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Report Glossary
Term

Expanded

Administrators

Barry Kogan, Jason Preston and Kathy Sozou of McGrathNicol

Appointment Date

The date the Administrators were appointed, being 29 March 2018

ARITA

Australian Restructuring, Insolvency and Turnaround Association

ASIC

Australian Securities and Investment Commission

ATO

Australian Tax Office

Blacktown property

421 – 427 Flushcombe Road, Blacktown NSW

BV

Book value

Current Director or
Director

Mr Assad Asif

COI

Committee of Inspection

DIRRI

Declaration of Independence, Relevant Relationships and Indemnities

Directors

collectively, the Current Director and the Former Directors

DOCA

Deed of Company Arrangement

Excluded Creditors

collectively, the Director, the Former Directors, Redlea Group Holding Pty Ltd, RL Property
Holding Pty Ltd and Remagen Capital Management Pty Ltd

ERV

Estimated realisable value

FEG

Commonwealth Government Fair Entitlements Guarantee Scheme

First Meeting of Creditors

The first meetings of creditors held on 12 April 2018

Former Directors

Mr Muhammad Asif, Mr Bilal Asif and Ms Fatima Batool

FY15

Financial year ending 30 June 2015

FY16

Financial year ending 30 June 2016

FY17

Financial year ending 30 June 2017

FY18

Financial year ending 30 June 2018

GSA

General Security Agreement

IPR

Insolvency Practice Rules (Corporations) 2016

Management

The Red Lea Group’s executive management team

Opex

Operating expenditure

ORLC

ORLC 92 Pty Ltd ACN 002 156 569

OSR

Office of State Revenue

PMSI

Purchase Money Security Interest

PPSR

Personal Properties Securities Register

RATA

Report as to Affairs, Form 507

Redlea Group Holding

Redlea Group Holding Pty Limited

Relation back day

The date the External Administrators were appointed, being 29 March 2018

RL Chickens

Red Lea Chickens Pty Ltd ACN 602 950 569

RL Franchise

Red Lea Franchise Pty Limited ACN 165 331 724
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RL Franchising

Red Lea Franchising Pty Ltd ACN 109 704 163

RL Logistics

Red Lea Logistics Pty Ltd ACN 609 797 051

RL Leasing

Red Lea Leasing Pty Limited ACN 165 774 443

RL Hatchery

Red Lea Hatchery Pty Ltd ACN 609 804 999

RL Feed

Red Lea Feed Pty Ltd ACN 609 805 147

RL Corrugation

Red Lea Corrugation and Flexo Pty Ltd ACN 610 759 512

RL Retail

Red Lea Retail Holding Pty Ltd ACN 610 630 469

ScottPac

Scottish Pacific Business Finance Pty Ltd

Second Meeting of
Creditors

The second meetings of creditors to be held on 9 July 2018 at 11.30am AEST at Rooty Hill
RSL, 55 Sherbrooke Street Rooty Hill NSW 2766

Secured Creditor or
Remagen

Remagen Capital Management Pty Limited

The Red Lea Group or
“the Group” or “the
Companies” or “RLG”

RL Chickens; ORLC; RL Franchise; RL Franchising; RL Logistics; RL Leasing; RL Hatchery; RL
Feed; RL Corrugation and RL Retail

the Act

The Corporations Act 2001

the Court

Federal Court of Australia

the Administrators’ Report
or this Report

Report to creditors prepared by the Administrators, pursuant to section 75-225 of
Insolvency Practice Rules (Corporations) 2016, dated 2 July 2018

Toyota

Toyota Finance Australia Pty Limited

YTD

Eight month period to February 2018 of the financial year ending 30 June 2018
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Executive summary
Key questions

What is the Red Lea Group?

The Red Lea Group was a vertically integrated participant in the NSW poultry
industry.
The Group’s operations ranged from the ownership and management of
hatcheries, grower farms and production facilities, to selling products to
wholesalers, supermarkets, and directly to the public through its retail stores
(owned and franchised).

What is the purpose of this
report?

This report provides creditors with details of the business, property, affairs and
financial circumstances of the Red Lea Group in preparation for the
forthcoming Second Meetings of Creditors to be held on 9 July 2018.
This report also informs creditors about the investigations undertaken by the
Administrators and the Administrators’ opinion and recommendation on each
of the options available to creditors at the Second Meeting of Creditors.

What is the status of the
Red Lea Group?

On 29 March 2018, Barry Kogan, Jason Preston and Kathy Sozou of
McGrathNicol were appointed Voluntary Administrators of ten entities within
the Red Lea Group, including Red Lea Chickens Pty Ltd (“RL Chickens”), the
main operating entity.

Who controls the Red Lea
Group now?

From the date of the appointment, the Administrators have had responsibility
for the day-to-day management of the business, have wound it down and have
undertaken investigations into the affairs of the Group and the reasons for its
failure.

Why was the Blacktown
property transferred out of
the Red Lea Group?

The Red Lea Group was originally founded by the Velcich family and sold to
the Asif family in early 2015. The terms of the sale specified that the Velcichs
were to retain a 21% interest in the operating businesses, whilst the Asifs were
to acquire 100% of the fixed assets and real property, including the site of the
main trading operations in Blacktown.
Given the complexity of the Group structure, an Implementation Deed was
required to effect the transaction over a period of time. As a result of the
differing ownership interests, the real estate (including the Blacktown property)
and other fixed assets were separated from the Group’s operating entities.

What were the key events
leading up to the
appointment of Voluntary
Administrators?

The Red Lea Group had been trading at a loss for an extended period, and was
heavily reliant on related party funding for its operations. The financial position
continued to deteriorate as a result of both industry related competitive
pressures, and operational issues, resulting in the Director appointing Voluntary
Administrators.
In the period immediately prior to appointment, three of the four Directors
retired, to allow the current Director (the only one physically based in Australia)
to arrange bridging finance (in part to pay final wages) and validly effect the
appointment of the Administrators.
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What actions have the
Voluntary Administrators
taken to date?

Why do the current and
former Directors of the Red
Lea Group believe it
became insolvent?

Why do the Administrators
believe the Red Lea Group
became insolvent?

The Administrators have attended to the following:


all statutory obligations;



shut down of trading operations;



realised all assets within their control;



adjudicated on and agreed most of the outstanding employee
entitlements totalling circa $10.5 million;



conducted preliminary investigations into the affairs of the Group; and



negotiated the proposed DOCA with the Director of Redlea Group
Holding.

The Directors believe the Red Lea Group failed because of:


Margin compression arising from major supermarkets reducing the
price of whole hot roast chickens from c. $11 to c. $8 (30% reduction).



Delays in receiving payment from major customers and one customer
entering voluntary administration, impacting recovery of its current
debt as well as reducing future revenue.



Major suppliers reducing credit terms to cash on delivery, significantly
impacting working capital.

The Administrators agree with the Directors’ views, but also note the following.


The Group was loss making and had been for the majority of the time
it was owned by the Asifs.



The Group was inadequately capitalised, with the majority of available
funding required to address trading losses provided by related parties
in the form of debt rather than equity. As a result, whilst the funding
received assisted the Group to trade, it did not improve its overall
financial position. It effectively replaced one form of liability
(creditors) with another (intercompany debt).



The poultry processing industry is complex and dominated by a
number of key parties from both a supplier and customer perspective.
Management‘s experience and the Group’s position in the industry
resulted in it having little control to be able to effect change and
improve its competitive position as a result of the deteriorating
industry metrics. Effectively, it was a price taker, with not enough
scale to flow through its deteriorating margin up the supply chain.
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What claims have the
Administrators identified
that may be available to a
Liquidator?

What are the terms of the
DOCA that has been
proposed?

Whilst the Administrators have considered the underlying causes of the Red
Lea Group’s failure, our investigations into claims arising from those matters
are at an early stage.
We have undertaken preliminary enquiries which would continue in the event
that a liquidator was appointed. The key claims that have been identified are:


a potential insolvent trading claim, against the Current and Former
Directors and against Redlea Group Holding, the parent entity for
c. $19 million;



potential unfair preference payments of up to c.$5.2 million against
third party creditors; and



a potential uncommercial transaction and/or constructive trust claim
relating to the acquisition transaction, against the Current and Former
Directors and against Redlea Group Holding, the parent entity.

The DOCA has been proposed by Redlea Group Holding and provides for a
total fund of $16.5 million, primarily funded through borrowings against the
Blacktown property. The fund will be distributed as follows:


employee entitlements will be paid in full (with the majority to be paid
within three business days of execution);



a return to unsecured creditors expected to be between 12 and 15
cents in the dollar, to occur within three to six months of execution;
and



secured creditors and related party creditors are excluded (resulting in
claims in excess of $40 million not participating in any distribution).

Of the $16.5 million fund, $15 million is proposed to be held in the
Administrators’ solicitors’ trust account prior to the second meeting. The
remaining $1.5 million will be paid as soon as practicable (expected within 14
days).
Additional key terms of the DOCA include:


unsecured creditors are treated equally, irrespective of which Red Lea
Group entity their claim is against;



upon execution of the DOCA, related parties (current and former
directors and other related entities) and the financier of the DOCA are
released from any claims that the Red Lea Group may have against
them.

On effectuation of the DOCA the claims identified by the Administrators will be
released and will not be available to the unsecured creditors. The employees
and unsecured will agree to accept the payments outlined above in
extinguishment of their claims against the Red Lea Group.
Will employees be paid
their outstanding
entitlements?

Per the above, under the proposed DOCA, employees will be paid all
outstanding entitlements in full.
In a liquidation scenario, most employees would be entitled to claim the
majority of their entitlements through the Fair Entitlements Guarantee (“FEG”),
a government funded compensation scheme that assists employees of
companies that are being wound up. Superannuation is not covered by FEG,
payments are not made to non-resident employees, and certain other caps also
apply. FEG payments can take up to six months to be processed, depending on
the circumstances.
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Apart from employees, will
unsecured creditors be paid
a return?

Under the proposed DOCA, unsecured creditors are expected to receive a
dividend of between 12 cents and 15 cents in the dollar.

Where and when is the
Second Meeting of
Creditors?

The Second Meeting of Creditors will be held at Rooty Hill RSL, 55 Sherbrooke
Street Rooty Hill NSW 2766 at 11.30am on Monday, 9 July 2018.

What is the purpose of the
second meeting of
creditors?

The purpose of the second meetings is for creditors to decide the future of the
Red Lea Group. In this regard, the options available include whether the Red
Lea Group should be returned to the Director; or enter into a DOCA; or enter
into liquidation.

What do the Administrators
recommend creditors
should do and why?

The Administrators recommend that creditors of each company vote in favour
of the DOCA, as it provides a more certain, timely and superior financial
outcome than a liquidation.

Where I can get more
information?

If you require any further information, please review the McGrathNicol website
and contact redlea@mcgrathnicol.com

In a liquidation scenario, there is a significant risk that unsecured creditors will
not receive any return, or that if returns are received, they are unlikely to
exceed 10 cents in the dollar. As any returns will only occur from litigation
recoveries, it may be many years before a distribution is paid.
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Introduction
This section outlines the appointment of Voluntary Administrators, the details of the first and second meeting of
creditors and the purpose and content of this report.

Appointment
Barry Kogan, Jason Preston and Kathy Sozou (“the Administrators”) were appointed Joint and Several Administrators of the
following entities on 29 March 2018 (“the Appointment Date”) by resolution of the Current Director, pursuant to Section
436A of the Corporations Act 2001 (“the Act”):


Red Lea Chickens Pty Ltd ACN 602 950 569 (“RL Chickens”)



ORLC 92 Pty Ltd ACN 002 156 569 (“ORLC”)



Red Lea Franchise Pty Ltd ACN 165 331 724 (“RL Franchise”)



Red Lea Franchising Pty Ltd ACN 109 704 163 (“RL Franchising”)



Red Lea Logistics Pty Ltd ACN 609 797 051 (“RL Logistics”)



Red Lea Leasing Pty Ltd ACN 165 774 443 (“RL Leasing”)



Red Lea Hatchery Pty Ltd ACN 609 804 999 (“RL Hatchery”)



Red Lea Feed Pty Ltd ACN 609 805 147 (“RL Feed”)



Red Lea Corrugation & Flexo Pty Ltd ACN 610 759 512 (“RL Corrugation”)



Red Lea Retail Holding Pty Ltd ACN 610 630 469 (“RL Retail”)



(collectively, “the Red Lea Group” or “RLG” or “the Companies”).

