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7 December 2012 
 
 
The Debenture Holders 
Banksia Securities Limited 
Cherry Fund Limited 
(Receivers and Managers Appointed to both Companies) 
 
 
Dear Debenture Holder 
 
BANKSIA SECURITIES LIMITED (“BSL”) 
CHERRY FUND LIMITED (“CFL”) 
(RECEIVERS AND MANAGERS APPOINTED TO BOTH COMPANIES) 
 
RECEIVERS AND MANAGERS’ REPORT TO DEBENTURE HOLDERS (“RECEIVERS’ 
REPORT”) 
 
The Trust Company (Nominees) Limited (“Trustee”) is the trustee for the debentures issued by 
BSL and CFL.  BSL and CFL are referred to collectively as “the Companies”. 
 
Trustee’s role 
 
The Trustee’s role is to represent and act in the best interests of the debenture holders of each 
of BSL and CFL according to the respective Trust Deeds, the Corporations Act 2001 and 
general law.  The Trustee holds security over the assets of the Companies on behalf of 
debenture holders. 
 
Receivers’ appointment 
 
The Trustee exercised its right as security holder by appointing Tony McGrath, Joseph Hayes, 
Matthew Caddy and Robert Kirman of McGrathNicol (“Receivers”) as Receivers and Managers 
of BSL on 25 October 2012 and of CFL on 30 October 2012, following invitations from the 
Companies’ Directors to appoint receivers.  Refer to section 6.1 of the Receivers’ Report 
regarding the Trustee’s concerns about BSL and events leading to the Receivers’ appointment. 
 
The purpose of the Receivers’ appointment by the Trustee is to ensure that the Companies are 
controlled and their assets are preserved for the benefit of debenture holders, and to ensure 
that all BSL and CFL debenture holders are treated fairly and equally amongst themselves.  
Refer to the Receivers’ Report for more details. 
 
Trustee’s involvement 
 
The Trustee is working closely with the Receivers and will continue to be involved in, and 
ultimately approve, all major decisions throughout the receiverships.  The Trustee’s primary 
responsibility is to oversee the Receivers’ performance of their role in realising the assets of the 
Companies and maximising the returns to debenture holders.  Refer to section 12 of the 
Receivers’ Report outlining the projected repayments to BSL and CFL debenture holders. 
 
Ongoing communication with debenture holders 
 
The Trustee will work closely with the Receivers to ensure that regular and open communication 
with debenture holders continues as the receiverships progress. 

The Trust Company  
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ABN 14 000 154 441 
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The Trust Company Ltd 
ACN 59 004 027 749 
ABN 60 004 027 749 
AFS Licence 235148 
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We recommend that you read and consider the Receivers’ Report in its entirety.  Contact details 
for enquiries are set out in section 4.4 of the Receivers’ Report. 
 
If you have any queries specifically for the Trustee, please identify this in your correspondence. 
 
Yours faithfully 
 
 

  
David Grbin  
Director 

Rupert Smoker 
Director 
 

 
On behalf of The Trust Company (Nominees) Limited as Trustee for each of BSL and CFL 
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Definitions and Abbreviations

In this Report, unless otherwise provided, the following terms mean:

Term Definition

$ Australian dollars

ASIC Australian Securities and Investments Commission

BMF Banksia Mortgage Fund

BML Banksia Mortgages Limited

Boards The Companies’ Boards of Directors

BSL Banksia Securities Limited (Receivers and Managers Appointed)

CDOs Collateralised Debt Obligations

CFL Cherry Fund Limited (Receivers and Managers Appointed)

Companies CFL and BSL only

FYXX Financial year ended 30 June 20XX

Group The Banksia Group of companies, including BSL, CFL, BML, SHL and BMF

IO Interest Only

Link Link Market Services Limited

LVR Loan to Value Ratio

m Million

McN McGrathNicol

MIS Managed Investment Scheme

P&I Principal and Interest

PCL Permanent Custodian Limited

PPSR Personal Properties Securities Register

RATA Report as to Affairs

Receivers Tony McGrath, Joseph Hayes, Matthew Caddy and Robert Kirman

Report Receivers and Managers’ Report to BSL and CFL debenture holders

SHL Securities Holdco Limited

Statewide Statewide Secured Investments Limited

Trustee The Trust Company (Nominees) Limited
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1 Executive Summary

Banksia Securities Limited (“BSL”) was incorporated in 1968 and shortly thereafter commenced its business of issuing 
debentures to retail investors. The funds raised were advanced to third party borrowers for property investment purposes. 
Additionally, a proportion of funds raised by BSL were advanced with or through Banksia Mortgage Fund (“BMF”) (a related 
party contributory mortgage scheme).

In 2003, Cherry Fund Limited (“CFL”) commenced its operations of raising monies from the public and investing those funds in 
BSL (as debentures) or advancing funds to borrowers either with or through BMF.

Following an invitation from the Directors of BSL and CFL (collectively, the “Companies”), The Trust Company (Nominees)
Limited (“Trustee”) appointed Tony McGrath, Joseph Hayes, Matthew Caddy and Robert Kirman of McGrathNicol as Receivers 
and Managers to BSL and CFL on 25 October 2012 and 30 October 2012 respectively.

As at the date of our appointment, total funds raised were: BSL: $663 million and CFL: $10 million. The major asset of the 
Companies is their interest in loans advanced either directly or through BMF.

Whilst a range of factors contributed to the Companies’ failure, the key reasons include:

+ A general reduction in property values and difficult credit market conditions leading to higher loan defaults/arrears;

+ The funding mismatch between debentures that are due for repayment versus borrowers’ loans that extend for longer 
periods (and in practice, are renewed for extended periods); and

+ Inadequate provisioning in the context of very low equity levels, leading to solvency concerns following even minor 
losses on the loan portfolios.

Our review of the Companies’ loan portfolios is continuing, however, our initial views are that loan impairments are significantly 
understated and consequently, there will be a shortfall to debenture holders.

It is expected that the Companies’ loan portfolios will be realised through a combination of refinancing, repayment, loan 
portfolio sales and enforcement action.

In addition to loan realisations, the Receivers are investigating whether there are any actionable claims against third parties that 
may result in an increased return to debenture holders. Work undertaken to date includes:

+ Preliminary review of certain related party transactions and advances; 

+ Putting certain parties on notice that the Receivers may have a claim (in order that insurers may be notified accordingly); 
and

+ Liaising with the Australian Securities and Investments Commission (“ASIC”) and other government departments in 
relation to their review of the Companies.

As at the date of our appointment, BSL had substantial cash holdings of approximately $136 million. This has enabled us to 
distribute an initial repayment to BSL debenture holders of 20 cents in the dollar calculated on claims as at 25 October 2012 (this 
repayment is being made on 7 December 2012). 

We note that CFL did not hold cash at bank at the date of our appointment and accordingly, we are unable to make an 
immediate distribution to CFL debenture holders.

Due to the size of the loan portfolios and the complex nature of the Companies’ business, the timing and quantum of returns to 
debenture holders is difficult to estimate with certainty. Ultimately, the return will be dependent on factors including, the extent 
to which loans can be repaid or refinanced, whether a loan portfolio sale can be achieved quickly or over time, and the values for 
security properties where enforcement action is required. 
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1 Executive Summary (cont.)

Based on our initial high level review, we estimate that BSL and CFL will declare distributions in the range of:  
BSL: 50 to 65 cents in the dollar and CFL: 55 to 70 cents in the dollar, as follows:

BSL:

+ Immediate repayment: We have declared an initial repayment at the rate of 20 cents in the dollar. This repayment has 
been funded from BSL’s cash at bank. 

+ Further repayments by 30 June 2013: 5 to 10 cents in the dollar (in addition to the above repayment) funded from interest 
payments and loan discharges.

+ Overall repayments: 50 to 65 cents in the dollar (inclusive of the above repayments).

CFL:

+ Immediate repayment: CFL has insufficient funds to declare an immediate repayment.

+ Further repayments by 30 June 2013: 0 to 5 cents in the dollar funded by interest receipts and loan discharges. 

+ Overall repayments: 55 to 70 cents in the dollar (inclusive of the above repayment). 

Debenture holders should note that the estimated returns are indicative only. 

We will be reporting to debenture holders on a regular basis and making every effort to make repayments at the earliest 
available opportunity.

The Receivers have convened five information sessions for both BSL and CFL debenture holders to be held on Friday,  
14 December 2012. We note that details of the times and locations of these sessions are outlined in Section 15 of this detailed 
Report to debenture holders (”Report”).
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2.1 Appointment
Tony McGrath, Joseph Hayes, Matthew Caddy and Robert Kirman of McGrathNicol (“Receivers”), were appointed 
as Receivers and Managers of BSL and CFL by the secured creditor, the Trustee, on 25 October 2012 and 30 October 
2012 respectively. 

