFMA 
Directors refusing to sign a document that requested the transfer of all carbon rights held 
in SFMA, now and in the future, to another entity in the SFM Group as part of the Rescue 
Financing Package.  We note that this condition also had to be authorised by the secured 
creditors of SFMA and BTM being a holder of redeemable convertible preference shares.  

 
This condition was not approved by the board on the basis that it would strip SFMA of all 
carbon value and leave only hard assets remaining, ultimately defeating the long term 
goals of SFMA. Upon conveyance by the board of SFMA‘s position on the transfer on 23 
March 2009 the parent entity was unable to source funding from its Lenders to provide 
funding to SFMA under the Rescue Financing Package. 
 
From a review of the available information it would appear that SFMA was unable to settle 
its debts as they became due and payable after 11 March 2009, however we believe that 
the Directors are likely to have a strong argument that they held a reasonable expectation 
funds being provided up until 23 March 2009 due to the ongoing representations of the 
Directors of the parent entity and the information provided to them in respect of the 
Rescue Financing Term Sheet. 
 
Kangaroo Island Asset Sale 
 
SFMA had previously received an offer of $13.3m from a third party purchaser in April 
2008 for the land and plantations at Kangaroo Island.  However, this offer was subject to 
further due diligence on the mill viability then operated by a third party.  The offer 
ultimately lapsed in June 2008. 
 
SFMA subsequently purchased the mill so as to compliment and help maintain the value 
of the land and plantations it owned and to improve the operational capabilities of the mill 
with the ultimate objective of selling the land, plantations and mill as a whole package. 
 
The operations of the mill were loss making, although steps were being investigated by 
management to improve performance and sales streams. 
 
Following the losses incurred on the Kangaroo Island operations an agreement was 
signed with SB Capital Partners on 27 October 2008 to act as agents in the sale of the 
Timber Creek Pine sawmill.  The estimated sale price quoted in the engagement terms 
was between $4 and $6m. 
 
At the time the forecasts were prepared SFMA were actively seeking purchasers for the 
land and plantations but were prepared to hold these assets following the sale of the mill if 
no purchaser could be found.  This would have generated income through log sales, 
although it was SFMA’s preference to divest in full. 
 
At the date of our appointment no sales contracts or offers had been tabled for the mill, 
land or plantations although a number of parties had expressed their interest in the mill. 
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External Equity  
 
At the time the forecasts were prepared by SFMA we understand that no formal equity 
raising process was in process although preliminary plans were underway. 
 
On 29 January 2009 management met with an interested party to discuss a possible 
injection of between $5m and $8.5m through either convertible loans, redeemable 
convertible preference shares or a similar instrument.  The party also expressed an 
interest in acquiring SFM Limited’s shareholding in SFMA up to a maximum of 80% for a 
total investment cost of up to $16m. 
 
Due diligence was undertaken during February 2009 and March 2009 with a view to 
completing this work prior to 31 March 2009.  On 9 March 2009, SFMA placed the due 
diligence work on hold pending the outcome of the Rescue Finance Package negotiations. 
 
We note the amounts discussed with the party were much lower than the $30m included 
within the forecasts and that one of the terms proposed by the party was that no further 
equity raising could be conducted without the prior consent of the party.  However, the 
party indicated their willingness to inject further monies following a more detailed review of 
SFMA and its associated value.  We further note that this equity was predominantly 
required for the major capital acquisitions planned later in the year.  No formal 
agreements were in place for these acquisitions and therefore if equity was not raised 
there would have been no direct shortfall on those intended acquisitions. 
 
Overall Funding Assessment 
 
As the equity raising and major acquisitions at the end of the year were not formalised or 
committed to these should be excluded from any funding requirements.  However, SFMA 
was committed to the property purchases due to be completed in March 2009 for $4.4m 
and was close to completing the property sale of $2.6m, also in March 2009.  We note 
however that $1.3m of these receipts were required to be repaid to the existing secured 
creditors. 
 
Once these commitments are accounted for in addition to the operational requirements in 
the forecast period, funding of approximately $18.5m was required by SFMA for the period 
1 January 2009 to 31 March 2010. 
 
As discussed above the Directors could argue that it was reasonable up until at least part 
way through March 2009 to expect funding from the parent entity of $10.6m.  The 
intention was then that this interim funding would provide sufficient time to enable the 
company to establish and secure further equity funding to continue its investment program 
and strategy. 
 
In that regard, this limited funding would have left a shortfall of approximately $8m from 
identified funding needs.  This could possibly be partially offset by the $4m - $6m 
expected to be received on the sale of the Kangaroo Island Mill, however we note that 
NAB have a first ranking charge over the Kangaroo Island assets and therefore would 
have been entitled to all of these proceeds.  It is unlikely that NAB would have deferred 
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repayment of any of their loans as to do have done so would have reduced their security 
position. 
 
As a result of the above SFMA would have been reliant on the following options to support 
operations throughout the forecast period: 
 
 Sale of the land and plantations on Kangaroo Island; or 

 Successful capital raising. 
 

Offers had previously been received on the land and plantations pending improvements to 
the operational performance of the mill.  SFMA had begun to implement improvements, 
including the commencement of an improved product sales process and were thus 
confident it could be sold, which in turn was viewed as likely to increase the interest in the 
land and plantations.  Given the above the Directors had a reasonable expectation that 
the land and plantations would be sold at some stage in 2009. 
 
SFMA had not commenced any equity raising as no formal approval had been received 
from the parent, SFM, however negotiations with the third party investor referred to earlier 
suggested to Directors that it would be possible to raise at least $5 million and that 
additional funds could be raised at a later date.   
 
As a preliminary conclusion it would appear as though the Directors had a reasonable 
expectation that funding would be received from the parent entity, and that the interest in 
the Kangaroo Island mill would subsequently lead to the sale of the land and plantations, 
thus providing necessary funding resources.  If these events had transpired SFMA would 
have at least had sufficient funds to meet its operational funding requirements for the 
forecast period.   
 
iv. Creditors Ageing 
 
We have reviewed the creditors of the Companies as at the date of our appointment and 
summarised them in the table below in reference to the date they were due for payment 
and having taken account of claims submitted via proof of debt that were not originally 
included in the trade creditor listing: 
 

Due date for payment $’000 % of  
Total 

> 25 March 2009 7,776 84.7 
26 Feb – 25 Mar 2009 647 7.0 
26 Jan – 25 Feb 2009 271 3.0 
26 Dec – 25 Jan 2009 312 3.4 
26 Nov – 25 Dec 2008 62 0.7 
26 Oct – 25 Nov 2008 56 0.6 
26 Sep – 25 Oct 2008 4 - 
26 Aug – 25 Sep 2008 42 0.5 
26 Jul – 25 Aug 2008 14 0.1 
Closing Balance $9,184 100% 
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The above balance includes the value of the claims arising from the property settlements 
that were not completed, but excludes the parent entity loan. 
 