Object of this administration
In an administration, Administrators are empowered by the Act to assume control of an insolvent company, superseding
the powers of the Directors and Officers, to manage the company’s affairs and deal with its assets in the interests of its
creditors.
The objective of a voluntary administration is to maximise the prospects of a company continuing in existence (in whole or
in part) or if that is not possible, to achieve better returns to creditors than would be achieved by its immediate
liquidation. During an administration there is a moratorium (i.e. freeze) over most pre-administration creditor claims.
Administrators are required to investigate the company’s affairs and report to creditors on the Administrators’ opinion as
to which outcome of the administration process is in the creditors’ best interests in order to inform and assist creditors
prior to voting at the second meeting.

First meeting of creditors
Section 436E of the Act requires the Administrators to convene the first meeting of creditors within eight business days of
being appointed.
The first meetings of creditors of RLG were held on 12 April 2018 (“First Meetings of Creditors”), at which there were no
nominations to appoint an alternative Administrator for any of the Companies.
Creditors resolved at the First Meetings of Creditors to appoint a Committee of Inspection (“COI”) to RL Chickens. Details
of the members of the COI are available in the minutes of the First Meetings of Creditors. Since our appointment, we have
convened two meetings of the COI, on 2 May 2018 and 20 June 2018. Minutes of the meetings are available on request.

Extension of convening period
Section 439A of the Act requires the Administrators to convene a second meeting of creditors within 20 business days (or
25 under certain circumstances) of being appointed. This is referred to as the “convening period”. From that date, five
business days notice is to be given to creditors ahead of the meeting being held. For RLG, the second meetings of
creditors were originally due to be held on or before 14 May 2018.
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However, at the request of RLG’s parent company, Redlea Group Holding Pty Ltd (“Redlea Group Holding”), on 3 May 2018
the Administrators filed an application with the Federal Court of Australia (“the Court”) under section 447A of the Act for
orders granting an extension to the convening period for the second meetings of creditors. An extension of eight weeks
was sought, in order to provide further time:


for Redlea Group Holding to formulate and propose a Deed of Company Arrangement (“DOCA”); and



to investigate the affairs of RLG and report to creditors on potential future recoveries.

On 3 May 2018, the Court granted the requested extension of the convening periods to 2 July 2018, meaning that the
second meetings of creditors of RLG must be held on or before 9 July 2018. The Administrators wrote to creditors in this
regard on 7 May 2018.

Second meeting of creditors
The purpose of the second meeting is for creditors to:


Decide on the future of the Companies, with the options available being whether the Companies should:


be returned to the Current Director;



enter into a DOCA; or



enter into liquidation.



Consider and, if thought fit, approve the remuneration of the Administrators and future remuneration of the Deed
Administrators (should creditors resolve for a DOCA to be entered into); and



If any Company is wound up:


consider and, if thought fit, approve the Liquidators’ remuneration;



consider the appointment of a COI;



consider authorising the Liquidators to compromise debts of the Company under Section 477(2A) of the
Act; and



consider authorising the Liquidators to enter into agreements that may take longer than three months to
complete under Section 477(2B) of the Act.

The forthcoming second meetings of creditors for each company have been convened to be held on 9 July 2018 at
11.30am AEST at Rooty Hill RSL, 55 Sherbrooke Street Rooty Hill NSW 2766 (“the Second Meetings of Creditors”).
Additional details of the Second Meetings of Creditors can be found in Section 16 with the official notice of meeting
included at Appendix A.

Purpose of this report
Section 75-225 of Insolvency Practice Rules (Corporations) 2016 (“IPR”) requires a Voluntary Administrator to provide a
report to all creditors ahead of the second meeting of creditors, containing:


details about the business, property, affairs and financial circumstances of the entities under administration;



if a DOCA is proposed, the details of the DOCA; and



the investigations undertaken by the Administrators, and the Administrators’ opinion about each of the options
available to creditors, and the course of action that the Administrators recommend is in creditors’ best interests.

(“the Administrators’ Report” or “this Report”)

Context of this report
In reviewing this Report, creditors should note the following.


This Report and the statements herein are based on our preliminary investigations of RLG’s affairs to date. The
investigations have been undertaken from available books and records, as well as information provided by RLG’s
officers, key personnel where applicable, and from our own enquiries.
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The statements and opinions in this Report are given in good faith and whilst we have no reason to doubt any
information contained in this Report, we reserve the right to alter our conclusions should the underlying
information prove to be inaccurate or materially change from the date of this Report.



Any additional material issues which are identified subsequent to this Report may be the subject of a further
written Report and/ or tabled at the forthcoming Second Meeting of Creditors.



In considering the options available to creditors and formulating our recommendation, the Administrators have
necessarily made forecasts of asset realisations and total creditors. These forecasts and estimates may change as
asset realisations progress and claims are received from creditors. Whilst the forecasts and estimates are the result
of the Administrators’ best assessment in the circumstances, creditors should note that the outcome for creditors
may differ from the information provided in this Report.



Further, the assessment of potential claims in this Report has been performed on a preliminary basis based on
information available to the Administrators at the time of completion of this Report. As a consequence, the
Administrators reserve their right to alter their assessment if further relevant information is provided after the date
of this Report or as a consequence of a more thorough, detailed investigation in the event that any entity is
wound up.

Declaration of Independence, Relevant Relationships and Indemnities
In accordance with Section 436DA of the Act and the Australian Restructuring, Insolvency & Turnaround Association
(“ARITA”) Code of Professional Practice, a Declaration of Independence, Relevant Relationships and Indemnities (“DIRRI”)
was enclosed with our first communication to creditors (and tabled at the First Meetings of Creditors).
The DIRRI disclosed information regarding our independence, prior personal or professional relationships with the
Companies or related parties and indemnities received in relation to this appointment. For convenience, this has been
summarised and restated below, with a copy of the DIRRI included at Appendix F and available on our website (see section
16 for details).
Independence
We, Barry Kogan, Jason Preston and Kathy Sozou of the firm McGrathNicol, have undertaken a proper assessment of the
risks to our independence prior to accepting the appointments as Administrators of the Companies in accordance with the
law and applicable professional standards. This assessment identified no real or potential risks to our independence. We
are not aware of any reasons that should have prevented us from accepting or continuing this appointment.
Indemnities and up-front payments
Prior to the Appointment Date, Redlea Group Holding paid $500,000 into a trust account which has been transferred into
an account operated by RL Chickens under the control of the Administrators.
The $500,000 sum represents an unconditional indemnity for trading costs and the Administrators’ fees and costs, which
may be drawn upon if the assets of RL Chickens are insufficient to meet these costs.
To date, these funds have been used for the orderly wind down of the main trading entities and to cover certain of the
Administrators’ costs, e.g. in relation to holding the first creditors meetings. No payments have been made in relation to
the Administrators’ fees.
Ongoing assessment
Since the Appointment Date, we have continued to assess whether any potential conflict of interest issues have developed.
At the date of this Report, our opinion has not changed in that there is no change to the information provided in the
DIRRI.
The Administrators remain of the view that their prior professional relationships as outlined in the DIRRI do not create or
give rise to any conflict of interest.
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Background and statutory information
This section provides creditors with details regarding the entities within the Group, its shareholders, the Directors
and other statutory information, as well as the history of RLG and the circumstances leading to the appointment of
Administrators.

Corporate structure
The corporate structure for RLG and related entities as at the Appointment Date is set out below, with those entities inside
the red dotted line subject to the Voluntary Administration:
Figure 1: Corporate structure
RL Property Holding Pty Ltd
plus eight subsidiaries

Red Lea
Chickens
Pty Ltd

Assad Ullah Asid (45%)
Muhammad Asif (45%)
Fatima Batool (10%)

Redlea Group Holding Pty Ltd

ORLC 92
Pty Ltd

Red Lea
Hatchery
Pty Ltd

Red Lea Feed
Pty Ltd

Two wholly
owned
subsidiaries

Red Lea
Retail
Holding
Pty Ltd

Red Lea
Franchising
Pty Ltd

Red Lea
Franchise
Pty Ltd

Red Lea
Logistics
Pty Ltd

Red Lea
Leasing
Pty Ltd

Red Lea
Corrugation
& Flexo
Pty Ltd

Subject to appointment of
Voluntary Administrators

Main processing
entity

Holding entity

Operational
support entities

Dormant
entities

End sale
entities

Other related
entities

History
Velcich family ownership
The Red Lea Group was founded in 1957 when John Velcich started operating a chicken farm on his home property in
Blacktown NSW. In the 1960s, once the operations had expanded, the Red Lea Group relocated to the current address on
Flushcombe Road, Blacktown.
During the 1970s, an automated processing plant was built, and the first retail store was opened on Alpha Street in
Blacktown. The plant was later expanded and the existing factory was built at the start of 1980.
By late 2014, when Mr Velcich was negotiating a sale of the business, the Red Lea Group was operating a large processing
plant, six farms and numerous stores (both company owned and franchised).
We understand that at this time, the Red Lea business was generally trading at a loss and amongst other issues, this was a
key driver for the sale.
Acquisition transaction
Toward the end of 2014, the Asif family were seeking to make an investment in Australia and were introduced to the
Velcich family through a mutual advisor. The negotiations around a purchase of the Red Lea business were short and a
Heads of Agreement was entered into on 10 September 2014, with the long form sale documentation being finalised in
April 2015.
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We understand that the purchase price was negotiated on the basis of the Group’s balance sheet (i.e. a net assets
purchase), without reference to the earnings or profitability of the business. We understand that this is because in FY14
ORLC (the main trading company at that time) recorded a net loss of $11.6 million.
Implementing the agreed transaction required creation of a new corporate group, for the following key reasons:


The Asif family purchased 79% of the operating business of the Red Lea Group, with the intention that the Velcich
family would retain a 21% share (although it appears this was never implemented);



The Asif family purchased 100% of fixed assets and the real property (including the main trading location at
Blacktown and various farms); and



The structure under the Velcich family’s control was complex and included various entities and trusts, and a
consolidated tax group.

The implementation process, facilitated by an Implementation Deed, took a significant period, with many of the required
transfers not becoming effective until 1 July 2016. The key steps in the restructure were as follows:


All shares in the then Red Lea Chickens were acquired by the Asif family and the entity was renamed ORLC 92 Pty
Ltd (the entity referred to as ORLC in this Report);



A new entity was created and called Red Lea Chickens Pty Ltd (the entity referred to as RL Chickens in this Report)
and this entity held 100% of the shares in ORLC;



The shares in RL Chickens were issued to the Asif family, with the intention of 21% being transferred to the
Velcich family as agreed;



The chicken processing business of ORLC and its operational assets and liabilities were transferred to RL Chickens;



Redlea Group Holding became the parent entity of RL Chickens and the owner of the property at 421-427
Flushcombe Road Blacktown (“the Blacktown property”) (previously held by ORLC and a property trust), resulting
in this entity owning both the trading entities of the business (although the Velcich family were to own 21%), plus
the real property assets required to operate the business; and



RL Property Holding Pty Ltd was incorporated in order to hold the other real property assets, including the farm
properties (this entity and its subsidiaries are not subject to the Voluntary Administration).

We understand that these steps were designed to facilitate the Velcich family retaining a partial ownership in the
operations of the business while relinquishing all ownership in the real property assets. It also enabled a consolidated tax
group to exist within the newly created Redlea Group Holding structure.
Figure 2: Impact of acquisition structure
Velcich family

Asif family
100%

21%
(intended
but never
occurred)

Redlea Group Holding Pty Ltd

100%
Red Lea
Chickens
Pty Ltd
Transfer of
business
operations

Transfer of
property and
fixed assets

100%
ORLC 92
Pty Ltd

Source: Management and ASIC searches
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Asif family ownership
During the first twelve to eighteen months of the Asif family ownership of the business (i.e. early 2015 to late 2016),
members of the Velcich family maintained management positions.
We are advised that within the first twelve months, there was a significant dispute between the Velcich family and the Asif
family, which involved, amongst other things, alleged breach of covenants. This dispute was settled prior to our
appointment, leading to the Velcich family exiting the business entirely (as part of the dispute settlement, the 21% interest
in RL Chickens was never issued to the Velcich family).
After simply monitoring the business for the first twelve to eighteen months, upon the exit of the Velcich family
representatives, Assad Asif (the sole current director) moved to Australia and took on the role of CEO and Managing
Director of the business.
The key events that occurred from the date of the purchase by the Asif family to the date of the appointment of Voluntary
Administrators is provided at section 3.4.