The Trustee appointed the Receivers following an invitation from the Companies’ Boards of Directors (“Boards”). This 
action was taken by the Companies’ Boards and the Trustee to ensure the preservation of the Companies’ assets for 
the benefit and equitable treatment of all debenture holders. 

The Trustee holds security over all assets and undertakings of the Companies, which are now under the custody and 
control of the Receivers.

2.2 Objectives of receivership
The purpose of the appointment of the Receivers by the Trustee is to allow for independent insolvency practitioners to 
control the business and assets of the Companies. The Receivers’ responsibility is to work closely with the Trustee to 
act in the best interests of all debenture holders. 

2.3 Purpose of Report
Since our appointment approximately six weeks ago, we have issued three separate communications to debenture 
holders.

This Report deals with:

+ The Companies’ business, property, affairs and financial circumstances;

+ Action undertaken by the Receivers to date;

+ The estimated timing and quantum of repayments to debenture holders; and

+ The future strategy for the receiverships. 

2.4 Nature of forecasts, estimates and summaries
In preparing this Report, we have necessarily made forecasts and estimates of likely asset realisations for the 
Companies. 

These forecasts and estimates will change as our asset realisation program progresses. Whilst the forecasts and 
estimates represent our best assessment in the circumstances, it should be noted that the ultimate outcome for 
debenture holders may differ significantly from the estimates provided in this Report.

Certain loan and property information has been summarised throughout this report. Some loan figures may exclude 
accrued but unpaid interest due to the Companies’ accounting for same.

2 Introduction
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3 Background and context

3.1 Business and operations 
BSL (formerly, Kyabram Housing Investments Limited and North Central Securities Limited) was incorporated in 1968 
as a non-bank property lender offering debenture investments to the public.

BSL’s primary business involved raising monies from the public and advancing funds raised to third party borrowers 
primarily for property investment and development purposes. In addition, BSL invested a proportion of funds raised 
with other retail investors either alongside or via a related party contributory mortgage scheme known as BMF. The 
Companies’ advances with/through BMF are discussed further in Section 8.1.

At the time of our appointment, BSL had raised approximately $663 million from debenture holders and advanced 956 
loans to individual borrowers totalling approximately $527 million (the difference being predominantly cash at bank).

In 2003, CFL commenced operations. CFL also raised monies from the public however, in contrast to BSL, issued few 
loans directly to borrowers. The majority of funds raised by CFL were invested with BSL or advanced either with or 
through BMF. As at the date of our appointment CFL had raised approximately $10 million from debenture holders and 
was owed money in respect of 37 loans totalling $10.1 million.

3.2 Extent of operations
At the time of our appointment, the Companies had 10 branches (in addition to their head and administration offices) 
predominantly based in regional Victorian locations, which have subsequently been closed.

A summary of the Group’s branch network is summarised in the table below:

Regional office Address

Kyabram 147 & 157 Fenaughty Street, Kyabram VIC 3620

Adelaide Level 1, 237 Hutt Street, Adelaide, SA 5000

Albury Shop 2, 611 Dean Street, Albury NSW 2640 

Ballarat 334 Sturt Street, Ballarat VIC 3350

Bendigo 35 Williamson Street, Bendigo VIC 3550

Echuca Shop 1, Pakenham Plaza, Echuca VIC 3564

Geelong 199 Moorabool Street, Geelong VIC 3220

Shepparton 284 Wyndham Street, Shepparton VIC 3630

Tatura 145 Hogan Street, Tatura VIC 3616

Warrnambool Shop 2, 161 Koroit Street, Warrnambool VIC 3280

The majority of monies raised by the Companies were originated via the branch network set out above (i.e. with 
investors predominantly locally based). Conversely the Companies’ borrowers are located throughout Australia (with 
borrowers sourced via mortgage brokers). 

10
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3.3 Timeline of key events
+ BSL (formerly Kyabram Housing Investments Ltd and North Central Securities Limited) commenced operations 

in 1968 as a non-bank lender offering debenture investments to the public.

+ As its business expanded, BSL established a branch network, predominantly throughout regional Victoria.  
At the date of our appointment, there were 10 branches.

+ In 1999, the Group launched BMF, a contributory mortgage scheme (registered with ASIC) offering property 
backed fixed interest investments to retail investors. 

+ In 2003, the Group further expanded its business with the commencement of CFL, leveraging off the existing 
BSL infrastructure and raising funds mainly via financial planner referrals.

+ From around 2007, difficult global economic conditions led to the failure of a number of debenture issuers 
(which historically relied on strong property values and an active refinance market). Larger debenture funds with 
significant liquidity (such as BSL) continued to trade with the expectation that market conditions would improve. 

+ In 2009 (in response to market conditions), BSL amalgamated its loans and debentures with Statewide Secured 
Investments Ltd (“Statewide”), effectively doubling BSL’s funds under management.

+ Business conditions improved marginally in 2009/2010, however, weak liquidity and property prices continued 
throughout 2011/2012.

+ In May 2012, ASIC and the Trustee raised concerns in relation to certain disclosures made in BSL’s financial 
statements and prospectus. As a result, in June 2012, BSL released a supplementary prospectus.

+ In the following months, the Trustee continued to monitor BSL’s financial performance and position including 
meeting with BSL’s management on a number of occasions.

+ In September 2012, BSL provided the Trustee with a draft Prospectus (to follow Prospectus 18 which was  
due to expire on 17 November 2012) and requested the Trustee’s consent to be named in respect of same.  
On 27 September 2012, BSL and its auditors finalised its financial statements for FY12, noting the company 
was a ‘going concern’.

+ Due to continuing concerns with BSL’s disclosures, on 4 October 2012, the Trustee met with BSL’s 
management to discuss BSL’s draft Prospectus and financial statements for FY12 including the valuation of 
BSL’s assets, provisioning for bad and doubtful debts, the level of loan arrears and equity levels. At this time, 
the Trustee advised BSL that it would be engaging an expert to undertake an independent review of the BSL’s 
financial performance and position.

+ Following an internal review of its largest non-performing loans, BSL’s Board formed the view that additional 
provisions against its loan book were required resulting in a net asset deficiency.

+ Accordingly, on 25 October 2012, BSL’s Board invited the Trustee to appoint receivers. Immediately following 
this invitation, the Trustee appointed the Receivers as Receivers and Managers of BSL on 25 October 2012.

+ Shortly following the appointment of Receivers to BSL, on 30 October 2012, CFL’s Board invited the Trustee to 
appoint receivers. Immediately following this invitation, the Trustee appointed the Receivers as Receivers and 
Managers of CFL on 30 October 2012.

+ Further details in relation to events leading to the appointment of Receivers are outlined in Section 6.1 of 
this Report.
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3 Background and context (cont.)

3.4 Organisational structure

Debenture 
investments from 

the public

Banksia 
Securities 

Limited

Trustee security
Cherry Fund 

Limited

Banksia 
Mortgage Fund

Securities Holdco Limited

Banksia Mortgages Limited

Permanent Custodian Limited

Loan portfolios / security assets

Debentures 

Investments 

/ co-lending 
Investments 

/ co-lending 

Wholly owned subsidiaries 

Loans Responsible 
Entity 

Bare trust relationship 

Loans to third parties 

Loans Loans 

Debenture 
investments from 

the public

+ Securities HoldCo Limited (“SHL”) is the sole shareholder of the Companies and Banksia Mortgages Limited 
(“BML”). 

+ SHL is an unlisted public company with approximately 100 separate shareholders. 

+ The Trustee holds a first ranking security interest over all assets and undertakings of the Companies for the 
respective interests of BSL and CFL debenture holders. 

+ Debenture funds raised by the Companies were advanced to third party borrowers through BML and 
Permanent Custodian Limited (“PCL”). 

+ BML is also a wholly owned subsidiary of SHL whereas PCL is unrelated to the SHL Group and the Trustee.

+ PCL holds the relevant loans on trust for BML pursuant to a Bare Trust Deed and it appears that BML, in turn, 
holds the loans on trust for the Companies.

+ Whilst our appointment does not extend to BML, an appropriate protocol has been agreed with BML to ensure 
that the Receivers can deal with the loans advanced by the Companies.