The table demonstrates that the majority of debts (85.7%) were not payable until after the 
date of appointment and that a further 7% was due for payment between 26 February and 
25 March 2009 while finance was being sought from the parent entity. 
 
The existence of debts that were due for payment as far back as 26 December 2008 
suggests that the Companies did not pay their debts as they fell due as far back as that 
period.  This coincides with the withdrawal of the Merrill Lunch led funding from the SFM 
Group in the last quarter of 2008, as discussed above in section 8.2.2 (iii). However, 
consideration needs to be given as to the capacity to meet these amounts from other 
resources as discussed in the report. 
 
Detailed below is a list of the main creditors with due dates for payment between 26 
December 2008 and 25 February 2009: 
 

Supplier 
26 Dec > 
 25 Jan 
$’000 

26 Jan > 
 25 Feb 
$’000 

Total 
$’000 

Northern Land Council 110 - 110 
Poyry Forestry Industry Pty Ltd 59 - 59 
Webb Contractors 93 - 93 
Black Tree Management - 44 44 
Cooperative Bulk Handling - 42 42 
DC Halloran - 34 34 
Tatiara Harvesting - 97 97 
Other 50 54 104 
Total $312 $271 $583 

 
Only $56k (0.6%) of debts still outstanding were due for payment prior to the last quarter 
of 2008 suggesting that the Companies only encountered significant cash flow difficulties 
in the final quarter of 2008. 
 
Included within the amounts payable post appointment are amounts that are either 
contingent or only crystallised upon the appointment of Administrators.  Such amounts are 
as follows: 
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Supplier Balance 
$’000 Notes 

Black Tree Management 1,471 

Of the total amount claimed by BTM $2.1m this balance relates to 
amounts converted from preference shares on the date of our 
appointment as per the terms of the Subscription Agreement between 
SFMA and BTM. 

Catherine Bird 732 

This claim relates to the property settlements due to be completed on 
31 March 2009.  Claims have been made for the full purchase price, 
however the final claim will only be reduced by any actual sale 
proceeds received by the claimant. 

Forrest Nursery 248 
A claim has been made by Forrest Nursery for the costs associated 
with seedlings held by that company that were not scheduled to be 
delivered/planted until July. 

Grant Inverarity 884 

This claim relates to the property settlements due to be completed on 
31 March 2009.  Claims have been made for the full purchase price, 
however the final claim will only be reduced by any actual sale 
proceeds received by the claimant. 

Ian, Beth & Jack Ortlepp 1,480 

This claim relates to the property settlements due to be completed on 
31 March 2009.  Claims have been made for the full purchase price, 
however the final claim will only be reduced by any actual sale 
proceeds received by the claimant. 

Iwi Rakau Ltd 87 

These amounts have subsequently been paid during the VA process in 
order to preserve the value of the joint venture in New Zealand for 
potential purchasers with the view of maximising amounts available for 
distribution to creditors 

NTP Forklifts Australia 230 Claim for balance of rental agreement. 

WE & RCJ Hodgson 1,170 

This claim relates to the property settlements due to be completed on 
31 March 2009.  Claims have been made for the full purchase price, 
however the final claim will only be reduced by any actual sale 
proceeds received by the claimant. 

Total $6,302 We note that this represents 81% of the total amount payable after 
25 March 2009. 

 
If the above claims had not been payable by the Companies the total amount of trade 
payables would be reduced to $2.9m, of which Black Tree Management represents 
$600k.  Although this remains significant it reduces the external exposure of the 
Companies at the date of appointment to $2.3m and reduces the external funding required 
to settle these amounts and would have given the Directors higher expectations that 
sufficient funds would be advanced to meet the external liabilities. 
 
Although on the face of it the Companies did not pay certain of their debts as they fell from 
January 2009, the amounts due and payable were not significant such that it could be 
described as an endemic shortage of working capital and based on the undertakings 
given from the parent entity regarding further funding the Directors would argue that they 
held a reasonable expectation that sufficient funds would be received to settle these 
amounts (hence why we consider that the Companies were most likely unable to pay their 
debts as they fell due at some stage in March 2009). 
 
8.3 Reasons for Failure 
 
The Directors provide the following reasons for failure: 
 

“Lack of funding from the parent company was the main problem and this became 
apparent late in 2008 when a major capital raising project looked unlikely to succeed.  
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An interim funding arrangement was secured in late December 2008 which would 
have provided short term financial assistance while other funding was secured.  This 
funding arrangement commenced but ceased in early February 2009.  A further 
arrangement with one of the principal investors was then negotiated and an initial 
payment made but they decided on the 24 March that they would not proceed to 
support SFMA although they have continued to support SFM Limited and its other 
subsidiaries.” 

 
We have considered the above statement and reviewed the financial records and other 
information available to us and consider the main reasons of failure to be as follows: 
 
 Lack of long term funding arrangements to compliment the long term business 

plans. 

 Uncertainty in equity markets in this type of investment due to uncertainty 
surrounding carbon sequestration legislation, and a general lack of confidence in 
the financial markets following the global financial crisis. 

 The acquisition of the Kangaroo Island mill, which fell outside of the Companies’ 
core business model and operated at a loss throughout SFMA’s ownership. 

 An overhead structure that could not be supported by business revenues alone, 
and relied upon continued external funding support.  

 
8.4 Voidable Transactions and Insolvent Trading Recoveries 
 
In this section we consider voidable transactions and potential recoveries that may be 
available to a Liquidator if the Companies were to be placed in liquidation.  These 
recovery areas are not available to an Administrator. 
 