Business operations
RLG was a vertically integrated business, producing a range of poultry products, and selling to wholesalers, supermarkets,
food service outlets and directly to the public through its retail stores (owned and franchised), supported by an in-house
logistics function. Prior to the Appointment Date, RLG’s market share was estimated at 3.8% (Source: IBIS World “Poultry
Processing in Australia Industry Report”).
The diagram below summarises the key operations of RLG’s business at the Appointment Date, from the production of
eggs through to the sale of chicken products to consumers.
Figure 3: Business operations

Breeder Farms
Produced eggs

Some farms owned and
operated by Breeders/
Growers, with some
leased and operated by
RL Chickens

Hatchers

Hatched eggs

RL Logistics
(70 trucks)

Supported RLG’s
distribution needs

RL Chickens

Provided feed

Grower Farms
Received 1 day old
chicks and grew to
55 days

RL Chickens

Processed chickens
at Blacktown plant

RL Chickens
operations
RL Logistics
operations

Retail Outlets
(7 locations)

Franchise Outlets
(22 locations)

RL Retail &
Franchise stores

Other

External parties

Source: Management
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Business segments
The key business segments, as shown in the diagram above included:
RL Chickens:





RL Chickens was the main trading entity of the Group. The company was responsible for the rearing and
processing of the chicken livestock. Breeder farms (operated by RL Chickens) produced the eggs, which
were transferred to hatcheries until the arrival of the chicks. Once born, the day old chicks were
transferred to grower farms (largely operated by third parties) until the chicks were 55 days old, at which
point they were transferred to the processing plant at Blacktown.



RL Chickens employed approximately 300 staff at the Blacktown site including factory workers,
administration and finance staff, and approximately 50 employees who were located across various farms.

RL Logistics:





RL Logistics commenced operations in 2015, for the purpose of supporting each stage of RL Chickens’
business operations (i.e. egg transport, feed transport, live bird transport, trailer hire and delivery of
finished goods to the stores).



RL Logistics employed 13 staff and operated a fleet of around 70 leased trucks.

RL Retail, RL Franchise and RL Franchising:





Products from the Blacktown processing plant were distributed to 29 retail outlets in NSW (in addition to
other customers), seven of which were owned by RL Retail, with the remaining 22 being franchise outlets,
managed through either RL Franchise or RL Franchising.



RL Retail employed 46 staff to operate the seven company owned retail outlets, and the franchise entities
employed two staff members to manage the franchise network.

Business locations
The Red Lea Group operated solely in NSW, with the main processing plant and the majority of its retail and franchising
outlets concentrated in the greater Sydney area.

Timeline of key events
Based on information provided by management, outlined below is a timeline of key events from the time of the Asif
family’s purchase of RLG to the Appointment.
Table 1: Timeline of key events
Year

Description

November 2014

The Asif family negotiated to purchase the Red Lea business from the Velcich family, with an
immediate injection of $5 million made to the business’ working capital.

April 2015

The sale was completed, with members of the Velcich family remaining in management positions.
An additional $25 million was invested by the Asif family, made up of $10 million in equity to the
Velcich family, and the balance to repay debt and provide additional working capital.

April to July 2015

The acquisition restructure was implemented by way of an Implementation Deed, involving business
and property assets being transferred to newly created operating entities (see section 3.2.2 above).

Throughout 2016
and 2017

Certain major customers entered insolvency, leaving a c. $4 million bad debt exposure.

January 2016
onwards

Key players in the industry start what became known as “the Chickens War”, reducing the retail
price of whole hot roast chickens from c. $11 to c. $8, with the price never recovering to historical
levels. This impacted the secondary market also, which RLG largely supplied, squeezing margins at
every stage.

180702-AdministratorsReportCreditors-HM

16

Year

Description

December 2016
to June 2017

Major suppliers reduced terms to COD, creating a c. $12 million to $15 million additional working
capital requirement.

January 2017

Remaining Velcich family members exit management positions, following dispute with Asif family.

February 2017

The Group received an enquiry from a significant industry participant regarding a potential
purchase. A period of due diligence was undertaken, however no formal offer eventuated.

Throughout 2016
and 2017

A further c. net $4.8 million (c. gross $16.6 million) in funding from the Asif family was advanced
into RL Chickens, as a result of trading losses, i.e. the operations being insufficient to cover the cash
needs of the business.

Early 2017

We are advised that a dispute with the Asif family’s overseas business lenders escalated, resulting in
the related party funding available to RL Chickens reducing significantly.

April 2017

A new $10 million debtor factoring facility with Scottish Pacific Business Finance Pty Ltd (“ScottPac”)
was taken out, to assist with management of working capital.

May 2017

After internal meetings between the livestock, finance and production departments, it was decided
to decrease the rate of production, to reduce supply and thereby achieve superior prices. Before
this time, average production was about 105,000 chickens per day, reduced to 80,000 per day and
further reduced to 60,000 per day in October 2017.

May/June 2017

The Directors engaged advisors to assess the business and develop restructure options.

July 2017 to
February 2018

As mentioned, over time, the volume of chickens produced was reduced, in an effort to right-size
RLG’s cost structure, however a significant trading loss still occurred in the period YTD February
2018.

January to March
2018

The Directors unsuccessfully sought external funding in order to restructure the business and meet
trading losses.

March 2018

Three of the four directors resigned, and the sole remaining director (the Current Director) resolved
to appoint Barry Kogan, Jason Preston and Kathy Sozou as Joint and Several Administrators on
29 March 2018 (refer section 3.7.2 for further details).

Outstanding statutory demands or winding up applications
Whilst there were no winding up applications, as at the Appointment Date, there were 17 statutory demands served
against RL Chickens, ORLC and RL Logistics, totalling c. $2.3 million, c. $1.4 million and c. $120,000 respectively.
Collectively, ten of the statutory demands served on RL Chickens and ORLC related to claims by growers, one was served
by a statutory creditor and the remaining were served by unsecured trade creditors.
A detailed breakdown of the statutory demands served against RL Chickens, ORLC and RL Logistics can be found at
Appendix C.

Statutory details
Appendix B contains the statutory details (e.g. date of incorporation, registered office, class and description) as well as
other information for each individual entity as at the Appointment Date.
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Officers
Appointment of directors
A search of the records maintained by the Australian Securities and Investments Commission (“ASIC”) database as at the
date of our appointment revealed that all ten entities subject to the Administrators’ appointment had historically had
common directors, all being members of the Asif family.
Table 2: Directors and officers of the Red Lea Group
Directors and officers of the Red Lea Group
Name

Role

First Appointment Date

Resignation Date

Assad Ullah Asif

Director

4 March 2015

-

Bilal Asif

Director

4 March 2015

29 March 2018

Muhammad Asif

Director

4 March 2015

29 March 2018

Fatima Batool

Director and Secretary

4 March 2015

29 March 2018

Source: A search of ASIC records, on 27 April 2018

On completion of the purchase from the Velcich family, the four directors were appointed to all entities on 4 March 2015
(those entities that were in existence at that time), and then to each of the new operating entities as they were
incorporated.
The officer details by entity are provided at Appendix B.
Resignation of directors
Three of the four directors resigned from all entities in the hours preceding the Administrators’ appointment, being
Muhammad Asif, Bilal Asif and Fatima Batool. We have been provided with the following explanation for this timing from
the remaining director’s advisors:


On 29 March 2018, three of the four directors were resident overseas, with only Assad Asif residing (and located)
in Sydney;



Redlea Group Holding and RLG had sought bridging finance which was in the final stages of approval (these
funds were, in part, applied to pay wages in the week preceding the Appointment);



The decision was made to have the three directors noted above resign for the following reasons:


Assad Asif had been for some time, the sole family member involved in the day to day operations of the
business;



the incoming financier required documents to be executed in person; and



having one sole director located in Sydney would simplify the process of appointing Voluntary
Administrators.

Shareholders
Figure 1 (section 3.1) outlines the corporate structure of the Red Lea Group, reflecting the following shareholdings in each
entity:


ORLC is a wholly owned subsidiary of RL Chickens;



RL Retail is owned by Assad Asif (45%), Muhammad Asif (45%) and Fatima Batool (10%); and



all other entities in administration are wholly owned subsidiaries of Redlea Group Holding.

Appendix B contains further details of the shareholders for each individual entity as at the date of our appointment.
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Security interests
A search of the Personal Properties Securities Register (“PPSR”) as at the date of our appointment revealed security
interests held against the Red Lea Group, as summarised in the table and diagram below.
Table 3: PPSR registrations against the Red Lea Group
PPSR registrations against the Red Lea Group
Creditor Group

Secured Party

Collateral class

Number

Secured Creditor

St George Finance Ltd

Other goods

5

Secured Creditor

Westpac Banking Corporation

All PAP with exception

1

Secured Creditor

Scottish Pacific Business Finance Pty Ltd

All PAP and account

6

Secured Creditor

Remagen Capital Management Pty Ltd

All PAP with exception, account & general intangible

41

Motor Vehicle

Toyota Finance Australia Ltd

Motor vehicles and other goods

72

Suppliers

Various

Sundry

56

Total

181

Source: PPSR searches undertaken on 29 March 2018

Figure 4: PPSR registrations against the Red Lea Group
Assad Ullah Asid (45%)
Muhammad Asif (45%)
Fatima Batool (10%)

Hequ Trading Pte. Ltd
(Singaporean entity)

RL Property Holding Pty Ltd
plus eight subsidiaries (only
certain ones subject to security)

Red Lea
1
Chickens
Pty Ltd

ORLC 92
Pty Ltd

Two wholly
owned
subsidiaries

Redlea Group Holding Pty Ltd

Red Lea
Leasing
Pty Ltd

Red Lea
1
Logistics
Pty Ltd

Red Lea
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Red Lea
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1
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1
Pty Ltd
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1
Holding
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Red Lea Feed
Pty Ltd

Shareholders
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Australia
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Mgnt

Entities in VA

Westpac and/or
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Key points:


On Appointment, Westpac Banking Corporation, ScottPac and Remagen Capital Management (“Remagen”) all held
all present and after-acquired property (referred to as “all PAP”) security interests in RL Chickens, allowing them to
recover fixed assets in priority to other creditor classes of RL Chickens’.



Westpac’s security was in relation to $3.9 million finance facility provided by St George, a subdivision of Westpac.



ScottPac’s security was in relation to the $10 million debtor factoring facility taken out in April 2016 (discussed in
section 3.4), to assist with management of working capital.
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Remagen’s security was in relation to $1.1 million funding extended to RL Chickens (and other related entities)
just prior to the Appointment. $500,000 of this funding was subsequently transferred to the Administrators’
(discussed in section 2.8.2), representing an unconditional indemnity for trading costs and the Administrators’ fees
and costs, which may be drawn upon if the assets of any of the entities subject to appointment are insufficient to
meet these costs.

Since the Appointment Date:


Toyota Finance Australia (“Toyota”) realised the leased trucks held by RL Logistics. A shortfall of c. $940,000
remains, which Toyota will claim as an unsecured creditor.



Remagen refinanced the St George facility and Redlea Group Holding (in its capacity as guarantor) repaid the
ScottPac facility. As a result of these transactions, Remagen has replaced St George as secured creditor and
Redlea Group Holding has acquired a right of subrogation in relation to ScottPac’s security interest.



A further 40 security charges remain, the majority of which appear to relate to historical suppliers and therefore
likely to be no longer required or enforceable. Included in this number are nine that appear to be invalid and a
small number where further documentation has been requested from the charge holders.



An additional 24 security interests have been discharged, in response to our request to all charge holders to
remove any charges that were no longer required or enforceable.

Further details of the PPSR registrations for each of the ten entities is provided at Appendix B.
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Administrators’ actions to date
This section provides creditors with details regarding the key activities undertaken by the Administrators and their
staff since the Appointment.
The Administrators and their staff have attended to the following matters since our appointment:

Statutory obligations


Notifying major financial institutions of the appointments, taking control of available cash and amending bank
signatories.



Attending to statutory duties including informing ASIC, the Australian Taxation Office (“ATO”), the Office of State
Revenue (“OSR”) and various other statutory authorities of the appointments.



Attending to meetings with the Current Director and employees to understand the background and financial
position of the Companies.



Issuing requests to the Director to complete a Report as to Affairs, Director’s Questionnaire and deliver the books
and records of the Companies to the Administrators.