+ In addition to the loans advanced directly to third party borrowers, the Companies invested in or participated 
in loans with BMF (a contributory mortgage scheme). BML is the responsible entity for BMF. Further details in 
relation to BMF are in Section 8.1 of this Report. 
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3.5 Statutory and company specific information
A search of the records maintained by ASIC as at the date of our appointment reveals the following statutory details for 
the Companies: 

Company details

Company name ACN Registered office  Incorporation date

Banksia Securities Limited 004 736 458 157 Fenaughty Street, Kyabram VIC 3620 1 July 1968

Cherry Fund Limited 106 274 631 157 Fenaughty Street, Kyabram VIC 3620 10 September 2003

Source: SAI Global Company Search

Outlined below are the Companies shareholders at the date of our appointment:

Shareholder details

Company name Shareholder Class Shares held 

Banksia Securities Limited Securities Holdco Limited Ordinary 15,000,000 

Banksia Securities Limited Securities Holdco Limited Preference 6,142,227 

Cherry Fund Limited Securities Holdco Limited Ordinary 10,000 

Cherry Fund Limited Securities Holdco Limited Preference 990,000

Source: SAI Global Company Search

Outlined below are the Companies’ office holders at the date of our appointment:

Office holder details

 Appointment date 

Office holder name Position  BSL  CFL 

Patrick John Godfrey Director 19 March 1996 10 September 2003

Nicholas Livingstone Carr Director 9 June 1999 10 September 2003

Peter William Keating Director 27 March 2008 27 March 2008

Neil Stewart Mathison Director 27 January 2011 27 January 2011

Geoffrey Grenville Skewes Director 9 June 1999 10 September 2003

Wesley Douglas Santilla Secretary 9 June 1999 10 September 2003

Source: SAI Global Company Search

A search of the Personal Properties Securities Register (“PPSR”) has identified the following security interests over 
the Companies:

Charges

Company name Charge holder  Security 

Banksia Securities Limited The Trust Company (Nominees) Limited All present and after acquired property

Cherry Fund Limited The Trust Company (Nominees) Limited All present and after acquired property

Source: PPSR Database
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4 Debenture holders

The Companies offered a number of investment products and referred to these products and the underlying investors differently 
from time to time. Each investment product ranks equally (as against the assets of BSL and CFL respectively). In order to avoid 
confusion, we will be referring to all investors as “debenture holders” as this term is referred to in the Trust Deeds.

4.1 Nature of products offered
4.1.1 BSL

As at the date of our appointment, BSL offered a number of investment products ranging from ‘at call accounts’ to 
term accounts of up to two years. Most investors deposited monies in ‘term accounts’.

A summary of the products offered by BSL is as follows: 

Summary of BSL products as at 25 October 2012

Product Number  Value $ % of total (value)

Term accounts  16,984  603,358,687 91.02%

Superannuation accounts  320  15,383,126 2.32%

“At call” accounts  3,560  36,219,394 5.46%

Pensioner deeming accounts  200  1,101,630 0.17%

Estate accounts  8  769,811 0.12%

Mortgage access accounts  30  239,219 0.04%

Target saver accounts  1,640  5,796,080 0.87%

Total  22,742  662,867,947 100.00%

Source: BSL books and records

4.1.2 CFL
CFL offered one product, being fixed interest investments for terms of either 12 or 24 months. 
As at the date of the appointment of Receivers, there were 165 separate accounts held in CFL, broken down as follows: 

Summary of CFL products as at 30 October 2012

Product Number  Value $ % of total (value)

12 month term deposit accounts  131  8,469,085 84.84%

24 month term deposit accounts  34  1,512,824 15.16%

Total  165  9,981,909 100.00%

Source: CFL books and records

4.2 Position at appointment
An overall summary of debentures issued is as follows: 

Position at appointment

Particulars BSL CFL Total

Number of investors 16,115 141 16,256

Number of debenture accounts 22,742 165 22,907

Debentures (principal) $660,534,068 $9,934,597 $670,468,665

Debentures (interest) - see note $2,333,879 $47,312 $2,381,191

Total debentures $662,867,947 $9,981,909 $672,849,856

Source: Companies books and records

 Note: The interest amount represents interest accrued but not paid/capitalised as at the date of the appointment of the Receivers.

14
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4.3 Hardship claims
The Receivers and Trustee recognise that the suspension of interest payments and redemptions may cause hardship 
for many debenture holders and will be working to ensure that distributions are paid to debenture holders in the 
shortest possible timeframe.

Separately, we have been liaising with Centrelink and a number of other government departments in relation to the 
various alternatives for dealing with claims for hardship. We are hopeful that the first repayment to BSL debenture 
holders (dealt with in Section 12) will address immediate concerns for many debenture holders.

Debenture holders experiencing hardship should set out full details of their individual circumstances via email or in 
writing to:

Hardship contact details

Address Email

Banksia Securities Limited (Receivers and Managers Appointed) or banksia@linkmarketservices.com.au

Cherry Fund Limited (Receivers and Managers Appointed) cherry@linkmarketservices.com.au

C/- McGrathNicol

Level 31, 60 Margaret Street

Sydney NSW 2000 

The Receivers and Trustee will consider claims received and the basis upon which hardship claims may be dealt with in 
the future.

4.3.1 Centrelink
Centrelink is offering the following to debenture holders: 

+ Information surrounding Centrelink’s offerings and eligibility criteria; and

+ Social worker assistance to those debenture holders needing additional support.

Debenture holders who are not already Centrelink customers will be provided with priority access to check their 
eligibility for Centrelink payments, assistance in claim lodgement and payment processing. 

Investors who receive benefits from Centrelink have been requested to update their information with Centrelink within 
14 days of receiving any repayment from the Companies.

For further information on available services, debenture holders should visit their local Centrelink Service Centre or 
contact Centrelink on 132 468.

4.4 Communication with debenture holders
The Receivers and Trustee recognise debenture holders’ desire for information concerning their investments and 
accordingly, will be providing updates as to the progress of the receiverships on a regular basis. 

As previously advised, the Receivers have established a dedicated information hotline with Link Market Services 
(“Link”) to address debenture holder enquiries. Additionally, information will be regularly posted on the McGrathNicol, 
BSL and CFL websites.

Contact details for enquiries and website addresses are summarised below:

Contact details

Company Phone hotline Email Website 

BSL 1800 722 079 banksia@linkmarketservices.com.au www.banksiagroup.com.au

CFL (02) 8280 7920 cherry@linkmarketservices.com.au www.cherryfund.com.au

If any of your contact details change, please advise Link accordingly.
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5 Historical financial  
performance and position

This section of the Report sets out historical financial information for the Companies.

The historical financial information has been sourced from the Companies’ audited statutory accounts and in certain cases, 
management accounts.

Please note we have not conducted an audit of the Companies’ financial records and accordingly, we are unable to comment on 
the accuracy or completeness of the information provided.

5.1 BSL

5.1.1 Financial performance
A summary of the historical financial performance of BSL is provided in the table below: 

BSL Statement of Financial Performance

$’000
 Audited  

 FY10 
 Audited  

FY11 
 Audited  

FY12 

Revenue  43,537  51,963  51,411 

Depreciation and amortisation expense  (440)  (618)  (730)

Finance costs  (28,840)  (37,709)  (39,633)

Provision for bad and doubtful debts  (3,121)  (908)  (2,383)

Auditor, management, prospectus and trustee fees  (5,326)  (6,726)  (5,190)

Other expenses  (1,919)  (2,460)  (3,169)

Profit before income tax  3,891  3,542  306 

Income tax (expense) revenue  (1,162)  (1,673)  575 

Profit after tax  2,729  1,869  881 

Source: Audited financial reports and management accounts

Key comments:

+ The main contributor to BSL’s revenue is interest earned on borrower loans, whereas the major expense item is 
“finance costs” which consists of interest paid to debenture holders. 

+ Whilst revenues from interest appear strong, we note that a portion of reported interest was capitalised on 
individual borrower facilities and given the level of impairment in the loan portfolio, this interest may not be 
recoverable.

+ BSL’s accounts indicate that the company remained profitable throughout the period examined. However, based 
on our review of the loan book, provisions made during the financial year ended 30 June 2012 were materially 
insufficient. 

+ Given certain loans have been ‘non-performing’ for some time, it is also likely that a higher impairment expense 
should have been recognised in prior periods.

+ In the event that impairment expenses/reduced revenue are taken into account in earlier periods, this would 
reduce BSL’s reported profits and may mean it incurred losses in earlier years.
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5.1.2 Financial position
A summary of the historical financial position of BSL is as follows: 

BSL Statement of Financial Position

$’000
Audited  

FY10 
Audited  

FY11 
Audited  

FY12 
Management 

30-Sep-12

Cash, cash equivalents and term deposits  150,795  158,596  155,602  144,641 

Loan portfolio  446,024  464,926  505,886  517,767 

Other assets  20,818  31,638  29,524  30,379 

Total assets  617,637  655,160  691,012  692,787 

Trade and other payables  (3,433)  (4,035)  (3,442)  (3,030)

Debenture loans  (589,643)  (625,812)  (662,370)  (663,672)

Deferred tax liabilities  (854)  (1,252)  (1,007)  (1,156)

Total liabilities  (593,930)  (631,099)  (666,819)  (667,858)

Net assets  23,707  24,061  24,193  24,929 

Source: Audited financial reports and management accounts

Key comments:

+ A decrease in cash from 30 June 2012 to 30 September 2012 was due to BSL advancing funds to third party 
borrowers as loans (increasing its loans receivable). These loans were made in the ordinary course of business.

+ BSL reported a positive net asset position during the period examined above. However, it should be noted that 
if adequate provisions were applied following updated valuations of BSL’s assets, this would likely mean that the 
‘loans receivable’ balance would reduce. 