The areas that we address below include the following statutory provisions: 
 
 Unfair Preferences 

 Uncommercial Transactions 

 Unfair Loans 

 Unreasonable Director Related Transactions 

 Obstruction of Creditor Rights 

 Insolvent Trading 
 
Some of these potential areas of recovery are reliant upon the determination of the 
companies’ date of insolvency and in particular the provisions relating to unfair 
preferences, uncommercial transactions, obstruction of creditor rights and insolvent 
trading. 
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8.4.1 Unfair Preferences 
 
A payment to a creditor is preferential if it is made at a time when the companies are 
insolvent and it results in the recipient receiving a greater return than they would receive if 
the payment were set aside and the creditor lodged a claim in the liquidation. 
 
Should a Liquidator establish any such unfair preference payments, these amounts may 
be recouped thereby increasing the funds available to ordinary unsecured creditors.  If a 
creditor disgorges an unfair preference payment to a Liquidator, the creditor is entitled to 
prove for a dividend in respect of that amount.  Therefore, whilst recovering an unfair 
preference increases the pool of funds available to creditors, it also increases total 
creditor claims. 
 
Factors which indicate these payments might be unfair preferences are: 
 
 Payments in response to pressure put on the company from the creditor; 

 Repayment / extension plans with the creditor; 

 ‘Stop supply’ threats placed on the company by the creditor; and 

 Significant ‘round’ payments made to the creditor. 

 
However, these indicators are only relevant if the company is insolvent and therefore 
based upon our earlier analysis concerning solvency, are limited to transactions between 
23 March 2009 and 25 March 2009. 
 
The payments would be protected if the creditor from whom the Liquidator seeks to 
recover: 
 
(a) Became a party to the transaction in good faith; and 
 
(b) At the time when they became a party: 
 

(i) They had no reasonable grounds for suspecting that the company was 
insolvent at that time, or would become insolvent; and 

 
(ii) A reasonable person in that person’s circumstances would have had no 

such grounds for so suspecting; and 
 
(iii) Provided valuable consideration under the transaction or has changed their 

position in reliance on the transaction. 
 
A creditor seeking protection must prove all three elements of part (b). 
 
Further, where a creditor received a series of payments as part of a so called ‘running 
account’ and their overall indebtedness increases over the same period, the creditor is 
taken not to have received an unfair preference.  This is called ’the running account 
defence’. 
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A Liquidator would likely seek legal advice on the strength of a claim including the 
applicability of these defences.  Further, it is likely any recovery action commenced by a 
Liquidator would be defended.  Therefore, costs are a major consideration.   
 
For the purposes of this report, we did not identify any unfair preference payments to 
suppliers. 
 
8.4.2 Uncommercial Transactions 
 
A transaction is an uncommercial transaction if it is made at a time when the company is 
insolvent and it may be expected that a reasonable person in the company’s 
circumstances would not have entered into the transaction having regard to: 
 
 The benefits or detriment to the company of entering into the transaction; and 

 The prospective benefits to other parties to the transaction upon entering into it. 
 
Should a Liquidator establish any such uncommercial transactions, those transactions 
may be set aside thereby increasing the funds available to ordinary unsecured creditors. 
 
Our review has not identified any major transactions that the Companies entered into in 
2009 that may be considered uncommercial.   
 
8.4.3 Unfair Loans 
 
Section 588FD provides that a loan to a company is unfair if the interest and charges are 
extortionate. In considering whether interest and charges are extortionate, regard must be 
had to: 
 
 Risk the lender is exposed to; 

 Value of security; 

 Term; 

 Repayment schedule; 

 Amount of loan. 
 

SFMA had loans with Rabobank, National Australia Bank and the parent entity.  We have 
reviewed the terms of these loans and our review has not indicated any loans that may be 
considered to be an unfair loan. 
 
8.4.4 Unreasonable Director-related Transactions 
 
Pursuant to Section 588FDA of the Act, a transaction is an unreasonable director-related 
transaction of the company if: 
 
 The transaction is a payment, transfer of property, issue of securities or incurring 

of an obligation by the company; 

 Made by the director or close associate of the director; and 
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 That a reasonable person in the company’s circumstances would not have entered 
into having regard to the benefit or detriment to the company or other parties. 

 
Should a Liquidator establish any such transactions, they may be set aside thereby 
increasing the funds available to unsecured creditors. 
 
Our review has not identified any transactions that may be considered to be an 
unreasonable director related transaction.   
 
8.4.5 Obstruction of Creditors’ Rights 
 
Section 588FE of the Act provides for the voiding of transactions designed to defeat, delay 
or interfere with creditors rights. 
 
Our investigations do not disclose any such transactions. 
 
8.4.6 Insolvent Trading 
 
8.4.6.1 Directors’ Liability 
 
Section 588G of the Act imposes a positive duty upon company directors to prevent 
insolvent trading. If a director is found guilty of an offence in contravening Section 588G, 
the Court may order him or her to pay compensation to the company equal to the amount 
of loss or damage suffered by the creditors of the company. 
 
The Court may also impose upon the directors one of two types of civil penalty orders.  
The first can include a fine not exceeding $200,000 or an order prohibiting directors from 
participating in the management of a company.  The second, where there is criminal intent 
and a conviction, a director could also be imprisoned for up to five years or fined as well. 
 
ASIC usually applies for civil penalty orders while applications for compensation payable 
to the company are usually made by a Liquidator, or in specified circumstances a creditor. 
 
The substantive elements of Section 588G are: 
 
 A person must be a director of a company at a time when the company incurs a 

debt; 

 The company must be insolvent at that time or becomes insolvent by incurring the 
debt; 

 The director must have reasonable grounds for suspecting that the company is 
insolvent or would so become insolvent by incurring the debt. 
 

Summarised below are the defences contained in Section 588H: 
 

 The directors had reasonable grounds at the time the debt was incurred to expect 
the company to be solvent and would remain solvent even after the debt was 
incurred; 
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 The directors relied on another person to provide information about whether or not 
the company was solvent; 

 The directors were ill or for some other good reason did not take part in the 
management of the company; 

 The directors took reasonable steps to prevent the incurring of the debt. 
 
A Liquidator must form an opinion as to the date the company became insolvent and 
determine the debts incurred from that date; thereby quantifying the loss to the company. 
 
Based on our analysis in this report, we indicated it was most likely that the Companies 
were insolvent at some stage between 23 March 2009 and 25 March 2009, and that the 
directors would have had reasonable grounds for suspecting so. 
 