Securing books and records including electronic accounting records.



Reviewing the books and records of the Companies and undertaking preliminary investigations to ascertain the
Companies’ financial position and any transactions that may be recoverable by a Liquidator.



Instructing lawyers in relation to various legal matters.



Liaising with the following key stakeholders, including issuing circulars and being available to answer all queries:





employees;



union representatives;



secured creditors;



growers;



unsecured trade creditors; and



franchisees.

Attending to other general and statutory requirements.

Discontinuing of operations


Informing all employees (except a small skeleton team who were to remain temporarily), of the immediate shut
down of the plant and their consequent redundancies.



Completing an urgent sale of all remaining livestock that had not been processed as at the Appointment Date.



Securing and insuring the physical assets of the Red Lea Group and assessing options to realise these assets for
the benefit of creditors.



Liaising with landlords in relation to disclaiming unnecessary lease arrangements.



Liaising with franchisees concerning a settlement agreement in relation to all claims between the parties.

Employees


Managing employees and informing staff of their rights and the manner in which the Voluntary Administration
process affects their entitlements.



Liaising with relevant union representatives in order to keep employees as well informed as possible.



Calculating outstanding employee entitlements having regard to company records and underlying employment
contracts, and agreeing these with employees.
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Calculating outstanding superannuation entitlements and working with the broader Red Lea Group’s financial
advisors to complete the necessary notifications to the ATO.

Creditors


Issuing Notices of Appointment and a first Circular to Creditors convening the meetings of creditors held on
12 April 2018.



Convening and Chairing the First Meetings of Creditors held on 12 April 2018 and lodging the minutes of the
meetings with ASIC.



Convening and Chairing meetings of RL Chickens’ Committee of Inspection on 2 May 2018 (and lodging the
minutes of the meeting with ASIC) and 20 June 2018.



Preparing and filing an application to Court to seek an extension of the convening period for the second creditors
meeting.



Preparing this Report pursuant to section 75-225 of Insolvency Practice Rules (Corporations) 2016 including
undertaking investigations and preparing comparative analysis to assist creditors in making a decision in relation
to the Companies’ future and convening the Second Meetings of Creditors.



Reviewing in detail the books and records of RLG and any proofs of debt received, in order to form a view on the
value of the unsecured creditor claims.



Liaising with relevant parties in relation to a proposed DOCA.

Investigations


Refer section 9 for details of the investigations performed during the Voluntary Administration period.
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Historical financial performance and position
This section of the Report sets out historical financial information for the Red Lea Group and provides comments
on the key drivers of the reported results.
Redlea Group Holding and its subsidiaries prepared annual audited consolidated financial statements. We have been
provided with these accounts for the years ended 30 June 2015 (“FY15”) and 30 June 2016 (“FY16”). Audited accounts
were not prepared for the year ended 30 June 2017 (“FY17”). Audited financial accounts were not prepared for standalone entities within the Red Lea Group.
In addition to this, Management has provided us with individual monthly management accounts for FY15, FY16, FY17 and
the eight months up to February 2018 for each of the trading entities. These monthly accounts include statements of
financial performance and position, but do not include statements of cash flow.
In the absence of a Deed of Cross Guarantee it is appropriate to consider the financial position of each of the Companies
separately. That said, Remagen holds a General Security Agreement (“GSA”) over each of the Companies and has crosscollateralised all of its facilities (including the advance provided prior to the Appointment), and as a result, each Company
is jointly liable for the secured balance outstanding.
In this section we have presented the combined results of those entities within RLG that were not dormant, being ORLC
(for FY15 only), RL Chickens, RL Logistics, RL Franchise, RL Franchising and RL Retail using the unaudited management
accounts as the primary source.
In doing so, we have not made any elimination adjustments for intercompany transactions, nor have we carried out an
audit or verified the management accounts provided to us. These tables are presented for illustration purposes and to
highlight the key drivers behind the financial position of RLG. Appendix B contains financial information by each individual
entity for the same reporting periods.

Financial performance
A summary of the combined Statements of Financial Performance from the unaudited management accounts for ORLC, RL
Chickens, RL Logistics, RL Franchise, RL Franchising and RL Retail is set out below.
Table 4: Statement of financial performance
Combined Statement of Financial Performance
A$'m

Notes

Sales

1

FY15

FY16

FY17

YTD

175.5

177.2

171.9

81.9

COGS

165.2

166.0

167.9

83.0

Gross profit

10.4

11.2

4.0

(1.1)

5.9%

6.3%

2.3%

(1.4%)

0.5

0.1

1.0

(0.0)

(12.6)

(11.5)

(25.6)

(18.0)

(1.7)

(0.2)

(20.6)

(19.1)

Gross margin

2

Other Income
Expenses

3

Operating Proft (Loss)

Source: Unaudited management accounts

Note 1: Sales remained steady from FY16 to FY17, with a $20 million reduction in RL Chickens offset by the first full year
results in RL Logistics (c. $8.5 million) and RL Retail (c. $10.8 million) in FY17. These two businesses however were
not profitable, contributing c. $400,000 and $3 million in operating losses respectively.
Note 2: As noted in section 3.4, in January 2016, large industry players impacted the retail price of whole hot roast
chickens, which had the effect of squeezing margins at every stage of the production process. This appears to
have impacted the Group, with the gross profit reducing by more than 50% from FY16 to FY17, and RL Chickens
alone incurring a $10 million loss.
Note 3: As stated in Note 1, FY17 was the first full year for RL Logistics and RL Retail, with both businesses incurring
expenses in excess of gross profit (while RL Chickens’ expenses remained steady) thereby offsetting any benefit
from the expanded revenue streams.
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Financial position
A summary of the combined Statements of Financial Position from the unaudited management accounts for ORLC, RL
Chickens, RL Logistics, RL Franchise, RL Franchising and RL Retail is set out below:
Table 5: Statement of financial position

Combined Statement of Financial Position
A$'m

Notes

Jun-15

Jun-16

Jun-17

Feb-18

Current assets
Cash

1

3.5

2.7

0.4

0.0

Receivables

2

23.5

21.0

23.6

30.8
0.3

Other asset

(0.1)

0.7

0.6

Inventories

14.1

14.9

13.0

5.8

Total current assets

40.9

39.4

37.6

37.0

Non-current assets
Investments/ loans to related parties

3

5.9

32.9

38.8

31.3

PPE

3

20.7

5.2

8.6

8.4

Other

0.9

0.8

1.1

Total non-current assets

26.6

-

39.0

48.3

40.7

Total assets

67.5

78.4

85.8

77.7

(23.5)

(25.7)

(37.7)

(41.4)

(0.4)

(2.2)

(1.9)

2.5

(0.0)

(0.0)

(3.9)

(3.8)

Deferred marketing income

(0.3)

(0.9)

(1.2)

(1.4)

Employee entitlements

(5.3)

(4.7)

(5.1)

(4.9)

Current liabilities
Payables

4

Loans from related parties
Loans from non-related parties

5

Other

(1.5)

(3.4)

(0.4)

(0.2)

(31.1)

(36.9)

(50.2)

(49.2)

Employee entitlements

(0.7)

(0.8)

(0.7)

(1.3)

Tax

(1.5)

-

-

-

Total current liabilities
Non-current liabilities

Loans from related parties

1, 4, 6

Loans from non-related parties

6

-

(0.8)

(34.7)

(44.7)

(13.1)

(19.0)

-

(7.7)

-

-

0.2

0.1

Total non-current liabilities

(15.4)

(20.6)

(35.3)

(53.6)

Total liabilities

(46.5)

(57.4)

(85.4)

(102.9)

Net assets

21.1

20.9

0.4

(25.1)

Shareholders equity

21.1

20.9

0.4

(25.1)

Other

Source: Unaudited management accounts

Note 1: From FY15 to FY18 YTD, RLG’s cash reserves reduced significantly, with the operations of the business being
insufficient to sustain the group and regular injections of cash from related parties being required. This is evident
by the substantial increase in non-current loans from related parties.
Note 2: Whilst the overall value of debtors is consistent from FY15 to FY17, the underlying nature of the balances changed.
The FY15 and FY16 balances represent RL Chickens trade debtors whilst in FY17 and YTD FY18 the balance is
made up of non ScottPac financed trade debtors in RL Chickens, and significant intercompany balances following
the commencement of RL Logistics. Based on collections made since the Appointment, the receivables balance
was overstated and largely uncollectible.
Note 3: As discussed in section 3.2.2, the acquisition from the Velcich family resulted in PPE reducing by c. $15 million and
loans to related parties increasing by c. $26 million, presumably reflecting (among other changes) the real
property being transferred to Redlea Group Holding. The $31.3 million in related party investments recorded in
the balance sheet is comprised of a $15.7 million investments in RL Logistics, a $19.2 million investment and a net
negative balanced owed from entities within the Red Lea Group and other related parties.
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Note 4: Together with the various loan accounts, RLG’s accounts payable increased significantly from FY16 to FY17, while
cash decreased, all signs of working capital constraints and cash flow issues.
Note 5: A $4 million facility with St George was entered into in FY17, with security granted over Redlea Group Holding and
RL Chickens.
Note 6: Loans from related parties appear to have replaced loans from non-related parties in FY17 and YTD FY18. This is
due to the real property assets historically held in ORLC (offering security to financiers) having been transferred
out to Redlea Group Holding and the property entities. The main funding source into RL Chickens as at our
appointment was a loan from Redlea Group Holding, refer section 5.4 for further details.

Cash flow
Statements of cash flow were not included in the monthly management accounts, only in the annual audited accounts for
Redlea Group Holding and subsidiaries. As these accounts are available for FY15 and FY16 only, include Redlea Group
Holding (outside of our appointment) and exclude RL Retail (included in our appointed), they do not appropriately reflect
the underlying cash flows of the trading group at the time of our appointment. Accordingly, we have not commented on
them in this Report.
The key source of funding for RLG, necessary due to the consistent trading losses, was an intercompany loan between
Redlea Group Holding and RL Chickens. This is discussed in the following section 5.4.

Intercompany loans
The Management Accounts as at 28 February 2018 disclose that RLG owed related parties c. $44.7 million in non-current
loans.
The key balances making up the related party loan total are:


RL Logistics owes RL Chickens $15.7 million; and



RL Chickens owes Redlea Group Holding $28.9 million.

The amount of $15.7 million owed by RL Logistics to RL Chickens represents amounts paid by RL Chickens to support RL
Logistics and its fleet of trucks. We note however, that this related party loan should effectively be offset by $15.6 million
in trade debtors in the balance sheet which are owed by RL Chickens to RL Logistics for delivery services.
The amount of $28.9 million owed by RL Chickens to Redlea Group Holding represents amounts advanced primarily by the
Asif Family (or related parties) through loan accounts between RL Chickens and Redlea Group Holding.
As outlined earlier in this report, Redlea Group Holding is controlled by the Asif Family and falls outside of the Red Lea
Group. Therefore, based on the balance sheets alone, it appears that the Asif Family interests were owed around $28.9
million from Red Lea Group as at 28 February 2018.
A review of the underlying related-party transactions in the loan schedule identifies that the Asif Family and their interests
advanced $54.1 million over a four year period, and withdrew (i.e. were repaid) $25.2 million of that amount. The net
liability of RL Chickens to Redlea Group Holding on Appointment therefore was $28.9 million.
Provided below is a summary of the movement in the net intercompany loan balance provided by Redlea Group Holding
to RL Chickens from December 2014 to 31 January 2018 as recorded in loan schedules maintained by Management:
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Figure 5: Funds advanced to RL Chickens via Redlea Group Holding
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As outlined in section 5.2 above, an investment of $19.2 million in Redlea Group Holing is recorded in the non-current
assets section of the balance sheet as 28 February 2018. We understand that the majority of the amount recorded as an
investment in Redlea Group Holding is the non-cash journal entry to reflect the transfer of the Blacktown Property. It is
unclear whether the amounts owed to Redlea Group Holding would offset the amounts owed from Redlea Group Holding.
On any measure, it is clear that RL Chickens received more funds from Redlea Group Holding than it returned.
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Financial position based on Report as to Affairs
This section of the Report sets out the information provided by the Current Director on his view of the financial
position of the Companies, including comments on the reasonableness of that information and any realisations that
have been made since the Appointment.
The Current Director has prepared and lodged a Report as to Affairs (“RATA”) for each of the entities under Voluntary
Administration. A summary of the RATA for each entity is provided in Appendix B, with the consolidated numbers set out
below. In preparing this summarised RATA, we have combined the total of each asset and liability presented in the RATA
for each entity under Voluntary Administration, without making any elimination adjustments to take into account the effect
of intercompany transactions.
Table 6: Report as to affairs