+ BSL was thinly capitalised throughout the period examined (with an equity ratio of approximately 3.5%). This 
structure exposed BSL to immediate solvency concerns in the event of even minor losses on its loan portfolio. 
For example, in broad terms, if more than 3.5% of total assets (substantially consisting of BSL’s loan book) 
were unrealisable as at 30 September 2012, the company would have insufficient resources to meet its total 
obligations to debenture holders. 

+ From our analysis of BSL’s loan book later in this report, it is clear that the company is insolvent and may have 
been insolvent for some time prior to our appointment. Accordingly the net asset position shown above is 
incorrect.

5.1.3 Cash flows
A summary of the historical cash flows of BSL are as follows: 

BSL Statement of Cash Flows

$’000
 Audited  

 FY10 
Audited 

FY11 
Audited  

FY12 
Management 

30-Sep-12

Cash at the beginning of period  88,109  150,795  158,596  155,602 

Net increase / decrease for the period  62,686  7,801  (2,994)  (10,961)

Cash at end of the period  150,795  158,596  155,602  144,641 

Source: Audited financial reports and management accounts
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5 Historical financial  
performance and position (cont.)

Key comments:

+ BSL maintained a positive cash balance throughout the period examined. This was likely the case to ensure that 
sufficient liquidity was available to meet debenture redemptions in circumstances where the loan book was 
impaired or difficult to realise.

+ The net cash decrease during the period ended 30 September 2012 was due to BSL advancing funds on hand 
to third party borrowers as loans. These loans were made in the ordinary course of business.

+ We note that BSL’s statements of cash flows exclude term deposits and fixed rate notes (with maturities 
greater than three months and held with major banks) from the cash at the beginning/end balance of each 
period. Accordingly, we have adjusted these figures in the above analysis to reflect the inclusion of these funds. 

5.2 CFL

5.2.1 Financial performance
A summary of the historical financial performance of CFL is as follows: 

CFL Statement of Financial Performance

$’000
 Audited  

FY10 
 Audited  

FY11 
 Audited  

FY12 

Revenue  1,291  1,169  1,040 

Finance costs  (893)  (777)  (731)

Auditor, management, prospectus and trustee fees  (165)  (164)  (164)

Other expenses  (55)  (47)  (45)

Profit before income tax  178  181  100 

Income tax (expense) revenue  (53)  (54)  (30)

Profit after tax  125  127  70 

Source: Audited financial reports

Key comments:

+ The main contributor to CFL’s revenue is interest received from its investment in BSL and lending with or 
alongside BMF. 

+ CFL’s largest expense is interest payable to debenture holders (finance cost). The decrease in finance cost over 
the period is consistent with a reduction in debentures on issue.

+ We note that during the period examined, CFL did not record any impairment against its investments. 

+ Based on our review of CFL’s loans and the BSL and BMF loan portfolios that CFL had an interest in, it appears 
that impairment provisions were required (meaning CFL’s profit would be reduced). 
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5.2.2 Financial position 
A summary of the historical financial position of CFL is as follows: 

CFL Statement of Financial Position

$’000
 Audited  

FY10 
 Audited  

FY11 
 Audited  

FY12 
Management 

30-Sep-12

Cash, cash equivalents and term deposits  1,270  4,956  1,267  1,441 

Loan portfolio  12,563  8,013  11,169  10,144 

Trade and other receivables  52  74  92  72 

Other assets  2  1  1  2 

Total assets  13,887  13,044  12,529  11,659 

Trade and other payables  (23)  (17)  (26)  (36)

Debenture loans  (12,350)  (11,386)  (10,792)  (9,890)

Total liabilities  (12,373)  (11,403)  (10,818)  (9,926)

Net assets  1,514  1,641  1,711  1,733 

Source: Audited financial reports and management accounts

Key comments:

+ We note that CFL’s accounts disclose liquid assets in the form of “cash, cash equivalents and term deposits”. 
As at the date of our appointment, CFL did not have a bank account and held approximately $1.6 million in an ‘at 
call’ debenture account with BSL. 

5.2.3 Cash flows
A summary of the historical cash flows of CFL is as follows:

CFL Statement of Cash Flows

$’000
 Audited  

FY10 
 Audited  

FY11 
 Audited  

FY12 
Management 

30-Sep-12

Cash at the beginning of period  1,776  1,270  4,956  1,267 

Net increase / decrease for the period  (506)  3,684  (3,689)  174 

Cash at end of the period  1,270  4,956  1,267  1,441 

Source: Audited financial reports and management accounts

Key comments:

+ CFL reported a positive cash balance throughout the period examined (however, this may represent debentures 
with BSL).

+ The net cash decrease during the period ended 30 June 2012 was due to CFL investing funds raised. These 
investments were made in the ordinary course of business.
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6 Events leading to appointment 
and reasons for failure

6.1 Events leading to appointment
+ In May 2012, ASIC and the Trustee raised concerns in relation to certain disclosures made in BSL’s financial 

statements and prospectus. As a result, in June 2012, BSL released a supplementary prospectus.
+ In the following months, the Trustee continued to monitor BSL’s financial performance and position including 

meeting with BSL’s management on a number of occasions.
+ In September 2012, BSL provided the Trustee with a draft Prospectus (to follow Prospectus 18 which was due 

to expire on 17 November 2012) and requested the Trustee’s consent to be named in respect of same. On 27 
September 2012, BSL and its auditors finalised its financial statements for FY12, noting the company was a 
‘going concern’.

+ Due to continuing concerns with BSL’s disclosures, on 4 October 2012, the Trustee met with BSL’s 
management to discuss its draft Prospectus and financial statements for FY12, including the valuation of BSL’s 
assets, provisioning for bad and doubtful debts, the level of loan arrears and equity levels. 

+ At this meeting, BSL indicated that it had engaged a contractor to conduct an internal review of its largest 
non-performing loans with a view to providing BSL’s Board and the Trustee with further details regarding BSL’s 
level of provisioning and arrears. At this time, the Trustee advised BSL that it would be engaging an expert to 
undertake an independent review of the BSL’s financial performance and position.

+ Although BSL’s internal review had not yet been completed, on 24 October 2012, BSL’s management presented 
the preliminary findings of the review to the Board of BSL. Those findings indicated that there would be a 
material increase to the previously reported loan impairment provisions. Notwithstanding the preliminary nature 
of the review, the Board of BSL considered that the likely increase in the loan impairment (from $6.45 million to 
approximately $40 million) would result in BSL having negative net assets.

+ As a result, in order to preserve the assets of BSL and protect debenture holders’ interests, BSL’s Board invited 
the Trustee to appoint receivers. The Trustee immediately appointed the Receivers as Receivers and Managers 
of BSL on 25 October 2012. 

+ The appointment of the Receivers to BSL resulted in a freeze of all BSL debenture holder accounts including 
CFL’s ‘at call’ debenture account (held with BSL). This caused CFL to suffer a liquidity shortage and resulted in 
an inability to meet financial obligations. 

+ Accordingly, on 30 October 2012, CFL’s board invited the Trustee to appoint receivers. The Trustee immediately 
appointed the Receivers as Receivers and Managers of CFL on 30 October 2012. 

6.2 Reasons for failure
Having reviewed the Companies’ business and financial affairs, we consider that, while a number of factors 
contributed to the Companies’ failure, the key reasons were:
+ Relatively high risk lending to borrowers where the underlying security property is:

– in a rural or regional location (where the general decline in the domestic property market has been most 
significant);

– vacant land (in some cases, without a commercially viable development approval) that does not generate 
an income stream to support interest/loan repayments; and

– in the ‘infant’ stages of the development cycle (i.e. residential subdivisions).
+ High levels of loan arrears1 (approximately $146 million) and a substantial number of mortgagee in possession 

properties2 (approximately $112 million). 
+ Inadequate provisioning policies having regard to the number of loans in default/arrears and irregular valuations to 

support the underlying value of security property.
+ The funding mismatch between debentures that are due for repayment versus borrowers’ loans that extend for 

longer periods (and in practice, are renewed for extended periods).
+ The Companies’ low equity levels leading to solvency concerns following even minor losses on the loan portfolios.
+ Global credit and property market conditions making borrower refinance at the time of loan maturity more difficult.

1.  The value of loans in default (approximately $167 million, outlined in Section 9.3.3) exceeds the value of loans in arrears (approximately $146 million, outlined in 
Section 6.2). This is because the total amount owing for loans in arrears does not include loans where BSL considers arrears cannot be recovered (i.e. interest is 
non-accruing). 

2. Mortgagee in possession loans (approximately $112 million, outlined in Section 6.2) form part of both loans in default and loans in arrears.
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Following our appointment, we served notices on the Directors to prepare Report as to Affairs (“RATAs’”) setting out the 
financial positions of the Companies. At the time of preparing this Report, the RATAs had not yet been finalised and accordingly, 
the analysis below is based on the Companies’ unaudited management accounts as at 30 September 2012.