In their defence, the Directors would argue that they had reasonable comfort to expect 
that the Companies were solvent on the ground of undertakings given from SFM Limited 
that funding would be provided under the Rescue Financing Term Loan Facility. 
 
 The Directors reviewed cashflow forecasts to determine when the Companies may 

not be able to meet its debts as they fell due, meaning that the directors were 
actively monitoring the Company’s solvency and taking appropriate steps to 
address the position in a timely manner; 

 Following the withdrawal of the Senior Term Loan Facility to the parent entity, a 
significant shareholder and the parent entity actively sought a solution which gave 
rise to the SFM Rescue Financing; 

 The directors relied on information from the parent entity to provide assurance as 
to whether or not the Companies funding would be received; 

 When it was determined that further funding would not be provided immediate 
steps were taken by the directors to appoint an administrator. 

 When it was determined that further funding would not be provided immediate 
steps were taken by the directors to stop all purchases of goods and services from 
third parties. 

 It should also be noted that two of the directors reside in the United Kingdom and 
one in South Africa, with one in Perth and one in Melbourne, The practicality of 
calling a board meeting to appoint Administrators across time zones had an impact 
on the timing of the appointment.  It was not until very late on the night of 23 March 
(Australian time) that the Australian directors were made aware that further funding 
would not be provided via the parent.  A board meeting was called for the next day 
but not held until 7am Perth time on 25 March (still 24 March in the UK and SA). 

 
Again, a Liquidator would likely seek legal advice on these issues and conduct more 
investigations possibly including a public examination. 
 
The significant costs of proceeding with an insolvent trading action must be considered as 
does the personal financial capacity of the directors to pay a judgement obtained against 
them.   
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It is our preliminary view that given the circumstances above an insolvent trading 
action could possibly exist against the directors of the Company in respect of those 
debts incurred from 23 March 2009. Based on records of the Company, debts 
incurred and unpaid after this date from 23 March 2009 until 25 March 2009 are 
estimated at between nil and $16k.  However considering the possible defences 
available to the directors that we have identified and the associated costs, it could 
be uncommercial to pursue any claim.  
 
A Liquidator would be required to conduct further investigations to ascertain the 
amount of credit incurred and possibly seek legal advice as to the merits of 
pursuing any such claim. 
 
i. Holding Company Liability 
 
Section 588V of the Act provides that a holding company may be held liable for the debts 
of a subsidiary in certain circumstances. The substantive elements of Section 588V are: 
 
 The corporation is the holding company at the time when the company incurs a 

debt; 

 The subsidiary is insolvent at that time, or becomes insolvent by incurring that 
debt; 

 At that time, there are reasonable grounds for suspecting that the subsidiary is 
insolvent; 

 The holding company, or one or more of its directors, is aware at that time there 
are grounds for suspecting the subsidiary is insolvent; or 

 Having regard to the nature and extent of the holding company’s control of the 
subsidiary’s affairs, then it would be reasonable to expect that: 

o The holding company would be aware of the subsidiary’s financial position; 
and 

o Or at least that the holding company’s directors would also be aware. 
 

The defences the holding company may rely upon are set out in Section 588X and are 
essentially the same as those a director may rely upon under Section 588H. 
 
SFM was the holding company of SFMA at the appropriate times.   
 
SFM Limited was also expectant of funding through the Rescue Financing Term Loan 
Facility and therefore we consider that SFM will raise a defence along this line to any 
claim.  Further, the Courts have held that, as a defence to such proceedings, a holding 
company can off-set any claim by a Liquidator under Section 588W against monies owing 
under an intercompany loan account. 
 
Accordingly, it is unlikely that even if SFM was held liable under this Section for the debts 
incurred by SFMA from the date of insolvency, that a recovery would be available to 
creditors. 
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Given the size of SFMA loan account of approximately $5.5million but subject to verifying 
its validity, our opinion is that it is not commercially viable to pursue such recovery.  For 
the purposes of this report, we estimate the likely recovery from an insolvent trading 
action against SFMA to be nil. 
 
8.5 Other Matters Arising from Investigations 
 
8.5.1 Avoidance of Employee Entitlements 

 
Provisions contained in Part 5.8A of the Act commenced operation on 30 June 2000 and 
aim to protect the entitlements of a company’s employees from agreements that 
deliberately defeat the recovery of those entitlements upon insolvency. 
 
Under Section 596AB(1) of the Act, it is an offence for a person to enter into a transaction 
or relevant agreement with the intention of, or with intentions that include: 
 
 Preventing recovery of employee entitlements; or 

 Significantly reducing the amount of employee entitlements recoverable. 
 
The offence created in Part 5.8A is not limited to the company’s, directors, officers or 
employees. The Section is applicable to any individual regardless of their relationship to 
the company or employees. 
 
If a breach is proven, Part 5.8A provides for the imposition of both criminal and civil 
penalties.  Under s596AC(1), a civil penalty, in the form of compensation, is available to 
employees where: 
 
 Section 596AB(1) is contravened; 

 The company is being wound up; and 

 Employees suffered loss or damage. 
 
It should be noted the Company need not have been insolvent at the time. 
 
A Liquidator may take action to recover compensation as a debt due to the company.  
Employees would have priority to the compensation under s556 of the Act. 
 
While the Liquidator has priority standing to take the action for any contravention, an 
employee may sue directly for compensation in certain circumstances pursuant to 
s596AF(1) of the Act. 
 
We note that all of the Kangaroo Island employees are employed through TCPS, where 
as all of the Companies’ assets are held within SFMA.  We have taken legal advice as to 
whether this could be deemed a deliberate attempt to defeat the recovery of those 
entitlements upon insolvency.  Based on this advice and our investigations to date which 
demonstrate that employees were employed by TCPS prior to the involvement of SFMA, 
there does not appear to be any contravention of Part 5.8A by any person.   
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8.5.2 Falsification of Books 
 

Pursuant to Section 1307 of the Act, it is an offence for a person to engage in conduct that 
results in the concealment, destruction, mutilation or falsification of any securities of or 
belonging to the company or any books effecting or relating to affairs of the company. 
 
If a breach is proven, Part 9.4 of the Act provides for criminal penalties only.  Therefore, 
any breaches of Section 1307 will not result in recovery of funds by a Liquidator. 
 