Combined Report as to Affairs as at 29 March 2018
A$'000

Notes

Book value

Director's net
realisable value

Assets
Interest in land

-

-

Sundry debtors

1

33,644

295

Cash on hand

2

32

32

Cash at bank

2

30

31

Stock

3

3,165

918

Plant & equipment

4

383

-

Other assets

5

400

-

Total assets

37,654

1,275

(17,350)

(15,022)

6

7,241

6,799

Net secured creditor amounts

6

(10,109)

(8,223)

Employee entitlements

7

(9,437)

(9,437)

Preferential claims

7

(1,527)

(1,527)

Unsecured creditors

8

(53,335)

(4,096)

Contingent creditors

6

Liabilities
Secured creditors
Funded debtors

(2,000)

(2,000)

Total liabilities

(86,517)

(33,505)

Net assets

(48,863)

(32,231)

Source: Combined director's RATAs

Note 1: The sundry debtor amount includes intercompany balances and debtors not funded by the ScottPac facility (with
these reflected in the “Funded debtors”, note 6). Of the c. $33.6 million included as the book value of debtors, c.
$13 million and c. $15 million are owed to RL Chickens and RL Logistics respectively. These two amounts are
considered uncollectable (as they either relate to disputes, insolvent debtors or are owed by other entities of the
Red Lea Group in Voluntary Administration). Based on collections since the Appointment, we consider the Current
Director’s estimated realisable value to be reasonable.
Note 2: At the date of Appointment, RLG had no cash reserves. This necessitated the funding provided from Redlea Group
Holding (refer section 2.8.2) of $500,000, representing an indemnity for trading costs and the Administrators’ fees
and costs.
Note 3: Stock relates to livestock, feed and processed products. Immediately following the Administrators’ appointment,
the majority of the livestock was sold to a major competitor for c. $500,000. Due to our appointment occurring
on the Thursday before the extended Easter holiday, the need to avoid animal welfare issues, and no other
interested parties, we had no alternative but to sell the stock quickly to the only interested party. The feed on
hand at Appointment was utilised by younger birds still on the grower farms, which eventually realised c. $120,000

180702-AdministratorsReportCreditors-HM

27

in revenue when they were collected for sale by customers. The processed products were shipped to either the
franchise or retail stores, and those customers were invoiced c. $1 million for the sales (of which c. $400,000 has
been collected).
Note 4: To date, we have recovered c. $700,000 in ‘Plant & equipment’ from the sale of the unencumbered motor vehicles
and trailers. We note that these proceeds are payable to Remagen as secured creditor holding a GSA.
Note 5: Other assets include bank guarantees within RL Leasing (supporting tenancy commitments), which are not
expected to be released.
Note 6: Secured creditors include ScottPac’s security over the majority of RL Chickens’ debtors (c. 6 million), the facility
with St George (c. $4 million) and Toyota’s security over RL Logistics’ motor vehicles (c. 8 million). We note that
Remagen has since refinanced the St George facility and Redlea Group Holding has repaid ScottPac and has right
of subrogation over its security. Toyota’s security of the motor vehicles has now been largely realised, with the
outstanding balance reduced to c. $940,000. This shortfall will now rank as an unsecured claim, included in our
analysis at section 11. The contingent creditor amount relates to a guarantee provided by certain companies in
relation to the funds provided by Remagen just prior to our appointment (refer section 2.8.2).
Note 7: As discussed at section 4.3, we have performed a detailed adjudication process on the employee entitlements and
preferential claims, with c. $10.5 million (plus a contingency of $150,000) now agreed with employees and
included in our analysis at section 11.
Note 8: Of the c. $53 million of unsecured creditors listed in the Red Lea Group RATAs, c. $24 million is owed to related
parties. As discussed at section 4.4, we have performed a detailed analysis on the unsecured creditor claims, with
c. $21 million (excluding related party claims) included in our analysis at section 11, based on claims received to
date and our review of the books and records.
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Books and records
This section of the Report sets out our opinion on whether the Companies’ books and records were adequately
maintained, correctly recording all transactions and enabling the financial statements to be accurately prepared and
audited.
One of the matters we are required to provide an opinion on is whether the Companies’ books and records were
maintained in accordance with the requirements of Section 286 of the Act.
This section of the Act requires that a company must keep written financial records that:


correctly record and explain its transactions and financial position and performance; and



would enable true and fair financial statements to be prepared and audited.

Failure to maintain books and records in accordance with Section 286 of the Act provides a presumption of insolvency.
This presumption can be relied upon by a liquidator in an application for compensation for insolvent trading and other
actions for recoveries pursuant to the Act from Directors and other related parties.
We have inspected the books and records of the Companies located at the Blacktown property and maintained in both
physical and electronic form.
As outlined in Section 3, the Red Lea Group is comprised of a number of business units. The business units use a number
of different accounting systems and programs with little or no integration. Our comments in the summary below relate to
all business units, except where stated otherwise.
We consider that a company operating this type of business should, as a minimum, maintain the following books and
records in order to comply with Section 286 of the Act. We set out below our comments on the Companies’ compliance
against each:
Table 7: Books and records
Compliant books and
records

Where kept

Administrators’ comments

Accounting files and
associated working papers

Electronically in Xero
accounting software and
Excel workbooks

Accounting files appear to be broadly accurate and
reconcile with the Red Lea Group statutory accounts
(when they were prepared). Any differences were
immaterial.

Bank statements and
transaction histories

The Blacktown premises
and via online banking
portals

Statements and transaction reports were provided on
request, for the accounts held.

Management accounts

Electronically in Xero
accounting software and
Excel workbooks

Management accounts appear to be accurate and
reconcile with the Red Lea Group statutory accounts
(when they were prepared), however these did not
include cash flow statements.
These were prepared and maintained by the Chief
Financial Officer each month and provided to the
directors on request.

Financial statements and
Audited financial reports

The Blacktown premises
and with the company
auditors

Financial statements and audited financial reports
appear to be accurate. These were audited by HLB
Mann Judd, a national accounting firm, with a specialist
team of auditors.

Supporting documentation
for transactions

In the accounts payable
office at the Blacktown
premises

Where requested, supporting documentation for
amounts owing and owed were provided from RLG’s
systems.
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Compliant books and
records

Where kept

Administrators’ comments

Payroll records

Electronically in the
Aurion payroll system

Payroll and associated records across all entities were
maintained by the payroll staff at the Blacktown
property.

Board meeting minutes

N/A

RLG did not hold board meetings, therefore there are
no board meeting packs or minutes in existence.

Asset listing

Electronically in Xero
accounting software and
Excel workbooks

The asset listing provided on appointment largely
reconciled with third party records.

Statutory and taxation
records

The Blacktown premises
and with the company
advisors

The company engaged HLB Mann Judd, a national
accounting firm, to provide taxation and statutory
advice, including assisting with preparing the
Companies’ superannuation guarantee notifications.
All necessary records for these purposes were readily
available from the Companies’ systems, however we
note that the Companies’ SGC notifications for the two
quarters prior to our appointment were outstanding.

Debtor and creditor listings

Electronically in Xero
accounting software and
Excel workbooks

These were provided as requested on appointment for
the purposes of the Administrators contacting each
party, as well as to perform the Administrators’
investigations. The information provided was detailed
and sufficient, however we note that the debtor listing
in particular included many old debts that were
uncollectible.

Lease contracts /
agreements

The Blacktown property

Lease agreements with selected Franchise and Group
premises were all held through the Red Lea Leasing
entity.
Leasing agreements with Toyota were all held through
the RL Logistics entity.
A number of these agreements had not been
transferred from the previous owners into the Red Lea
Group.

Intercompany transactions
and balances

Electronically in Xero
accounting software and
Excel workbooks

Intercompany transactions (e.g. the support provided
to RL Chickens from RL Logistics) were maintained and
recorded in the same way as external transactions.
Intercompany loan amounts were tracked in the
monthly management accounts, with a detailed
schedule keeping record of the main line of funding
from Redlea Group Holding to RL Chickens. This
schedule has been reconciled back to bank statements
to confirm its accuracy.
No loan documentation or trade agreements existed in
relation to these amounts, resulting in there being no
formal interest accrual or repayment obligations on
either party.

Source: Red Lea Group’s books and records

We consider that, whilst there were certain deficiencies (as set out above), on balance, the Red Lea Group complied with
the requirements set out in section 286 of the Act to maintain adequate books and records and there is no presumption
of insolvency as a result of our review of the books and records.
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Explanation of the Companies’ failures
This section provides the Director’s and the Administrators’ view on the underlying causes contributing to the
failure of RLG.

Directors’ reasons for failure
The Current Director has advised that RLG failed for the following key reasons:


The price competition created by the major supermarkets, reducing the price of whole hot roast chickens from
c. $11 to c. $8 (30% reduction), with this retail price flowing to RL Chickens’ customer market and significantly
impacting margins. There was no indication of when (or if) prices would recover.



Delays in receiving payment from major customers and one customer entering voluntary administration, impacting
recovery of its current debt as well as reducing future revenue.



Major suppliers reducing credit terms to cash on delivery, significantly impacting working capital.

Administrators’ view
As outlined in section 9, our initial analysis indicates that RLG may have been insolvent from at least July 2016.
We agree with the Director’s observations, and consider the following additional factors also contributed to the failure:


The Group was loss making and had been for the majority of the time it was owned by the Asifs. Whilst we are
advised that various strategies were considered to improve the operational efficiencies, they were ultimately
unsuccessful.



Following the restructure required by the acquisition transaction, the Group had an inadequate capital structure,
with the majority of financial support provided by related parties in the form of debt rather than equity. As a
result, whilst the funding assisted the Group to trade, it did not improve its financial position. This is because, the
funding effectively replaced one form of liability (creditors) with another (intercompany debt) in a context where
the Group was loss making on an ongoing basis.



The poultry processing industry is complex and dominated by a number of key parties from both a supplier and
customer perspective. Managements’ experience and the Group’s position in the industry resulted in it having
little control to effect change and improve its competitive position (following deteriorating industry metrics).
Effectively, RLG was a price taker, with insufficient scale/volume to flow through its deteriorating margin up the
supply chain.
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Administrators’ investigations
This section informs creditors about the investigations undertaken by the Administrators to date, and sets out
whether there have been any potential actions identified that would impact the Administrators’ recommendation
concerning the future of the Group.

Background
The Administrators are required to investigate and report on whether there are any potential recoveries or actions available
in a liquidation, or any transactions that appear to be voidable pursuant to the Act whereby a liquidator (if appointed) may
be able to recover money or property for the benefit of creditors.
These investigations enable the Administrators to form an opinion on each of the three options available to creditors to
vote at the Second Meeting of Creditors, including an opinion as to which of the three options is in the best interests of
creditors in accordance with section 75-225(3)(b) of the IPR.
The preliminary findings of the Administrators’ investigations, together with details of the types of recovery actions that
may be available to a liquidator, are provided in this section of the Report.
The Administrators, with input from our legal advisors, have investigated RLG’s business, property, affairs and financial
circumstances in accordance with section 75-225(3) of the IPR.
The investigations undertaken include, but are not limited to:


a review and analysis of RLG’s financial accounting information and other books and records;



a review and analysis of records from the ATO;



discussions with the Director;



discussions with Management, including the financial controller and other staff;



discussions with RLG’s legal and other advisors;



an analysis of the various banking and loan facilities and other financing arrangements;



consideration of cash and funding available to RLG and its liabilities since the date of the acquisition of the
business by the Asif family;



a review of material transactions appearing in RLG’s bank statements in the two years prior to the Appointment
Date;



a review of various transactions leading to the appointment of the Administrators;



a significant number of key word searches on the forensic image obtained from RLG’s computer records and
review of the results;



ASIC and PPSR searches and searches of other databases available to the Administrators; and



searches of various court records to ascertain litigation on foot at the Appointment Date.

ARITA has issued an information sheet titled “Offences, Recoverable transactions and insolvent trading”, providing general
information for creditors about insolvent trading and voidable transactions. This information sheet is available from ARITA’s
website (www.arita.com.au).