Similarly to other information contained in this Report, we have not conducted an audit of the Companies’ financial records to 
ascertain the reliability of the accounts. 

7.1 Assets and liabilities – BSL
A summary of BSL’s assets and liabilities as at 30 September 2012 is as follows:

BSL Summary of assets and liabilities

$’000  Notes 
Management 

30-Sep-12

Cash, cash equivalents and term deposits  7.1.1  144,641 

Loan portfolio (before provisions)  7.1.2  517,767 

Trade and other receivables  7.1.3  6,049 

Property, plant and equipment  7.1.4  7,776 

Collateralised debt obligations  7.1.5  2,950 

Shareholding in unlisted entity  7.1.6  400 

Related party loan  7.1.7  10,990 

Sundry assets  7.1.8  2,214 

Total assets  692,787 

Trade and other payables  7.1.9  (3,030)

Debenture loans  7.1.10  (663,672)

Deferred tax liabilities  7.1.11  (1,156)

Total liabilities  (667,858)

Net assets  24,929 

Source: BSL management accounts

7.1.1 Cash, cash equivalents and term deposits
+ As at the date of our appointment, BSL held approximately $136.4 million with various trading banks (the 

reduction in funds from 30 September 2012 was due to debenture redemptions, operational expenses and loan 
advances). 

+ These funds were immediately frozen to avoid any unauthorised withdrawals or direct debit requests and 
invested by the Receivers in interest bearing term deposits. 
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7  Assets and liabilities at  
appointment (cont.)

7.1.2 Loan portfolio
+ As at the date of our appointment, BSL’s main asset was its loan portfolio totalling approximately $527 million.

+ BSL’s loan portfolio consists of 956 loans made to third party borrowers throughout Australia. These loans 
are generally secured by first ranking real property mortgages, registered security interests and/or personal 
guarantees.

+ The BSL loan portfolio is discussed in further detail at Section 9 of this Report.

7.1.3 Trade and other receivables
+ Trade and other receivables consist predominantly of accrued but unpaid interest on the BSL loan portfolio.

+ The Receivers continue to manage the BSL loan portfolio including collecting principal and interest repayments 
from borrowers.

+ Given the level of impairment in the BSL loan portfolio, these receivables may not be recoverable in full.

7.1.4 Property, plant and equipment
+ Property, plant and equipment represents BSL’s interest in land, buildings and office furniture.

+ BSL owned five properties throughout Victoria (where certain BSL branch offices were located) valued at 
approximately $6.4 million in 2010. Given the age of the valuations, the recoverable value of these properties 
may have changed.

+ Given the branch offices have been discontinued, we will be attending to the realisation of these properties as 
soon as possible.

7.1.5 Collateralised Debt Obligations (“CDOs”)
+ BSL hold six CDO’s issued by Lehman Brothers with a carrying value of $2.46 million as at 30 June 2012. We 

note that the CDO’s are subject to various legal proceedings following the collapse of Lehman Brothers.

+ Preliminary investigations indicate that three of the six CDO’s have no realisable value. We continue to explore 
the most appropriate realisation strategy for the remaining CDO’s (which hold some value).

7.1.6 Shareholding in unlisted entity
+ In 2009, BSL amalgamated the Statewide debentures and loans into BSL.

+ At the date of the amalgamation, Statewide held unlisted equities in Southern Finance Limited valued at 
approximately $0.4 million. Ultimate ownership of this equity interest now vests with BSL.

+ The Receivers are investigating whether these equities represent any value for debenture holders.

7.1.7 Related party loan
+ BSL’s financial accounts disclose a related party loan of approximately $11.2 million to BSL’s parent, SHL.

+ We understand that this loan funded various operational expenses of the Group together with a number of SHL 
assets including its participation in a third party loan with BSL and BMF. 

+ The Receivers are working with SHL to recover this loan for the benefit of debenture holders (whether the loan 
can be recovered in full is unknown at this stage).

7.1.8 Sundry assets
+ Sundry assets consist predominantly of deferred tax assets totalling approximately $5 million. Having regard to 

BSL’s insolvency, it is unlikely that the deferred tax assets will represent significant value for debenture holders.
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7.1.9 Trade and other payables
+ Trade and other payables consist predominantly of accrued interest payable to debenture holders.

+ Accrued interest at the date of our appointment has now been frozen and forms part of debenture holder claims 
against BSL.

7.1.10 Debenture loans
+ The majority of BSL’s liabilities consist of the amount owing to debenture holders. As at the date of our 

appointment, debenture holders were owed approximately $663 million.

+ Further details regarding the expected return to BSL debenture holders is provided in Section 12.

7.1.11 Deferred tax liabilities
+ Deferred tax liabilities owed to the Australian Taxation Office are considered unsecured claims against BSL.

+ Debenture holder claims are paid in priority to all unsecured claims against BSL.

7.2 Assets and liabilities – CFL
A summary of CFL’s assets and liabilities is provided in the below table:

CFL Statement of Financial Position

$’000  Notes 
Management 

30-Sep-12

Cash, cash equivalents and term deposits  7.2.1  1,441 

Loan portfolio (before provisions)  7.2.2  10,144 

Trade and other receivables  72 

Other assets  2 

Total assets  11,659 

Trade and other payables  (36)

Debenture loans  7.2.3  (9,890)

Total liabilities  (9,926)

Net assets  1,733 

Source: CFL management accounts

7.2.1 Cash, cash equivalents and term deposits
+ CFL’s cash holdings actually represent “at call” debentures with BSL. CFL is treated like other BSL debenture 

holders and will be paid rateable distributions on its claim. 

7.2.2 Loan portfolio
+ As at the date of our appointment, CFL’s main asset was its loan portfolio totalling approximately $10.1 million.

+ CFL’s loan portfolio consists of 37 loans made to third party borrowers. The majority of CFL’s loans are co-
funded with / through BMF. These loans are generally secured by first ranking real property mortgages, 
registered security interests and/or guarantees.

+ The CFL loan portfolio is discussed in further detail at Section 9 of this Report.

7.2.3 Debenture loans
+ The majority of CFL's liabilities consist of the amount owing to debenture holders. As at  

30 October 2012, debenture holders were owed approximately $10 million.

+ Further details regarding the expected return to CFL debenture holders can be found in Section 12 of this Report.
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As at the date of our appointment, the Companies’ major asset class was their interest in their loan portfolios. This consists 
of loans where the Companies are direct lenders (on their own), co-lenders with each other, and loans where the Companies 
advanced funds with/through BMF (often in conjunction with retail investors).

A summary of the respective loan portfolios is as follows:

Loan portfolio summary

Company Lending Number Amount $’000

BSL Direct lending (BSL only)  779  480,953 

BSL Co-lending with CFL (outside BMF)  5  4,703 

BSL Lending (with / through BMF)  172  41,625 

Sub-total  956  527,281 

CFL Direct lending (CFL only)  2  250 

CFL Co-lending with BSL (outside BMF)  4  770 

CFL Lending (with / through BMF)  31  9,074 

Sub-total  37  10,094 

Total  537,375 

Source: Groups’ books and records

Whilst the majority of BSL’s loans (91%) were advanced directly to third party borrowers, 84% of CFL’s lending is either through 
or in conjunction with BMF.

8.1 Lending with / through BMF

8.1.1 Overall comments
In addition to direct lending and co-lending (outside BMF), the Companies frequently advanced funds to third party 
borrowers with/through BMF (often in conjunction with retail investors). It is unclear from the Companies’ books and 
records whether their relationship with BMF (in respect of these advances) is as investors in the BMF scheme, co-
lenders or as a lender in their own capacity. 

Key points in relation to BMF are as follows:

+ BMF is a Managed Investment Scheme (“MIS”) operating as a contributory mortgage fund. 

+ BMF investors have a direct interest in a specific loan they have selected as compared to the Companies’ pooled 
investment structure (where all debenture holders have a claim against all assets of BSL/CFL respectively). 

+ Similarly to the Companies’ direct lending portfolio, loan terms for advances frequently did not exceed two years.
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Detailed below is a summary of the BMF loan portfolio, which identifies the respective interests of the Companies:

Summary of BMF portfolio (lending with / through BMF)

$’000 No. 

Funder

Retail investors BSL CFL Total

Victoria  102  86,550  29,296  4,593  120,439 

New South Wales  53  36,542  6,115  3,507  46,164 

South Australia  25  14,657  4,080  600  19,337 

Queensland  10  5,473  1,996  374  7,843 

Tasmania  3  652  113  -  765 

Western Australia  1  50  25  -  75 

Total  194  143,924  41,625  9,074  194,623 

Source: Groups’ books and records

We note that although the Companies’ loans with/through BMF are secured by first ranking security, there are 
occasions where BSL is structurally sub-ordinated behind other retail investors (this applies to BSL loans totalling 
approximately $26.9 million).

8.2 Lending practices
Following our review of the Companies’ loan portfolio, we make the following comments regarding lending practices:

+ The majority of loans advanced were originated through mortgage brokers.