Our preliminary investigations do not reveal any evidence of falsification of books. We 
note that while our investigations highlight that financial records have been maintained the 
records were transferred from Perth to Melbourne and between two different accounting 
packages.  As a result of this transition we have not been able to obtain a general ledger 
dating back to before 2009 and have not received any financial statements for December 
2008.  This can be attributed partly to the transitions and partly to due diligence demands 
placed on SFMA by the parent entity.  
 
8.5.3 False or Misleading Statements 

 
Pursuant to Section 1308 of the Act, a company must not advertise or publish a 
misleading statement regarding the amount of its capital.  It is an offence for a person to 
make or authorise a statement that, to the person’s knowledge, is false or misleading in a 
material particular. 
 
If a breach is proven, Part 9.4 of the Act provides for criminal penalties only.  Therefore, 
any breaches of Section 1308 will not result in recovery of funds by a Liquidator. 
 
Based upon our preliminary investigations we are not aware of any evidence of any false 
or misleading statements. 
 
8.5.4 False Information 

 
Pursuant to Section 1309 of the Act, it is an offence for an officer or employee to make 
available or give information to a director, auditor, member, debenture holder, or trustee 
for debenture holders of the company that is to the knowledge of the officer or employee: 
 
(a) False or misleading in a particular manner; or 

(b) Has omitted from it a matter the omission of which renders the information 
misleading in a material respect. 

 
If a breach is proven, Part 9.4 of the Act provides for criminal penalties only.  Therefore, 
any breaches of Section 1309 of the Act will not result in any recovery by a Liquidator. 
 
Based upon our preliminary investigations we are not aware of any evidence of any false 
information. 
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9. PROPOSAL FOR DEED OF COMPANY ARRANGEMENT 
(DOCA) 

 
9.1 Statement of Proposed DOCA – SFMA only 
 
As an alternative to progressing with the divestment programme certain directors of SFMA 
have outlined a proposed DOCA that envisages some of the assets of SFMA being 
retained for future business pursuits.  
 
The objective of the DOCA would be to recapitalise SFMA to pursue the previous 
business objectives with an Australian and New Zealand focus.  The proposal involves a 
capital raising program in Australia, which if successful would eventually make SFMA self 
sufficient rather than reliant on funding from the parent company, SFM.  
 
The underlying points of the suggested DOCA proposal are as follows: 
 
 Tony Jack and Rob De Fegely to regain control of SFMA as directors and Alan 

Bernstein and Stuart Christie to resign.  

 TCPS is not part of the proposal. 

 To initially raise equity of $10 million by early October 2009 (to repay the Facility 
Agreement and purchase new farmland properties the farming properties which 
SFMA had committed to purchase previously), a further $10m raising by March 
2010 (to repay unsecured creditors including the debt to SFM) and a final raising of 
$10m by June 2010. 

 The NZ assets to be sold with SFMA retaining up to 25% interest in SFMNZ.  The 
proceeds of sale will be directed towards debt service (interest) costs and debt 
reduction of secured loans. 

 The KI assets to be sold with a timeline consistent with that set out in section 7.3 of 
this report. (Proceeds from the sale applied to the NAB debt) 

 Farmland properties to remain within SFMA with additional properties to be 
purchased from equity raising.  The debt to Rabo to remain with SFMA. 

 In approximately mid August preparations would be made for the sale of the 
farmland properties such that if the initial equity raising of $10m was not confirmed 
by September 30 then the farmland properties would be disposed of immediately. 

 Certain employees of SFMA would be retained and their entitlements would be 
carried forward. 

 Following the first equity raising the Deed Administrators role would be limited to 
adjudication of creditor claims only followed by payment of the dividend after 
receipt of the second equity raising. 

 Consent from Rabo and NAB would be required for the DOCA generally and 
specifically in order to hold still their current secure debt levels for at least six 
months.   

 Consent from SFM Carbon for the DOCA proposal would be required for the 
DOCA generally.  The loan facility provided to the Administrators by SFM Carbon 
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is proposed to continue through to the completion of the first raising at which time 
the loan (approx $5m by then) will be paid out of in full. 

 The SFM loan to SFMNZ of $1.9m and $1m of the BTM debt would convert to 
equity. 

 The investors in the first equity raising would rank above the unsecured creditors 
and SFM until receipt of the second equity raising in February 2010; 

 The return to unsecured creditors, including the SFM loan account of $5.4m, would 
remain subject to the receipt of funds from the second raising in February 2010. 
These claims will be subject to an ongoing moratorium until this period. 

 A further $10m equity raising in June 2010 to fund further growth.  
 
In addition to obtaining a favourable resolution by creditors to the proposed DOCA at the 
second creditors meeting the proposal requires several key conditions to be satisfied 
including the following: 
 
1. The approval of both secured creditors NAB and Rabo;  

2. The approval of SFM Carbon including continued funding to the receipt of the first 
tranche; 

3. Obtaining equity raising of $20m; and 

4. No material change in the expected performance of the assets businesses (for 
example the KI assets). 

 
At the date of this report, support for the first three above conditions was yet to be 
determined.  The directors of SFMA consider that more time is needed to structure their 
proposal including obtaining the necessary support from the financiers to SFMA. 
 
The directors of SFMA have provided prospective financial information comprising a 
cashflow projection and balance sheet projection which provides for the equity raisings.   
 
Please note that the administrators have not audited, or carried out any due diligence on, 
the prospective financial information.  The Administrators do not warrant or guarantee in 
any way that the proponents of the DOCA will achieve its projections (including the ability 
to raise at least $20m in equity) and, therefore, meet its obligations under the proposed 
DOCA. 

 
We consider that further time may be required to properly consider this proposal including 
the intentions of the secured creditors and SFM Carbon. Notwithstanding our 
recommendation in Section 11.1 of this report, creditors may consider it necessary to 
adjourn the second meeting of creditors for SFMA.  The second meeting can be 
adjourned to up to 45 business days from the commencement of the meeting (i.e. to 9 
September 2009). 
 
We consider that any adjournment of the second creditors meeting would not have any 
adverse impact for the creditors of SFMA.   
 
 



Page 66 
29 June 2009 

Section 439A(4)(a) Report by Administrators 29 June 2009  Page 66 

 
10. CREDITORS’ OPTIONS, DIVIDEND ESTIMATES AND COST 

ESTIMATES 
 
Pursuant to Section 439A(4)(b) of the Act, we are required to provide creditors with a 
statement setting out our opinion on whether it is in the creditors’ interests for the: 
 
 Administration to end; 

 Company to be wound up; 

 Company to execute a DOCA. 
 