Determining the date of insolvency
A crucial element of most liquidators’ statutory recovery actions is to establish the date when the entity/entities subject to
their appointment became insolvent.
In determining the solvency of RLG, we have considered the following:


the definition of insolvency contained in Section 95A of the Act; and



case law and ASIC guidance on indicators of insolvency.
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Section 95A of the Act
Section 95A of the Act states that:

“95A(1) A person is solvent if, and only if, the person is able to pay all the person’s debts, as and when they become due
and payable.
95A(2) A person who is not solvent is insolvent.”
There are two generally accepted financial tests to determine whether a company is insolvent, being the ‘cash flow’ test
and the ‘balance sheet’ test.


The cash flow test involves an assessment of whether an entity’s immediately available (or readily realisable) assets
are sufficient to meet its due and payable debts. Section 9.3 of this report outlines our findings in this regard.



The balance sheet test indicates that an entity is solvent so long as it has positive net assets and can eventually
meet its liabilities from its assets. The balance sheet test has no regard to the timing of the payment of debts.
Section 9.4 of this report outlines our findings in this regard.

While the cash flow test is considered to more closely address the requirement of section 95A of the Act, the balance
sheet test is useful in providing context for the proper application of the cash flow test and so we have considered both.
Indicators of insolvency
In ASIC v Plymin, Elliot & Harrison [2003] VSC 123, Mandie J referred to a list of indicators of insolvency when considering
the application of the solvency test. These have become commonly accepted indicators in the Australian insolvency
industry.
ASIC has also issued Information Sheet 42 titled “Insolvency: a guide for directors 42”. In this document ASIC has set out
twenty-two indicators of insolvency.
Section 9.5 of this report outlines our comments in relation to the indicators of insolvency.
Basis of solvency assessment
As stated earlier, RL Chickens was the main trading entity within the group. In any one financial period, sales in RL
Chickens represented c. 88% of the total group results. Other entities within the group were either:


operational support entities (e.g. logistical services);



store fronts (franchised and owned); or



dormant entities.

The directors, in determining the appropriate timing of the appointment of Voluntary Administrators, considered the
position of RL Chickens as the sole driver of this decision. The other entities were necessarily included in the appointment
by virtue of:


their ongoing existence and status as a going concern being dependent on that of RL Chickens; and/or



being jointly liable for amounts owing to secured creditors, and therefore on the insolvency of RL Chickens, being
unable to cover this liability.

As a result of the above, our detailed analysis of the date of insolvency has been prepared in relation to RL Chickens, with
the status of RL Chickens having a flow on effect to the other entities, discussed further in section 9.7.

Cash flow test
The cash flow test specifies that a company is insolvent when it is unable to pay all debts as and when they become due
and payable, i.e. there is insufficient cash, or assets convertible to cash, to pay all creditors at the various times they can
demand payment.
In making an assessment of RL Chickens’ solvency position on a cash flow basis, we have considered the following at each
month-end date:


assets that were readily available and able to be realised in order to discharge liabilities (i.e. current assets);



creditors (including trade and statutory) that were due and payable (i.e. current liabilities); and
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access to borrowings.



We then compared RL Chickens’ available assets to its due and payable debts and calculated the resulting surplus or
deficiency.
Available assets
The key current assets on RL Chickens’ balance sheet included cash, receivables, inventory and loans to related parties.
Cash
As discussed in Section 5, RL Chickens did not maintain monthly cash flow statements, nor did it prepare cash flow
forecasts. RL Chickens’ balance sheets recorded month-end cash balances, which we have relied on as being a funding
source available to discharge debts (despite fluctuations that may occur intra-month).
Debtors/receivables
In April 2017, RL Chickens entered into a $10 million debtor factoring facility with ScottPac, to improve its working capital.
As invoices to customers were raised, RL Chickens drew down the invoice amount from the facility, with the ultimate
debtor recovery applied to the facility once received, i.e. RL Chickens received upfront payment and ScottPac received the
debtor payment (subject to interest and other facility charges).
The debtors recorded on RL Chickens’ balance sheet from the commencement of this facility are shown net of the funding
received, with this balance on Appointment being c. $13.7 million, made up predominantly of related party debts, old
debts and debts in dispute.
While some of this balance may have been collectible over time, for the purposes of testing cash flow solvency, these
amounts were unlikely to have been collectible quickly, and therefore available to meet the due and payable debts. We
have therefore assumed that for the period that the ScottPac facility was in place, the net balance of debtors was not
readily available.
For the period prior to the ScottPac facility, given the full debtor balance would have also included intercompany and
uncollectable balances, we have assumed no more than 50% of debtors were readily collectible and available to discharge
due and payable debts.
Inventory
The inventory recorded on RL Chickens’ balance sheet included livestock, feed and processed products.
While inventories were subject to strict timelines which could not be shortened to realise cash quickly, the value of this
inventory is considered to be realisable as it was regularly realised.
For the purposes of testing cash flow solvency, we have therefore assumed that the value of inventory recorded in the
management accounts was available to be converted to cash and discharge due and payable debts..
Due and payable creditors
The key liabilities on RL Chickens’ balance sheet included trade creditors, statutory creditors and loans from related parties.
Trade creditors
Set out in the table below is an analysis of RL Chickens’ trade creditor position by due date at the Appointment Date, and
at six month intervals in the three years prior.
Table 8: RL Chickens aged creditor analysis
RL Chickens aged creditor analysis
A$'000

Dec-15

Jun-16

Dec-16

Jun-17

Dec-17

Mar-18

21,390

24,271

33,043

29,728

31,248

30,288

< 30 days %

52%

44%

31%

34%

19%

10%

> 30 days %

30%

38%

19%

12%

11%

8%

Total creditor balance

> 60 days %

7%

6%

9%

8%

10%

11%

> 90 days %

12%

12%

0%

45%

59%

72%
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Key points:


whilst total creditors remained relatively consistent at approximately $30 million between December 2016 and
March 2018, the aging profile of creditors increased significantly; and



between December 2015 and the Appointment, the portion of creditors whose invoices were current (i.e. less than
30 days old) reduced from 52% to 10% and the portion of creditors whose invoices were over 90 days old
increased from 12% to 72%.

The deterioration in the aging profile indicates that RL Chickens’ liquidity was managed by delaying trade creditor
payments beyond agreed terms.
We understand from discussions with RL Chickens’ staff that suppliers frequently placed RL Chickens on ‘stop supply’ due
to late-payment, and certain suppliers required COD terms.
For the purposes of testing cash flow solvency, we have assumed that the trade creditor balance recorded in the monthly
management accounts was due and payable.
We note that on Appointment, c. $15 million in trade creditors related to an intercompany balance owed by RL Chickens
to RL Logistics in relation to transport services provided. We have included these amounts in our solvency analysis as the
effect of RL Chickens not paying these amounts would have a significant negative impact on the business (and also on RL
Logistics position - refer section 9.7).
Statutory creditors
The table below summarises RL Chickens’ statutory creditor position by due date at the Appointment Date, and at six
month intervals in the two years prior.
Table 9: RL Chickens statutory creditor analysis
RL Chickens statutory creditor analysis
A$'000
ATO
State Revenue Office
Other statutory creditors

1

Total statutory creditors

Jun-16

Dec-16

Jun-17

Dec-17

Mar-18

775

3,312

3,303

1,681

934

28

456

934

1,029

1,360

8

13

22

22

6

811

3,781

4,260

2,732

2,301

Source: Monthly Creditor Aging Reports
Note 1: Other statutory creditors include AMIEU (Union) and CSA (Child support agency)

A review of the position in relation to statutory creditors (e.g. PAYG and payroll tax) showed that RL Chickens had a history
of late lodgement and payment of its statutory obligations. The peak debt owing to the ATO of c. $3.3 million in
December 2016 was reduced to approximately $0.9 million at Appointment, as a result primarily of the ATO offsetting GST
refunds due to RL Chickens against its outstanding PAYG obligations.
We also understand that employee superannuation was frequently paid late and, at the date of Appointment, employee
superannuation deductions had not been remitted since July 2017. Outstanding superannuation payments at the
Appointment Date were approximately $1.6 million.
For the purposes of testing cash flow solvency, we have assumed that the statutory creditor balance recorded in the
monthly management accounts was due and payable.
Access to borrowings
As discussed in section 5.4, RL Chickens was reliant on Redlea Group Holding to fund its trading losses. Over the period of
their ownership to the date of Appointment, net funding of c. $28.9 million was provided by way of an undocumented
intercompany loan.
While significant funds were advanced, they did not improve the solvency of RL Chickens for the following reasons:


the funding effectively replaced one liability (creditors) with another (inter company loans);



the loan was undocumented, and therefore may have been payable on demand; and
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the lending was discretionary and therefore may not have been a reliable future source of funding for RL
Chickens.



For the purpose of our solvency analysis, despite the fact that loan may have been at call, we have not considered it due
and payable. The loan was effectively “repaid” on an intermittent basis through the company paying expenses on behalf
of the Directors (and sometimes their associates) and deducting these expenses from the loan balance.
Conclusion
The graph below displays the net surplus/(deficiency) of available cash or cash equivalents at each month end date from
July 2015 through to the Appointment.
The blue line displays RL Chickens’ key assets and liabilities (excluding related party loans) as reported in its monthly
management accounts, which we do not consider accurately reflects the underlying cash position.
The black line displays these same assets and liabilities after the adjustments discussed throughout this section have been
applied, and is therefore more indicative of the actual cash flow solvency of RL Chickens.
Figure 6: RL Chickens cash surplus/(deficiency)
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Source: Unaudited monthly management accounts

Based on this analysis, RL Chickens did not have sufficient cash to pay its debts as they became due and payable from as
early as July 2016, and remained unable to do so until the date of Appointment.

Balance sheet test
The balance sheet test specifies that a person or company is insolvent if its total liabilities exceed the value of its total
assets, i.e. there are insufficient assets to discharge its liabilities.
Summarised in the following table is RL Chickens’ statements of financial position as recorded in its management accounts,
at six monthly intervals from 30 June 2016 to 28 February 2018 (being the last set of monthly account prepared prior to
the Appointment).
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Table 10: RL Chickens balance sheet summary

RL Chickens balance sheet summary
A$'m

Jun-16

Dec-16

Jun-17

Dec-17

Feb-18

Current assets

35.3

36.6

25.4

21.7

20.8

Current liabilities

(31.9)

(45.0)

(40.8)

(40.9)

(40.8)

Net current assets

3.3

(8.4)

(15.4)

(19.2)

(20.0)

Current ratio

1.1

0.8

0.6

0.5

0.5

Quick ratio

0.6

0.5

0.3

0.3

0.4

21.8

10.4

4.8

(3.2)

(18.7)

2.8

(19.1)

(20.6)

(16.4)

(2.3)

Total net assets
Total net assets (excluding related party loans)

Source: unaudited management accounts

RL Chickens reported a deficiency in net current assets from December 2016 up to the date of Appointment, with both
current and quick ratios below 1.0.
While total net assets remained positive until December 2017, once related party loans (both assets and liabilities) are
excluded, there is a net asset deficiency from December 2016 onward.
Based on this analysis, RL Chickens appears to have been balance sheet insolvent from as early as December 2016, and
remained so until the date of Appointment

Indicators of insolvency
In ASIC v Plymin, Elliot & Harrison [2003] VSC 123 (“ASIC v Plymin”), Justice Mandie established a list of fourteen indicators
of insolvency that have become common law precedent to assess whether an entity is insolvent.
Based on the above analysis and other commentary within this Report, we consider the following indicators to apply to RL
Chickens:


Continuing losses, with RL Chickens recording losses in its monthly management accounts from April 2016
onward, and becoming increasingly reliant on related party funding to enable trading;



Liquidity ratios (both quick and current) below 1.0 from December 2016 onwards;



Overdue taxes and statutory obligations;



Suppliers placing the company on ‘cash-on-delivery’ terms, or otherwise demanding special payments/
arrangements before resuming supply;



Creditors paid outside trading terms;



Outstanding statutory demands; and



Inability to make reliable forecasts (particularly cash flow forecasts).

Insolvency of RL Chickens
The Administrators’ preliminary investigations indicate that RL Chickens may have been insolvent from as early as July
2016, for the following key reasons:


The cash flow test suggests that RL Chickens was unable to produce sufficient cash from operations or from asset
realisations to pay its debts as they became due and payable from as early as July 2016, and remained unable to
do so until the date of Appointment;



The balance sheet test suggests that RL Chickens was insolvent from at least December 2016 and remained so
until the date of the Appointment; and



Key indicators of insolvency were apparent in RL Chickens from as early as July 2016.
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Insolvency of the other entities
As stated in 9.2.3, we have not considered the date of insolvency of the other entities subject to the Administrators’
appointment in the same level of detail as RL Chickens. We do however, make the following observations.