+ Whilst not always the case, the Companies advanced loans to third party borrowers that generally did not meet 
the lending criteria of ‘conventional’/bank financiers. This may have been the case due to characteristics of the 
underlying security property, borrower counterparty, or both. 

+ To accommodate this higher risk profile, the interest rate charged to borrowers at the time of our appointment 
often exceeded 9% per annum.

+ The Companies mainly focused on short term lending offering loan terms generally not exceeding two years 
(to match debenture maturities). However, in practice, the Companies often extended loans beyond their initial 
term (frequently because loans could not be easily refinanced).

+ The average age of BSL’s and CFL’s loans at the date of our appointment was approximately 4.5 years and 5.5 
years respectively. 

+ Loan advances were generally secured by first ranking real property mortgages, registered charges and 
personal guarantees. 
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8 Analysis of loan book at  
appointment (cont.)

8.3 Loan portfolio characteristics
This section summarises key characteristics of the Companies’ loans (including those loans advanced with/through 
BMF).

8.3.1 Summary of loans by location
The location of the Companies’ underlying security properties is summarised as follows:

WA
BSL: $0.2m (2 loans)

NT
No loans QLD

BSL: $47.7m (56 loans)
CFL: $0.4m (3 loans)

SA
BSL: $50.1m (94 loans)

CFL: $0.6m (2 loans) NSW
BSL: $167.1m (243 loans)

CFL: $3.5m (9 loans)

ACT
BSL: $0.3m (1 loan)

VIC
BSL: $260.5m (548 loans)

CFL: $5.5m (22 loans)

TAS
BSL: $1.3m (12 loans)
CFL: $0.1m (1 loan)

Whilst the Companies’ investors are generally concentrated around regional Victoria (where its retail branches were 
located), its borrowers and underlying security properties are located throughout Australia.



CORPORATE ADVISORY |  FORENSIC |  TRANSACTION SERVICES |  CORPORATE RECOVERY

R
eceivers and M

anagers’ R
eport to D

eb
en

tu
re H

o
ld

ers

27

8.3.2 Summary of loans by underlying security type
Summarised below are the Companies’ loans by property sector: 

 $117.2m, 
152 loans  

 $242.7m, 
300 loans  

 $46.1m, 
102 loans  

 $95.8m, 
371 loans  

 $25.4m, 
31 loans  

BSL 

 $3.6m, 
12 loans  

 $2.1m, 
7 loans  

 $0.6m, 
4 loans  

 $3.4m, 
12 loans  

 $0.4m, 
2 loans  

CFL 

Commercial 

Residential 

Industrial 

Rural 

Other 

Key comments:

+ The Companies have an exposure to property across a broad range of sectors.

+ Whilst a significant proportion of security properties are residential (BSL: 46%, CFL: 21%), which are normally 
lower risk, we note that many of these properties are development projects, vacant land, unimproved land 
(residential subdivisions) and are based in regional locations. All of these factors will impact the underlying value 
of the security properties.

8.3.3 Summary of loans by maturity
Summarised below are loans by maturity for the Companies:

 $81.6m  

 $8.4m  

 $67.9m   $62.5m   $71.7m  

 $235.1m  

 -    
 20.0  
 40.0  
 60.0  
 80.0  

 100.0  
 120.0  
 140.0  
 160.0  
 180.0  
 200.0  
 220.0  
 240.0  

Matured 
and unpaid 

Nov - Dec 12 Jan - June 13 Jul - Dec 13 Jan - Jun 14 Jul 14 + 

$'
m

 

BSL Loan maturity profile 

 $0.4m   $0.4m  
 $0.9m  

 $1.6m  

 $4.7m  

 $2.1m  

 -    

 0.5  

 1.0  

 1.5  

 2.0  

 2.5  

 3.0  

 3.5  

 4.0  

 4.5  

 5.0  

Matured 
and unpaid 

Nov - Dec 12 Jan - June 13 Jul - Dec 13 Jan - Jun 14 Jul 14 + 
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8 Analysis of loan book at  
appointment (cont.)

Key comments:

+ At the date of our appointment, approximately $82 million of BSL and $0.4 million of CFL loans had matured 
but remained outstanding. These loans are now in default and we are working with the subject borrowers to 
recover the amounts outstanding3.

+ Whilst the Companies will continue to receive interest on performing loans, in the absence of a loan portfolio 
sale (see Section 9.3) and/or individual loan refinances, the Companies will need to await the maturity of loans 
to recover their advances and declare repayments to debenture holders. A significant proportion of loans do not 
mature until after January 2014 (BSL: 58%, CFL:67%).

8.3.4 Summary of loans in arrears
A summary of the Companies’ loans in arrears is as follows:

$380.9m, 
787 loans  

$29.6m, 
61 loans  

$7.7m, 
29 loans  

$12.6m, 
14 loans   

$96.4m, 
65 loans  

BSL  

$9.5m,  
33 loans  

$0.1m, 
2 loans  

$0.3m,  
1 loan 

$0.2m,  
1 loan 

CFL 

Performing loans 

6 - 30 days 

31 - 60 days 

61 - 90 days 

91+ days 

Key comments:

+ The Companies classify loans as “in arrears” where payments are more than five days overdue. 

+ At the date of our appointment, BSL and CFL had 28% and 6% of their loans in arrears4 respectively  
(BSL: 169 loans, CFL: 4 loans). 

+ Whilst the remainder of the Companies’ loan books are classified as performing, we understand that a number 
of loans are subject to capitalised interest (or interest funded with the facility). Once capitalised facilities are fully 
expended, this may lead to further loans entering into arrears.

3. We note that the value of loans matured and unpaid form part of the loans in default outlined in Section 9.3.3.
4.  The value of loans in default (approximately $167 million, outlined in Section 9.3.3) exceeds the value of loans in arrears (approximately $146 million, shown above and 

outlined in Section 6.2). This is because the total amount owing for loans in arrears does not include loans where BSL considers arrears cannot be recovered  
(i.e. interest is non-accruing). Separately, we note that mortgagee in possession loans (approximately $112 million, outlined in Section 6.2) form part of both loans in 
default and loans in arrears.
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9 Loan portfolio review

9.1 BSL’s internal review
+ In early October 2012, BSL’s management commenced a process of reviewing its 40 largest  

non-performing loans to consider whether provisioning levels were adequate. 

+ Although the review had not yet been completed, on 24 October 2012, preliminary findings revealed that BSL’s 
level of impairment would likely increase from $6.45 million (reported in BSL’s 2012 accounts) to approximately 
$40 million.

+ These findings ultimately resulted in the invitation from the Board for the Trustee to appoint Receivers to BSL.

9.2 Receivers’ loan review
Immediately following our appointment, the Receivers commenced a detailed review of the BSL and CFL loan 
portfolios. The purpose of the review was to:

+ Understand and quantify the level of impairment across the loan book (including any additional impairment not 
previously reported) for the purposes of forecasting repayments to debenture holders; 

+ Understand the constitution of the loan portfolios including stratifying loans based on location, security property 
type, valuation age, arrears and impairment; and

+ Identify potential realisation strategies for the loan portfolio and the underlying security properties (where 
enforcement action is necessary) to facilitate repayments to debenture holders.

Whilst our review is continuing, we make the following comments regarding the Companies’ loan portfolios:

+ The average age of property valuations for BSL and CFL was four years and two years respectively. Having 
regard to changes in property market conditions in recent years and the nature of underlying security properties, 
more regular valuations would have assisted the Companies to consider impairments more accurately; 

+ In certain circumstances, the Companies relied on municipal valuations (council rate notices) to support loan 
advances. We note that municipal valuations often do not account for specific property characteristics and as a 
result, the carrying value of certain loans may not be accurate; 

+ The Companies had ‘rolled over’ (i.e. extended) many loans following the expiry of their initial loan terms with 
limited evidence of a full credit review process being undertaken;

+ A significant number of loans are interest only or have had interest capitalised, exposing the Companies to 
movements in property values; and

+ Many loans are secured by properties which may be difficult to realise in an enforcement scenario (impacting 
the quantum and timing of recoveries for loans in arrears).

While our review is continuing, our initial views are that loan impairments are significantly understated. 

Debenture holders should note that we are unable to provide specific details on impairments to avoid prejudicing a loan 
sale process however, impairment levels have been taken into account when estimating the likely return to debenture 
holders (please see Section 12 of this Report).

9.3 Loan book realisations
It is expected that the Companies’ loan books will be realised through a combination of refinancing, repayment, loan 
portfolio sales and enforcement action.
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9 Loan portfolio review (cont.)

9.3.1 Refinancing or repayment of loans
+ Following our appointment, the Companies are no longer writing new business nor automatically renewing 

loans upon expiry. 

+ We are identifying loans due to expire and are contacting borrowers (and the broker if the loan was introduced), 
encouraging them to seek alternative finance upon expiry. 