In forming our opinion, it is necessary to consider an estimate of the dividend creditors 
might expect, and the likely costs, under each option. 
 
10.1 SFMA 
 
10.1.1 Administration to End 
 
Creditors may resolve that the administration should end if it appears SFMA is solvent or, 
for some other reason, control of SFMA should revert to its directors. 
 
Based on our preliminary investigations and analysis of the SFMA’s financial information, 
SFMA is insolvent.  There appears no valid commercial reason why control of SFMA 
should revert to its directors. 
 
If the administration were to end, there is no mechanism controlling an orderly realisation 
of assets and distribution to creditors.  We are unable to say what SFMA might ultimately 
pay creditors or what costs it might incur. 
 
Therefore, our opinion is that it is not in the creditors’ interests for the administration to 
end.  It is appropriate that SFMA’s affairs be dealt with under Part 5.3A of the Act under 
one of the options detailed in Section 10.1.2 or 10.1.2 below. 
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10.1.2 Winding up of Company 
 
Based upon the information in this report, if SFMA is wound up, we estimate a dividend to 
creditors as follows: 
 

  
  

Book 
Value 
$'000 

Low 
ERV 
$'000 

High 
ERV 
$'000 

Floating Charge Assets     
Sundry Debtors 164 265 270 
Stock on Hand 1,791 364 479 
Deposits 7 - - 

 1,962 629 749 
Less: Priority Unsecured Claims     

Allocation of Administrators Fees (Post June 2009) - (500) (500) 
Allocation of Liquidators Fees (Post 8 July 2009) - (300) (300) 

Available for Employee Claims - - - 
    
Employee Entitlements (35) (164) (145) 
Surplus Available After Priority Claims 1,927 - - 
     
Fixed Charge Assets     
Plant & Equipment 226 Withheld Withheld 
Investments 7,029 Withheld Withheld 
Other Assets 84 - - 
Assets Subject to Specific Charges 43,483 Withheld  Withheld 
 50,822 26,154 41,745 
     
Less: Amounts owing under charges (inc Admin Loan) (22,254) (27,915) (27,290) 
     
Surplus Available After Secured Creditors 30,495 - 16,172 
     
Ordinary Unsecured Creditors (Inc E'ee Entitlements) (9,803) (11,523) (10,503) 
     
Dividend to Unsecured Creditors 1.00 - 1.00 

 
 Administrators’ Fees have a statutory priority in relation to realisations from floating 

charge assets.  As such the estimated realisations in both a high and low case 
scenario would be utilised to pay these costs. 

 Administrators’ Fees for the voluntary administration and liquidation periods are 
estimated at between $1.4 million and $1.6 million.  Of these amounts approximately 
$1m is covered by amounts received under the Administrators’ Loan facility to date. 

 There are not expected to be sufficient realisations from floating charge assets to 
cover employee entitlements and therefore employees would have to claim as an 
unsecured creditor in the liquidation, accordingly amounts owing to employees have 
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also been included in the unsecured creditors’ total.  We note however that if the 
dividend to unsecured creditors is less than 100 cents in the dollar, employees will 
be entitled to claim for the shortfall, excluding superannuation, from GEERS. 

 Included in the estimated realisable values for fixed charge assets are realisations 
for the following assets: 

o Farmland properties; 

o The Mill, KI land & plantations; 

o NZ assets; and 

o Plant & Equipment. 

The estimated realisable values are based on a combination of the indicative offers 
received to date and valuations received. 

 The amounts owing under charges include amounts owed to Rabo, NAB and SFM 
Carbon through the Administrators’ loan.  These amounts include ongoing funding to 
December 2009 and deferred interest under these facilities. 

 Amounts owed under the Administrators’ loan include the trading costs to date 
incurred in preserving the value of the assets as detailed in the receipts and 
payments detailed in section 6.4. 

 
Under the differing scenarios there is estimated to be a dividend of between nil and 100 
cents in the dollar to unsecured creditors (including employees).  This wide range of 
outcomes is indicative of the offers received to date in comparison to the expected 
realisations associated with a divestment program deferred until later in the year. 
 
Any dividend calculations are uncertain and are an estimate only and may change as: 
  
 The amounts realised from the sale of assets and the timing associated with 

completing this process are currently uncertain; 

 Total liabilities can only be determined once proofs of debt are lodged and 
adjudicated upon; 

 The costs of the administration and liquidation resulting from additional issues 
arising are uncertain. 

 
We estimate that any return to creditors from a winding up of SFMA would not occur until 
31 March 2010. The delay in any distribution is predominantly due to the timing of any 
realisations on the farmland and KI properties, which could be delayed to February 2010 
following the end of the leases. 
 
10.1.3 Execution of Proposed DOCA 
 
Based on the DOCA proposal, we summarise below the estimated dividends to each 
class of creditors compared to a liquidation scenario.  The table should be read in 
conjunction with the accompanying notes. 
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Category Liquidation 

Cents/$ 
DOCA 

Cents/$ 
Rabo 100 Deferred 
NAB 100 100 
Administrators Loan 90 -100 100 
Employees 0 - 100 0 - 100 
Unsecured Creditors  0 - 100 0 -100 

 
The main differences between the two scenarios are: 
 
 The Administrators loan would be repaid in October 2009 (as opposed to March 

2010 in a liquidation) following the capital raising scheduled in October 2009. 

 The repayment of the Rabo debt will be deferred due to the farmland properties 
being retained within the business. 

 Unsecured creditors and employees would be paid out of the second capital raising 
in February 2010 as opposed to receipts from the divestment of assets. 

 We note that employees would not be permitted to make any claim against GEERS 
during a DOCA as this option is only available in a liquidation.  However, SFMA can 
still be placed into liquidation should the terms of the DOCA not be fulfilled. 

 Further, we note that the success of a capital raising is uncertain whereas 
realisations from asset sales have a higher degree of certainty. 

 
Any dividend calculations are uncertain and are an estimate only and may change as: 
 
 Total liabilities can only be determined once proofs of debt are lodged and 

adjudicated upon; 

 The estimated costs of the DOCA may change as a result of issues not presently 
known; 

 Compliance with all provisions of the DOCA may not be achieved. 
 