RL Logistics: As outlined in Appendix B, this entity was incorporated in late 2105 in order to provide logistical
support to the main trading operations. As such, it was effectively a cost centre for RL Chickens. Its management
accounts recorded negative net assets and net losses for each of FY17 and YTD FY18 with the key line items on its
balance sheet being related party transactions (refer Appendix B for further details on the financial results of RL
Logistics). The Administrators are therefore of the view that RL Logistics may have been insolvent from the date it
commenced trading, to the date of the Appointment.



RL Retail: As outlined in Appendix B, this entity was incorporated in 2016 in order to hold the company owned
retail stores, as they were purchased back from certain franchisees during FY16. Its management accounts
recorded negative net assets and net losses for each of FY16, FY17 and YTD FY18 with all trading being with
related parties (refer Appendix B for further details on the financial results of RL Retail). The Administrators are
therefore of the view that RL Retail may have been insolvent from the date it commenced trading, to the date of
the Appointment.



RL Franchise and RL Franchising: These two entities were incorporated prior to the purchase by the Asif family
and were the franchisors under 22 Franchise Agreements. Management accounts for both entities show nil profit
and almost nil net assets from FY15 through to YTD FY18, with these two entities acting simply as a conduit
between RL Chickens and the franchisees. The Administrators are therefore of the view that RL Franchise and RL
Franchising may not have been insolvent until the date of the Appointment, when the failure of RL Chickens
resulted in these two entities being included in the appointment.



RL Leasing, RL Hatchery, RL Feed, RL Corrugation and ORLC: These entities were all effectively dormant from
July 2015 onward.

Insolvent trading
Directors’ liability
Under section 588G of the Act, a director of a company has a duty to ensure that the company does not incur debts that
it is unable to pay, i.e. that it does not trade whilst insolvent.
In the event that a company is placed into liquidation, and insolvent trading is found to have occurred, the directors are
personally liable for the debts incurred during that time. Before a court will order that a person pay compensation in
respect of insolvent trading, a liquidator must establish that:


the person was a director of the company at the time the company incurred the debt the subject of the claim;



the company was insolvent at that time or became insolvent by incurring the debt;



at that time, there were reasonable grounds for suspecting that the company was insolvent or would become
insolvent by incurring the debt; and



the debt, which is the subject of the claim, was wholly or partly unsecured and the creditors with outstanding
amounts suffered loss and damage.

There are various statutory defences available to directors in defending an insolvent trading claim, as set out in section
588H of the Act. In summary, these are that the director:


had reasonable grounds to expect that the company was solvent at the time the debt was incurred;



had reasonable grounds to believe, and did believe, that a competent, reliable person was responsible for
providing adequate information on the company’s solvency and that person fulfilled that responsibility. On the
basis of such information, the director believed that at the time the debt was incurred, and considering the other
debts existing at that time, the company was solvent and remained solvent;



was ill (and therefore did not take part in management) at the time the debt was incurred; and



took reasonable steps to prevent the debts being incurred.
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Holding company’s liability
A holding company can also be held liable for the insolvent trading of its subsidiary (pursuant to section 588V of the Act)
in circumstances where:


the company was a holding company of the subsidiary at the time the debts were incurred by the subsidiary; and



the subsidiary was insolvent when it incurred the debts; and



at the time there were reasonable grounds for suspecting insolvency; and



the holding company or at least one of its directors were aware of the grounds for suspecting insolvency, or
“having regard to the nature and extent of the corporation’s control over the company’s affairs and to any other
relevant circumstances”, it was reasonable to expect the holding company or one of its directors to be aware of
the grounds for suspecting insolvency.

A claim against Redlea Group Holding for the insolvent trading of RL Chickens and other subsidiaries would involve the
same set of facts as a claim against the Directors and therefore both claims would be run simultaneously.
Our initial review supports the assertion that Redlea Group Holding was aware of its subsidiary’s insolvency, for the
following key reasons:


All entities had common directors (with visibility of the Red Lea Group’s financial position and operating
performance); and



RL Chickens regularly required funding from Redlea Group Holding (refer section 5.4).
Estimated quantification of potential insolvent trading claim

Having estimated that RL Chickens was potentially insolvent from as early as July 2016 and RL Retail and RL Logistics were
potentially insolvent from the date of their incorporation, we have calculated the quantum of creditors whose debts were
incurred in the period from the likely insolvency date until the date of appointment of the Administrators. In this context
both the Current and Former Directors and Redlea Holding may be personally and individually liable for these debts.
The Administrators’ investigations identify that all creditors appear to have been paid up to date shortly following the
acquisition by the Asif family. Consequently, we have assumed that the debts outstanding as at Appointment are likely to
have been incurred after July 2016 and therefore provide an indication as to the likely quantum of an insolvent trading
claim.
An estimate of the value of the debts incurred during this period is set out in the table below:
Table 11: Estimated insolvent trading claim
Calculation of insolvent trading claim
A$

Notes

Priority creditors

1

Shortfall from secured creditors

2

Unsecured creditors

3

Total

RL Chickens

RL Retail

-

-

-

-

RL Logistics
939,164

15,132,320

1,228,357

1,643,554

15,132,320

1,228,357

2,582,718

Source: Unaudited management accounts, Current Director's RATA and PODs submitted by creditors

Note 1: We have excluded employee claims (priority creditors) in our initial calculation, because many of the staff have
been employed for a long period and therefore their entitlements may not have been incurred within the period
of suspected insolvency. Should creditors resolve to place RLG into liquidation, we will perform a more detailed
review of this issue and the quantum of an insolvent trading claim would likely increase as a result of a portion
being included.
Note 2: As discussed in section 11, there will be an estimated shortfall to Toyota in RL Logistics after realisation of all
secured assets. Secured creditors are able to claim these amounts as an unsecured debt, and participate in the
proceeds of any insolvent trading claim.
Note 3: As discussed in section 11, the estimated unsecured creditor claims are based on our initial adjudication process
(excluding related party claims), as well as on the assumption that all unsecured claims outstanding have been
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incurred during the period of suspected insolvency. Should creditors resolve to place these entities into
liquidation, we will perform a more detailed review of these claims.
Further details on the potential recoverability and costs involved in pursuing an insolvent trading claim are provided in
section 11.
Other factors
Notwithstanding the Administrators’ preliminary view that RL Chickens traded whilst insolvent from as early as July 2016,
an appointed liquidator would undertake further investigations in relation to the solvency of RL Chickens prior to
prosecuting an insolvent trading action.
Factors which would need to be taken into account include:


further analysis to determine when unpaid debts were incurred;



further detailed investigation of the date at which insolvency can be determined;



whether statutory defences may be available to all or some of the directors, including consideration of the nature,
extent and terms of the substantial funding provided by related parties by way of the Redlea Group Holding loan
to RL Chickens;



clarification around whether an insurance policy may respond to such a claim;



the significant costs that may be incurred in prosecuting a potential insolvent trading claim;



further detail regarding the financial position of the directors (refer section 9.12) and in particular, the location of
any assets that could be realised to satisfy any successful judgement;



challenges in pursuing a claim against Directors, three of whom are non-resident; and



challenges with obtaining funding, and potentially exposure to litigation costs.

Creditors should be aware that the burden of proof in establishing an insolvent trading claim initially rests with the
liquidator. A liquidator would likely incur considerable costs in establishing this, not all of which may be recoverable from
the defendants even if the claim were successfully prosecuted.
Any return to creditors from an insolvent trading claim would be delayed until the claim is resolved (either by negotiation
or a judgment from a court). If a claim is ultimately commenced and prosecuted to a trial, the Administrators expect it
would be at least several years from the time of issuing proceedings before a judgment is obtained.
If proceedings are pursued, there is the risk that the claim will not be established or that a defence will be sustained.
Further, even if a judgment is obtained, there is a risk that it cannot be satisfied, an insurer may refuse the claim, or that
the amount recovered will be insufficient to meet the costs of investigation and prosecuting the claim.

Voidable transactions
For the reasons detailed in section 9.2.3 and 9.6, the analysis in this section has been performed in consideration of RL
Chickens, RL Retail and RL Logistics only.
Under Part 5.7B of the Act, certain transactions that occurred prior to the appointment of the Administrators, including
where property was disposed of or dealt with, are potentially recoverable by a liquidator.
This may result in, amongst other things, a requirement for a third party to return property and/or money and thereby
increase the assets available to the liquidator and creditors. These transactions are known as voidable transactions.
Corporations Regulation 5.3A.02 requires an Administrator to specify whether there are any transactions that appear to the
administrator to be voidable transactions in respect of which money, property or other benefits may be recoverable by a
liquidator under Part 5.7B of the Act.
It is important to note that a number of voidable transactions can only be recovered if the company in question is proven
to have been insolvent at the time of the transaction. As set out at section 9.5 of the Report, the Administrators’
preliminary opinion is that RL Chickens was insolvent from at least July 2016 and RL Retail and RL Logistics were
potentially insolvent from the date of their incorporation. The main voidable transactions that require insolvency to be
established are:
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unfair preferences: transactions between the insolvent entity and a creditor resulting in the creditor receiving
from the insolvent entity, in relation to an unsecured debt owed to the creditor, a greater amount than the
creditor would have received in relation to the debt in a winding up of the company; and



uncommercial transactions: transactions which a reasonable person in the place of the insolvent entity would not
have entered into, taking into account the benefits and the detriment to the insolvent entity, the respective
benefits to the other parties involved and any other related matters.

Other voidable transactions which may be claimed regardless of solvency are:


unfair loans: a loan agreement where the interest or charges are considered to be extortionate. Unfair loans
made to the entity any time prior to the appointment of the Administrators may potentially be overturned by a
subsequently appointed liquidator, whether or not the entity was insolvent at the time the loan was entered into;



unreasonable director related transactions: transactions with a director or a related entity of the director which
a reasonable person in the place of the entity would not have entered into, taking into account the benefits and
the detriment to the entity, the respective benefits to the other parties involved and any other related matters;
and



security interests created within six months of the relation back day: these may be unenforceable under
certain circumstances.

The financial accounting records and other sources were reviewed to identify any potential voidable transactions within RL
Chickens, RL Retail and RL Logistics. Details of the Administrators’ preliminary conclusions are set out below.
Unfair preferences
The Administrators’ preliminary investigations have identified payments to 13 individual creditors by RL Chickens totalling
c. $5.2 million in respect of overdue amounts in the period leading up to the date of Appointment which may constitute
unfair preferences (the largest of these claims is circa $4 million). These payments may be recoverable from these
creditors if RL Chickens is placed into liquidation.
In relation to RL Retail and RL Logistics, any amounts identified in our preliminary investigations were paid to either related
parties that are subject to the Appointment (and would therefore be irrecoverable) or were immaterial.
The Administrators note that their investigations to date are preliminary. If the Red Lea Group is placed into liquidation,
further investigations and a cost benefit analysis of instigating recovery actions against individual creditors will be required
to be undertaken by an appointed liquidator.
As outlined above, in order to bring an action for recovery of an unfair preference against a creditor of RL Chickens, an
appointed liquidator would be required to demonstrate that RL Chickens was insolvent at the time of the transaction, as
well as a number of other elements. These include that the creditor received a preference over other creditors, and that
the recipient of the preference had grounds to suspect that RL Chickens was insolvent at the time of receiving payment.
Similar to insolvent trading actions, there are a range of defences available to parties that received a payment identified as
a potential unfair preference. These defences would be considered prior to commencing recovery actions against
individual creditors.
There are a range of matters that might impact the ultimate recovery against these potential preference claims, including:


the possible application of the running account principle, which may reduce the face value of the claims identified;



the availability of statutory defences and other counter arguments such as that the creditor held security; and



the costs associated with recovery, including possibly litigating the claims, with the attendant litigation risk.
Uncommercial transactions

As set out at section 3.2.2 above, the acquisition transaction entered into by the Asif family resulted in a restructure
occurring that involved, amongst other things, the transfer of the real property assets away from the main trading entity
into various holding companies. The Administrators consider that this transaction, or certain parts of this transaction could
potentially be challenged by an appointed liquidator as uncommercial.
Bearing in mind that the Administrators are appointed over both ORLC and its shareholder, RL Chickens, and based on
present information, the Administrators have concerns:

180702-AdministratorsReportCreditors-HM

41



that the Blacktown Property and related farm properties were sold by ORLC to Redlea Group Holding (and other
related entities) at an undervalue;



about the impact of the restructure on the net asset position of ORLC and then RL Chickens; and



about the fact that the knowledge of the financial position of ORLC can be imputed to Redlea Group Holding (by
reason of the common directorships of RL Chickens and Redlea Group Holding).