+ Whilst the Receivers expect many borrowers will refinance within a reasonable timeframe, it is expected that 
certain borrowers will be unable to either refinance or repay their loans in a timely manner. In many cases, it will 
be commercially beneficial to allow a sufficient timeframe for the borrower to explore its options or undertake 
an orderly sale in order to repay their loans. 

+ This means that the timing of cash flows from refinancing and repayment of loans may be longer than the 
maturity profile of the loan books (i.e. the maximum loan term is generally two years).

+ Borrowers will be required to continue making appropriate principal and interest repayments during any 
extension periods granted.

9.3.2 Loan portfolio sale(s)
+ The Receivers have been contacted by a broad range of parties with a view to acquiring some or all of the 

Companies’ loans through a loan portfolio sale. 

+ It is our intention to run a comprehensive sale process in early 2013. 

+ The Receivers expect that there would be interest in a broad range of the Companies’ loans (including certain 
impaired loans), but note that market practice suggests that most offers will be at a discount to book value, as 
prospective purchasers apply a discount for uncertainty, illiquidity, and return on investment.

+ While a sale may be at a discount to book value, a successful sale of some or all of the loan book will facilitate 
earlier dividend payments to debenture holders compared with a managed wind down.

+ The Receivers (in consultation with the Trustee) will therefore only contemplate loan portfolio sales where they 
are of the view, all things considered, that the price offered provides a better outcome for debenture holders 
when compared to the expectations from the alternative of winding down the book through a combination of 
refinance, repayment by the borrower and enforcement.

9.3.3 Enforcement action
+ As discussed earlier in this Report, there are a number of loans that are in default and that are likely to be 

subject to an individually tailored realisation strategy through enforcement of underlying security. 

+ At this stage there are approximately 87 of these loans totalling approximately $167 million5 and the Receivers, 
together with the Companies’ staff, are working to minimise the loans that may fall into this category in the future. 

+ While we are unable to comment on specific loans, the Receivers expect the loans in this category will have 
some or all of the following characteristics:

– significant and current arrears;

– a borrower who is insolvent, bankrupt or otherwise unwilling or unable to refinance or repay the loan; 
and/or

– where the underlying security asset value is less than the current loan balance.

+ The Companies have already taken steps in relation to many of these loans, which include 

– appointing receivers; 

– taking possession of the property; and 

– taking action against valuers or loan guarantors if appropriate in relation to any shortfall once underlying 
security property has been realised.

+ The Companies have a dedicated impaired loan workout team who focus on this category of loans.

5.  The value of loans in default (approximately $167 million, outlined in Section 9.3.3) exceeds the value of loans in arrears (approximately $146 million, outlined in 
Section 6.2). This is because the total amount owing for loans in arrears does not include loans where BSL considers arrears cannot be recovered (i.e. interest is 
non-accruing). Separately, we note that mortgagee in possession loans (approximately $112 million, outlined in Section 6.2) form part of both loans in default and 
loans in arrears.
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10 Actions to date

The Receivers and our staff have attended to the following key matters since our appointment:

+ Stabilised day to day operations, secured cash holdings and interviewed key officers and employees; 

+ Reviewed intercompany dealings, the Group’s corporate structure and agreed an operational protocol for day to day 
activities;

+ Rationalised business operations including the closure of 10 branch offices;

+ Attended to ongoing operational matters including liaison with utility providers and lessors and payment of operational 
expenses;

+ Taken control of the Companies’ books and records including forensic imaging of electronic data;

+ Issued written requests for the Directors to complete RATAs and deliver any books and records not in the Companies’ 
possession;

+ Reviewed the Companies’ books and records to ascertain their financial position, the key issues affecting the Companies 
and any transactions that may require investigation;

+ Attended to statutory duties including informing ASIC, the Australian Taxation Office and other relevant authorities of our 
appointment;

+ Liaised with a range of government stakeholders in relation to the receiverships generally and the basis upon which 
hardship claims may be dealt with;

+ Conducted a loan portfolio review of approximately 1,000 individual loans including liaising with borrowers, valuers 
and real estate agents to determine the status of loans, levels of impairment and strategies to maximise the return to 
debenture holders;

+ Reviewed the status of mortgagee controlled properties including liaising with appointed controllers and real estate 
agents as to the ongoing realisation strategy;

+ Ongoing management of BSL’s loan portfolio including communicating with borrowers, receipting interest payments, 
monitoring loan arrears, and attending to loan discharges;

+ Assessed borrower funding requests;

+ Reviewed the adequacy of security and insurance arrangements and taken action to address matters of concern;

+ Prepared a forecast cash flow to determine operational funding requirements and assist with projecting the timing and 
quantum of debenture holder repayments;

+ Attended to various legal issues regarding debenture holder repayments and other matters;

+ Attended to the first repayment to BSL debenture holders in the amount of 20 cents in the dollar;

+ Dealt with day to day debenture holder enquiries and established a dedicated information hotline with Link;

+ Meetings, consultation and reporting to the Trustee on a regular basis on various matters concerning the receiverships; 
and

+ Attended to other general and statutory requirements.
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11 Receivers’ remuneration

11.1 Method of remuneration
Our remuneration is based on time incurred, calculated in accordance with the rates set by McGrathNicol in 
accordance with the Insolvency Practitioners Association of Australia’s Best Practice Guide. 

Full particulars of work undertaken and remuneration incurred will be provided to the Trustee from time to time for 
approval (and will be paid from the assets of the Companies). 

The hourly rates for the receivership will be the firm’s standard rates less a discount of 10%, as follows:

McGrathNicol - charge out rates

Position Standard hourly rate $ (excl. GST) Discounted hourly rate $ (excl. GST)

Partner  690  621 

Director 1  625  563 

Director  580  522 

Senior Manager  515  464 

Manager 1  460  414 

Manger  410  369 

Assistant Manager  370  333 

Senior Accountant 1  320  288 

Senior Accountant  285  257 

Accountant 1  250  225 

Accountant  245  221 

Undergraduate  210  189 

Support staff Various Various

As the receiverships progress, debenture holders will be provided with updates on our remuneration. 

11.2 Remuneration incurred to date
Having regard to the size and complexity of the Companies and their assets, the Receivers have mobilised a large team 
of approximately 20 staff to deal with a number of immediate urgent issues. Key milestones include:

+ Several communications with over 16,000 individual debenture holders, various government departments and 
other stakeholders;

+ Rationalised business operations including the closure of 10 branch offices;

+ Conducted a loan portfolio review of approximately 1,000 individual loans including liaising with borrowers, 
valuers and real estate agents to determine the status of loans, levels of impairment and strategies to maximise 
the return to debenture holders;

+ Convened information sessions for debenture holders (including relevant logistics) at 3 separate locations to be 
held on 14 December 2012;

+ Attended to the distribution of a first interim repayment to BSL debenture holders; and

+ Prepared this detailed report to debenture holders. 

Our remuneration for the first month of the receivership totals approximately $1.3 million (GST exclusive) and $35,000 
(GST exclusive) for BSL and CFL respectively. Payment of our remuneration is subject to the Trustee’s approval. 
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12.1 General commentary
Since our appointment, we have undertaken a review of the Companies’ operations, assets and loan portfolios with a 
view to forecasting the likely return to debenture holders. Whilst the loan portfolios represent the Companies’ largest 
asset class, there are a range of other assets which will be realised to facilitate a return. Additionally, there may be 
causes of action against third parties which may ultimately result in a return to debenture holders.

Due to the size of the loan portfolios and the complex nature of the Companies’ business, the timing and quantum of 
returns to debenture holders is difficult to estimate with certainty. Ultimately, the return to debenture holders will be 
dependent on a range of factors, including:

+ Whether borrower loans can be repaid or refinanced; 

+ Whether a loan book sale(s) can be achieved; and

+ The value of and demand for the underlying security properties (in circumstances where the Companies are 
required to take enforcement action).

We are very conscious that many debenture holders have relied on the interest income stream generated by their 
investment to fund important expenses. We will balance the need to pay timely returns to debenture holders with 
avoiding the realisation of properties under distress leading to ‘forced sale’ outcomes and further losses for debenture 
holders.

Having regard to the above, we will make every effort to distribute repayments to debenture holders as regularly as 
possible and ensure that debenture holders are kept abreast of developments in the receiverships including the timing 
of further distributions.

12.2 Projected repayments
Based on our initial high level review of the Companies and their asset base, we estimate that the following range 
of repayments (all of which will be made in accordance with the terms of the relevant debenture trust deeds) will be 
available to debenture holders:

12.2.1 BSL
+ Immediate repayment: We have declared an initial repayment to BSL’s debenture holders at the rate of  

20 cents in the dollar. This repayment has been funded from BSL’s cash at bank and approved by the Trustee. 

+ Further repayments by 30 June 2013: 5 to 10 cents in the dollar (in addition to the above repayment) funded 
from interest payments and loan discharges.

+ Overall repayments: 50 to 65 cents in the dollar (inclusive of the above repayments). 