It is proposed that all dividends to creditors under the DOCA be paid by March 2010 but 
that is subject to a successful capital raising programme. 
 
The costs of administering the DOCA are estimated at $200k - $300k. 
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10.2 TCPS 
 
10.2.1 Administration to End - TCPS 
 
Based on our preliminary investigations and analysis of the TCPS’ financial information, 
TCPS is insolvent.  There appears no valid commercial reason why control should revert 
to its directors. 
 
If the administration were to end, there is no mechanism controlling an orderly realisation 
of assets and distribution to creditors.  We are unable to say what TCPS might ultimately 
pay creditors or what costs it might incur. 
 
Therefore, our opinion is that it is not in the creditors’ interest for the administration to end.  
It is appropriate that SFMA’s affairs be dealt with under Part 5.3A of the Act under one of 
the options detailed in Section 10.2.2 or 10.2.3 below. 
 
10.2.2 Winding up of Company - TCPS 
 
Based upon the information contained within this report and the minimal assets available 
for realisation as detailed in section 5.2, we estimate that there will not be a return to the 
unsecured creditors of TCPS in a winding up. 
 
We summarise below the assets available for realisation and anticipated costs: 
 

  
Book  
Value 
$'000 

Low  
ERV 
$'000 

High  
ERV 
$'000 

Floating Charge Assets     
Sundry Debtors 167 - - 
Cash at Bank 3 3 3 
Other Assets - 8 8 
Net Realisations from Floating Charge  170 11 11 
    
Less: Estimated Administrators Fees and Disbursements  (50) (45) 
Balance Available for Priority Claims  - - 
Estimated Dividend to Unsecured Creditors  Nil Nil 

 
Employees may be entitled to claim their entitlements (other than superannuation) under 
the Federal Government’s GEERS if the company is would up.  Further information 
regarding GEERS can be found in section 5.2.4. 
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10.2.3 Execution of Proposed DOCA - TCPS 
 
No proposal has been made by the directors or third parties in relation to TCPS.  
Accordingly, a DOCA is not an option available to creditors at the forthcoming meeting 
scheduled for 8 July 2009. 
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11. ADMINISTRATORS’ OPINION 
 
11.1 SFMA 
 
As stated in section 10.1.1 above, the option of the administration ending is clearly not 
viable.  The only remaining options available to creditors are to wind up SFMA or to 
accept the proposed DOCA. 
 
From the calculations set out in Section 10.1.2 and 10.1.3 of this report, we estimate that 
the return to creditors under the proposed DOCA exceeds the estimated return under the 
low scenario of the winding up of SFMA.   
 
However there are a number of critical conditions that need to be satisfied before we can 
recommend to the creditors that the proposed DOCA be accepted.  Therefore until there 
is more certainty with respect to those conditions being satisfied it is our opinion that 
creditors should resolve SFMA be wound up.  We also do not comment on whether a 
fundamental condition of the proposal, i.e. an equity raising of at least $20m can be 
achieved.  
 
As stated previously, creditors can adjourn the second meeting of creditors for SFMA for 
up to 45 business days to allow the directors of SFMA more time to further develop their 
DOCA proposal. 
 
11.2 TCPS 
 
As stated in section 10.2 above, the option of the administration ending is clearly not 
viable. Further no DOCA has been proposed. The only remaining option available to 
creditors is to wind up TCPS. 
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12. REMUNERATION AND DISBURSEMENTS 
 
12.1 SFMA 
 
At the second meeting of creditors, we intend seeking approval of the following 
remuneration. 
 
Administrators’ Remuneration 
 
Administrators’ remuneration for the period 25 March 2009 to 26 June 2009 in the amount 
of $894,763.10 (excluding GST) plus disbursements in accordance with the summary set 
out in Annexure 3.  
 
Administrators’ remuneration for the period from 27 June 2009 to the date of the second 
meeting of creditors, 8 July 2009, up to the sum of $60,000 (excluding GST).  The amount 
is an estimate only as it is not possible, at this stage, to state a precise amount.  A 
summary of the anticipated tasks is set out in Annexure 3. 
 
Prospective Deed Administrators’ Remuneration 
 
In the event that creditors vote to accept the proposed DOCA, the Voluntary 
Administrators' remuneration for the period 8 July 2009 to the execution of the DOCA on, 
say, 28 July 2009 up to a limit of $50,000 (excluding GST).  Further, Deed Administrators’ 
remuneration for the period of the DOCA up to an initial limit of $150,000.  A summary of 
the anticipated tasks is set out in Annexure 3. 
 
Prospective Liquidators’ Remuneration 
 
In the event creditors vote to wind up SFMA, Liquidators’ remuneration up to an initial limit 
of $240,000.  A summary of the anticipated tasks is set out in Annexure 3. 
 
The Administrators, (or, where appointed, the future Deed Administrators or Liquidators) 
seek approval of their remuneration on a time basis in accordance with Ferrier Hodgson’s 
schedule of hourly rates set out in Annexure 3. 
 
The Administrators have incurred disbursements to date totalling $259,448.76 (GST 
exclusive) summarised as follows: 
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 $ 
Category A  
Legal Fees $138,190.17 
Valuation Fees $38,674.75 
Total category A $176,864.92 
  
Category B1  
LTO Searches $688.50 
ASIC Searches $53.81 
Vehicle Searches $283.10 
Advertising $59,388.53 
Total Category B1 $60,413.94 
  
Category B2  
Binding $12.00 
Computer Printed Cheques $339.50 
Petty Cash $3.82 
Facsimile $80.00 
Photocopying $13,744.90 
Postage $710.06 
Printing $1,303.45 
Telephone $2,907.94 
Stationery $41.00 
Computer Hard drives $300.00 
Freight and Cartage $51.90 
Meals $108.40 
Taxis and parking $237.92 
Travel  $2,329.01 
Total Category B2 $22,169.90 
  
Total Disbursements $259,448.76 

 
To date, the Administrators have drawn all of Category A disbursements and some of 
Category B1 disbursements.  . 
 
12.2 TCPS 
 
At the second meeting of creditors, we intend seeking approval of the following 
remuneration. 
 