12.2.2 CFL
+ Immediate repayment: CFL has insufficient funds available to declare an immediate repayment. 

+ Further repayments by 30 June 2013: 0 to 5 cents in the dollar funded by interest receipts and loan 
discharges. 

+ Overall repayments: 55 to 70 cents in the dollar (inclusive of the above repayment).
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Further detail in relation to the likely sources, timing and quantum of repayments to debenture holders is as follows:

Period Commentary Estimated Distribution

BSL CFL

October 12 to 
December 12

+  BSL’s cash holdings currently exceed $150 million. After taking 
into account provisions for ongoing costs, BSL is in a position to 
make an initial repayment of 20 cents in the dollar. This payment 
is being made this week.

+  CFL did not have its own bank account upon our appointment and 
held its excess funds as debentures in BSL. Accordingly, CFL is 
unable to make an immediate repayment to debenture holders.

20 cents Nil

January 13 to 
June 13

+  The Receivers are working closely with the Companies’ 
management team to ensure that interest payments and loan 
discharges continue to be received.

+  As cash accumulates from the above sources, additional 
repayments will be made to debenture holders.

5 to 10 cents 0 to 5 cents

July 13 to  
December 13

+  In early 2013, the Receivers will commence a loan portfolio sale 
process. At this stage, it is difficult to project whether the process 
will be successful however, we note that there are a range 
of performing loans that we expect to receive strong interest 
in (several credible parties have already expressed interest in 
participating in a sale).

+  It is expected that at least a partial sale of the Companies’ loan 
books can be finalised by 31 December 2013, providing funds for 
an additional distribution.

+  BSL owns additional assets (freehold property etc.) on its balance 
sheet (discussed at Section 7 of this Report). We anticipate 
realising these assets over the period which will provide funds for 
a further distribution. 

+  Additionally, we expect that a range of security properties (where 
the Companies have been required to take enforcement action) 
would also be realised.

25 to 35 cents

5 to 10 cents

January 14  
to June 14

+  During this period, we expect to continue the realisation process 
of previous periods.

+  Additionally, recoveries from the enforcement of residual loans 
from the portfolio sale are likely to realise additional funds during 
this period. 50 to 55 cents

July 14  
and beyond

+  During this period, we expect to continue the realisation process 
of previous periods.

+  Additionally, recoveries from our investigations (if any) would 
likely occur during this period.

Total 50 to 65 cents 55 to 70 cents

12.3 Disclaimer
Debenture holders should note that the above returns are indicative only. The forecast returns will vary depending on a 
range of factors including, but not limited to property market conditions, buyer reaction to a loan book sale and the level 
of additional loan defaults which may occur. 

It is possible that property market conditions may change (which will lead to different repayment outcomes) and given 
the nature of the Companies’ security property, it is possible that despite an appropriate sale process being undertaken, 
certain properties may not be realised within expected timeframes and accordingly, funds would not be available.
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13 Investigations and legal action

13.1 Basis of investigations and legal action
During the course of the receiverships we will be reviewing a broad range of matters to determine whether there are 
any actionable claims against third parties that may result in an increased return to debenture holders of the Companies.

Prior to expending debenture holder funds on legal action, consideration will be given to:

+ The relative strength, nature and quantum of the claim;

+ The defences that may be available to the counterparty; and

+ Whether the counterparty is likely to have sufficient financial resources to meet the subject claim in the event of 
successful litigation.

13.2 Focus of investigations
Our investigations will focus on matters such as whether:

+ The Directors traded the Companies at a time when they were insolvent or likely to become insolvent;

+ There were any uncommercial transactions entered into with related or unrelated parties;

+ The Directors and Officers complied with their statutory obligations under Section 180 to Section 184 of the 
Corporations Act 2001 (Cth) to exercise care and diligence, discharge duties in good faith and avoid conflicts 
of interest);

+ Disclosures made in accounts, prospectuses and other materials were appropriate and accurate;

+ There are any claims against the Companies’ auditors;

+ There were any general lending practices or specific loans advanced that require further review;

+ Valuers, quantity surveyors and other advisers appropriately discharged their duties to the Companies; and

+ There are any other parties or transactions which require additional examination.

13.3 Action to date
To date our activity relating to investigations includes:

+ Securing the Companies’ books and records including; board minutes, audit and loan committee minutes, 
financial and operational records and forensic imaging of electronic data (including historical email traffic); 

+ Preliminary review of certain related party transactions and advances; 

+ Putting certain parties on notice that the Receivers may have a claim (in order that insurers may be notified 
accordingly); and

+ Liaising with ASIC and other government departments in relation to their review of the Companies.

Should any debenture holders wish to bring any matters to the Receivers’ attention, please contact the Receivers via 
Link (contact details are at Section 4.4 of this Report).

We will keep debenture holders updated on our investigations and any findings.
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14 Receipts and payments

14.1 Summary of receipts and payments to 23 November 2012
A summary of BSL’s receipts and payments from the date of our appointment as Receivers on 25 October 2012 to 23 
November 2012 is as follows:

BSL - Receipts and payments summary for the period from 25 October 2012 to 23 November 2012

Particulars Amount $’000

Opening cash at appointment (25 October 2012)  136,448 

Receipts

Loan repayments (monthly interest)  3,588 

Loan discharges/principal reduction  13,774 

Loan repayments (interest), discharges and principal reduction (collected on behalf of BMF 
retail investors)  1,111 

Other receipts (incl. interest from term deposits)  403 

Sub-total  18,876 

Payments

Wages (368)

Redundancies (1,372)

Loan principal and interest distributed to BMF retail investors (1,111)

Operational payments (164)

Other (201)

Sub-total (3,216)

Net inflows/(outflows)  15,660 

Closing cash as at 23 November 2012  152,108

Key comments:

+ As at the date of our appointment, BSL held cash at bank totalling $136.4 million. BSL’s closing cash at bank as 
at 23 November 2012 was $152.1 million. This cash has been invested in interest bearing term deposit accounts 
with major banks.

+ BSL’s receipts are largely driven by interest repayments from third party borrowers and receipts from loan 
discharges.

+ BSL’s largest expenses during the period consisted of remittances to BMF (for loan recoveries collected on 
behalf of BMF retail investors) and staff wages and redundancies as a result employee retrenchments.

+ We note that historically BSL acted as the Group’s ‘banker’ and all repayments were collected by BSL, 
reconciled and remitted to the Group entities (in accordance with their loan entitlements). 

+ In this regard, we note that since our appointment, BSL has collected interest on behalf of CFL. The Receivers 
are currently reconciling interest collected (on CFL’s behalf) and will remit these funds to a CFL bank account for 
the benefit of CFL debenture holders.
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15.1 Details of sessions
The Receivers will be holding five debenture holder information sessions for both BSL and CFL debenture holders on 
Friday, 14 December 2012.

The information sessions are being held in three locations – Ballarat, Shepparton and Kyabram. Further details are 
provided below.

The information to be provided to debenture holders at each session and at all venues will be the same.

Debenture holder information sessions

Venue Address Session times

Ballarat Lodge & Convention Centre 
(Formerly the Mercure Ballarat Lodge & 
Convention Centre)

613 Main Road 
Ballarat Victoria 3350

10.00am to 12.00pm 
1.00pm to 3.00pm

Shepparton Sports Stadium 120 Numurkah Road 
Shepparton Victoria 3630

10.00am to 12.00pm 
1.00pm to 3.00pm

Kyabram P-12 College Fischer Street 
Kyabram Victoria 3620

10.00am to 12.00pm

15.2 Registration
As previously advised, any debenture holders who wish to attend an information session are required to register their 
interest with Link using the following contact details:

Email: banksia@linkmarketservices.com.au 
Phone: 1800 722 079

Following registration, debenture holders will receive written confirmation of the session they have nominated. 
Debenture holders will need to bring their confirmation letter with them for the purposes of the meeting.

Debenture holders who have not registered for a particular session will not be admitted into the venue unless there is 
capacity. 

15.3 Information session format and questions
At the information sessions, we will present this Report and provide debenture holders with an opportunity to ask 
questions in relation to the receiverships.

Given the number of debenture holders we are expecting at each of the information sessions and in order to address 
as many questions as possible in the time available, we request that debenture holders submit their questions to Link 
when they register (the most popular questions will be addressed at the meetings during the Receivers’ presentation). 

15.4 Webcast
In addition to the five information sessions, we will be making a webcast available for those debenture holders who are 
unable to attend. 

Any debenture holder that is unable to attend the information session should contact Link and register their interest to 
receive details in relation to the webcast. Those debenture holders who have already registered their interest will be 
provided with information in relation to this service shortly.

Debenture holders should note that there will be no formal resolutions passed at the information sessions 
and no decisions impacting individual investments. Debenture holders who do not wish to attend the 
meeting will not be prejudiced in any way and will be able to receive a webcast of the presentation/meeting 
and can continue to pose any questions to the Receivers (via the Link hotline number).
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