Administrators’ Remuneration 
 
Administrators’ remuneration for the period 25 March 2009 to 26 June 2009 in the amount 
of $34,221 (excluding GST) plus disbursements in accordance with the summary set out 
in Annexure 3.  
 
Administrators’ remuneration for the period from 27 June 2009 to the date of the second 
meeting of creditors up to the sum of $5,000 (excluding GST).  The amount is an estimate 
only as it is not possible, at this stage, to state a precise amount.  A summary of the 
anticipated tasks is set out in Annexure 3. 
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Prospective Liquidators’ Remuneration 
 
In the event creditors vote to wind up TCPS, Liquidators’ remuneration up to an initial limit 
of $10,000.  A summary of the anticipated tasks is set out in Annexure 3. 
 
The Administrators, (or, where appointed, the Liquidators) seek approval of their 
remuneration on a time basis in accordance with Ferrier Hodgson’s schedule of hourly 
rates set out in Annexure 3. 
 
The Administrators incurred disbursements to date totalling $743.13 summarised as 
follows: 
 

Disbursements $ 
Vehicle Searches $21.00 
Facsimile $20.00 
Photocopying $599.15 
Postage $1.95 
Telephone $52.59 
Stationery $32.00 
Printing $16.44 
Total Disbursements $743.13 

 
To date, the Administrators have not drawn any disbursements.  Details of the basis on 
which disbursements are charged are contained in Annexure 3. 
 
13. FURTHER QUERIES 
 
We will advise creditors in writing, if practicable, of any additional matter that comes to our 
attention after the dispatch of this report that, in our view, is material to creditors’ 
deliberations. 
 
In the meantime, should creditors have any queries, please do not hesitate to contact 
Craig Bankes or Andrea Chamberlain of this office. 
 
DATED this 29 day of June 2009. 

 
 
 
 
 

B Carter, G Georges & D Weaver 
Joint and Several Administrators 
 



 
 
Section 439A(4)(a) Report by Administrators 29 June 2009   
 

 
 
 
 
 
 
 
 

Annexure 1 
 
 
 

 
 
 
 
 
 
 
 
 
 



Receipts and Payments Summary: SFM Australasia Pty Ltd (Administrators Appointed)

For the Period 25 March 2009 to 25 June 2009

Kangaroo Island Farmland New Zealand Overheads/Other

RECEIPTS RECEIPTS RECEIPTS RECEIPTS
Account Amount Account Amount Account Amount Account Amount
Accounts Receivable (Pre-Appointment) 144,506.10 Accounts Receivable (Pre-Appointment) 120,550.85 - 0.00 Funding - Octavian 3,353,495.97
Sales - Kangaroo Island 46,398.97 Farmland Lease Revenue 459,048.15 Sundry Refunds 2,513.91

Farmland Residential Rent 4,004.99
Sales - Padthaway 6,642.00
Sales - Jerramungup 257,675.70

Total Receipts 190,905.07 Total Receipts 847,921.69 Total Receipts 0.00 Total Receipts 3,356,009.88

PAYMENTS PAYMENTS PAYMENTS PAYMENTS
Account Amount Account Amount Account Amount Account Amount
Accommodation (2,550.30) Advertising (2,088.90) New Zealand Joint Venture Expenses (163,531.07) Appointee Costs (1,543.71)
Advertising (150.00) Agent's Fees (232.82) SFM New Zealand Payments (246,232.81) Bank Charges (1,527.31)
Asset Realisation Costs: Advertising (61,630.22) Appointee Costs (707.42) Consulting Fees (282,113.04)
Capital Expenditure (3,135.70) Contractors (16,340.63) Electricity (52.26)
Consulting Fees (5,500.00) Electricity (682.80) Insurance (73,634.50)
Contractors (79,173.75) Farmland Property Maintenance (33,124.34) Interest - NAB (93,816.38)
Council Rates (3,223.72) Fuel & Oil (1,692.90) Interest - Rabo (262,668.51)
Direct Processing Costs (69,899.17) Hire & Leasing (5,137.91) IT (10,125.91)
Freight (38,247.26) Legal Fees (89,826.00) Legal Fees (56,370.56)
Fuel & Oil (632.26) Mangement Fee (118.06) Motor Vehicle Expenses (396.90)
Harvest & Haulage (252,836.72) Motor Vehicle Expenses (112.90) Postage (80.00)
Hire & Leasing (75,121.70) Other Fixed Assets (4,400.00) Printing & Stationery (1,139.11)
Insurance (92,405.72) Postage (18.05) Rent & Rates (10,749.01)
IT (132.00) Printing & Stationery (33.00) Telephone & Fax (9,168.80)
Legal Fees (4,833.40) Rent & Rates (13,495.15) Utilities (751.90)
Licence Fees (334.00) Telephone & Fax (268.02) Valuations - Farmland (17,621.30)
Motor Vehicle Expenses (2,767.57) Travel (942.35) Valuations - Kangaroo Island (23,482.12)
Plantation Maintenance (220.00) Rabo - Farmland Leasing Income (241,085.27) Valuations - Sydney & Melbourne (1,438.80)
Printing & Stationery (138.15) Payroll Expenses (1,145.02)
Repairs & Maintenance (125,060.63) Wages & Salaries (126,352.91)
Site Costs (4,129.95)
Petty Cash/Sundry Expenses (1,551.97)
Telephone & Fax (4,450.75)
Advance to TCPS (323,724.00)
Travel (306.00)
Waste Removal (188.28)

Total Payments (1,152,343.22) Total Payments (410,306.52) Total Payments (409,763.88) Total Payments (974,178.05)
Net Receipts (Payments) (961,438.15) Net Receipts (Payments) 437,615.17 Net Receipts (Payments) (409,763.88) Net Receipts (Payments) 2,381,831.83

Total Receipts 4,394,836.64
Total Payments (2,946,591.67)
Net Receipts (Payments) 1,448,244.97
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Receipts and Payments Summary: Timber Creek Pine Sawmill Pty Ltd (Administrators Appointed)

For the Period 25 March 2009 and 25 June 2009

RECEIPTS
Account Amount
Cash at Bank on Appointment 3,070.82
Refund - WorkCover 7,739.37
Advance from SFMA 323,724.00

Total Receipts 334,534.19

PAYMENTS
Account Amount
Wages & Salaries (323,724.00)

Total Payments (323,724.00)
Net Receipts (Payments) 10,810.19
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