These circumstances raise concerns over whether the directors of ORLC breached their director duties in giving effect to
the sales and transfers, which could lead to an uncommercial transaction claim and/or a constructive trust being imposed
on the properties in favour of ORLC and its creditors.
The legal effect of a constructive trust is that the property or rights (e.g. the Blacktown property) is taken to have been
held by the receiving entity (e.g. Redlea Group Holding) on trust for the previous owner (e.g. ORLC), subject to the
indefeasible interests of any secured creditor (i.e. mortgages). If successfully pursued, the relevant property (or its sale
proceeds) is returned to the previous owner and the net equity (i.e. the market value of the property less any secured
borrowings) is available for creditors.
The benefit of seeking the remedy of a constructive trust is that it does not necessarily require insolvency at the time of
the transaction (in contrast to a claim for an uncommercial transaction under the Act).
Additional considerations and observations in relation to this potential claim include the following.


We consider the key target for a constructive trust claim is the transfer of the Blacktown property. The Blacktown
property has real property mortgages registered on title which means the mortgagees will need to be repaid
before any monies would flow to the Red Lea Group and the value of any equity is presently uncertain.



The nature of a constructive trust claim is complex and expensive to pursue. A range of legal and commercial
issues need to be considered including the intention of the parties, the value of the asset at the time of the
transfer, and the availability of any offsetting claims.



There is a risk that whilst significant cost and time is expended to pursue a claim, the asset could be realised and
funds disbursed in the meantime. In this regard, the Administrators have given due consideration to whether
freezing orders could be obtained over the Blacktown property and in all circumstances, this would be
challenging.



Redlea Group Holding’s solicitors have advised that the relevant parties consider they acted properly and
appropriately in all of the circumstances and that the pursuit of any claims would be vigorously defended and
that security for costs would be sought.

To provide a commercial context for any constructive trust claim, the Administrators have obtained a current market
estimate for the Blacktown property. Whilst the value of the property cannot be disclosed (as it is commercially sensitive),
the Administrators confirm that the likely value as against the above issues means that any claim would be complicated
and expensive to pursue and may not result in material net benefit to creditors even if successful.
Unfair loans
A review of RL Chickens’ financial records did not identify any unfair loans made to RL Chickens by external or related
parties.
Unreasonable director related transactions
The Administrators’ investigations have highlighted the following potential unreasonable director related transactions:


the transfer of vehicles out of RL Chickens and other related parties at less than fair market value; and



the payment of personal expenses from company funds.

In relation to the vehicle transfers, the Administrators were advised that certain vehicles had been transferred out of RL
Chickens to related parties at less than fair market value. These vehicles appear to have been transferred to related
entities outside of the Appointment or to the Directors (or close associates) personally.
We have performed preliminary investigations in this regard, and communicated with the Current Director on this matter.
While we have been informed of his intention to rectify these transfers, this remains unresolved. Should the creditors
resolve to place RLG into liquidation, we will perform a more detailed review of these transfers.
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In relation to the personal expense payments, as discussed in section 5.4, RL Chickens was heavily reliant on funding that
was provided by way of a loan from Redlea Group Holding. This loan was notionally serviced on a “pay as you can” basis,
largely through the company paying expenses on behalf of the Directors (and sometimes their associates) and deducting
these expenses from the loan balance. While our investigations to date confirm that the expenses were offset against the
loan, further work needs to be undertaken to determine the validity of the company making these payments and the tax
implications of same.
In particular, due consideration needs to be given to the fact that significant personal expenses were paid at a time when
the Redlea Group was insolvent and other creditors were not paid. Whilst any liability for misconduct must be considered
in light of the substantial funding provided to RLG, the timing of the payments relative to the deteriorating financial
position of the Redlea Group is also relevant.
Circulating security interests created within six months of the relation back day
Pursuant to section 588FJ of the Act, a circulating security interest created within six months of the relation back day is
void against a company’s liquidator, except so far as it secures:


an advance paid to the company, or at its direction, at or after that time and as consideration for the circulating
security interest;



interest on such an advance;



the amount of a liability under a guarantee or other obligation undertaken at or after that time on behalf of, or
for the benefit of, the company;



an amount payable for property or services supplied to the company at or after that time; or



interest on an amount so payable.

The relation back day for RL Chickens is 29 March 2018, with the relation back period extending to 29 September 2017,
being six months prior to the Appointment Date.
The Administrators have undertaken a review of RL Chickens’ records and the PPSR registrations made against RL Chickens
to identify if any circulating security interests were registered during the relation back period. The only security interests
granted over this period were in relation to the funding extended to RL Chickens (and other related entities) from
Remagen just prior to the Appointment. As outlined at section 2.8.2 of this Report, this security interest is in relation to an
advance of funding made at the time the security interest was granted and, consequently, is not voidable by a liquidator.

Funding to pursue insolvent trading, voidable transactions or company officers
Creditors should note that insolvent trading and voidable transaction actions can only be pursued in a liquidation and
would require significant further investigation prior to establishing that valid, pursuable claims exist.
Any subsequent litigation would be complex and likely to result in significant costs. Funding may be sought from creditors
or litigation funders if an appointed liquidator considers commencing such action.
Further discussion on the costs and estimated recoveries from insolvent trading or voidable transactions claims is provided
at section 11.

Other offences
Unlike sections 9.3 to 9.9, this section has been prepared in relation to all entities subject to Voluntary Administration, not
just RL Chickens, RL Retail and RL Logistics.
Pursuant to section 438D of the Act, the Administrators must lodge a report with ASIC if it appears to the Administrators
that:


a past or present officer or employee or a member may have been guilty of an offence; or



a person who has taken part in the formation, promotion, administration, management or winding up:

–

may have misapplied or retained or may have become liable or accountable for money or property; or

–

may have been guilty of negligence, default, breach of duty or breach of trust.

A summary of common potential offences which the Administrators have considered in the course of undertaking their
investigations is provided in the following table. The Administrators lodged a report pursuant to section 438D in relation
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to RL Chickens on 20 June 2018. There is no intention at this stage to lodge similar reports in relation to the other entities
subject to the Appointment.
Table 12: Summary of common director offences
Summary of common offences
Section

Offence

180

Failure to discharge duties with reasonable degree of care and diligence.

181

Failure to act in good faith and in best interests of the corporation and for proper purpose.

182

Improper use of position to gain personal advantage or cause detriment to corporation.

183
184

Improper use of information to gain advantage or cause detriment to corporation.
Reckless or intentionally dishonest and failing to exercise powers and discharge duties in good faith and for a
proper purpose.

206A

Disqualified person managing corporation.

286

Failure to keep financial records..

1307

Falsification of books.

1401H

Misleading or deceptive conduct

Source: Corporations Act 2001

Creditors should note that the list of offences in the table above is not an exhaustive list of all potential offences under the
Act, but rather a summary list of offences more commonly committed.
These, and other potential offences, have been considered in the course of the Administrators’ investigations and are
discussed in further detail below.
Section 180 – Care and diligence – Civil obligation
Pursuant to section 180 of the Act, a director or other officer of a corporation must exercise their powers and discharge
their duties with the degree of care and diligence that a reasonable person would exercise if they:


were a director or officer of a corporation in the corporation’s circumstances; and



occupied the office held by, and had the same responsibilities within the corporation as, the director or officer.

Having undertaken a preliminary review of the operating history of RLG for the period in the three years prior to the
Appointment Date, the Administrators have concluded that there may be potential breaches of section 180 of the Act,
particularly in relation to:


the acquisition transaction structure (refer section 3.2.2);



the management of RLG’s cash position (refer section 9.3);



the transfer of vehicles at less than fair value prior to the Appointment (refer section 9.9.4); and



the use of funds to cover personal expenses as a way to repay the loan from Redlea Group Holding (refer section
9.9.4).

As stated previously, any claim for breach of directors duties in respect of the sale of properties at an undervalue would be
accompanied by a claim for a constructive trust to be imposed over those properties to the extent of any equity in the
properties
This issue would require further investigation by an appointed liquidator, prior to determining whether there are grounds
to prosecute a claim.
Section 181 – Good faith – Civil obligation
Pursuant to section 181 of the Act, a director or other officer of a corporation must exercise their powers and discharge
their duties:


in good faith in the best interests of the corporation; and



for a proper purpose.
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Having undertaken a preliminary review of the operating history of RLG for the period in the three years prior to the
Appointment Date, the Administrators have concluded that there may be potential breaches of section 181 of the Act, for
the same reasons as stated in section 9.11.1 above.
This issue would require further investigation by an appointed liquidator, prior to determining whether there are grounds
to prosecute a claim.
Section 182 – Use of position – Civil obligation
Pursuant to section 182 of the Act, a director, secretary, other officer or employee of a corporation must not improperly
use their position to:


gain an advantage for themselves or someone else; or



cause detriment to the corporation.

The Administrators’ preliminary investigations have not identified any evidence of potential breaches pursuant to section
182 of the Act.
Section 183 – Use of information – Civil obligation
Pursuant to section 183 of the Act, a person who obtains information because they are, or have been, a director or other
officer or employee of a corporation must not improperly use the information to:


gain an advantage for themselves or someone else; or



cause detriment to the corporation.

The Administrators’ preliminary investigations have not identified any evidence of potential breaches pursuant to section
182 of the Act.
Section 184 – Good faith, use of position and use of information – Criminal offences
Pursuant to section 184 of the Act, a director or other officer of a corporation commits an offence if they:


are reckless; or



are intentionally dishonest;

and fail to exercise their powers and discharge their duties:


in good faith in the best interests of the corporation; or



for a proper purpose,

or, if they are an employee, use their position dishonestly:


with the intention of directly or indirectly gaining an advantage for themselves, or someone else, or causing
detriment to the corporation; or



recklessly as to whether the use may result in themselves or someone else directly or indirectly gaining an
advantage, or in causing detriment to the corporation,

or a person who obtains information because they are, or have been, a director or other officer or employee of a
corporation commits an offence if they use the information dishonestly:


with the intention of directly or indirectly gaining an advantage for themselves or someone else, or causing
detriment to the corporation; or



recklessly as to whether the use may result in themselves or someone else directly or indirectly gaining an
advantage, or in causing detriment to the corporation.

The Administrators’ preliminary investigations have not identified any evidence of potential breaches pursuant to section
184 of the Act.
Section 206A – Disqualified person not to manage corporations
Pursuant to section 206A of the Act, a person who is disqualified from managing corporations commits an offence if they
continue to have an active role in the management of a corporation.
The Administrators have not identified any disqualified person acting in a management capacity of RLG.
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Section 286 – Obligation to keep financial records
Pursuant to section 286 of the Act, a company, registered scheme or disclosing entity must keep written financial records
that:


correctly record and explain its transactions and financial position and performance; and



would enable true and fair financial statements to be prepared and audited.

The Administrators have undertaken a preliminary review of RLG’s accounting systems and records and believe that
sufficient systems were in place to enable RLG to record its financial transactions accurately and enable financial
statements to be prepared and audited as and when required.
The findings of the Administrators’ review are set out in detail at section 7 above.
Section 1307 – Falsification of books
Pursuant to section 1307 of the Act, an officer, employee, former employee, member or former member of a company
who engages in conduct that results in the concealment, destruction, mutilation or falsification of any securities of or
belonging to the company or any books affecting or relating to affairs of the company is guilty of an offence.
In the course of undertaking their preliminary investigations, the Administrators have not had reason to suspect any
potential breach under section 1307 of the Act.
Section 1041H – Misleading or deceptive conduct (Civil liability only)
Pursuant to section 1041H of the Act, a person must not engage in conduct, in relation to a financial product or a financial
service, that is misleading or deceptive or is likely to mislead or deceive.
In the course of undertaking their preliminary investigations, the Administrators have not had reason to suspect any
potential breach under section 1041H of the Act.

Parties’ financial position
In circumstances where an insolvent trading claim or a breach of director’s duty claim is commenced, the avenues of
recovery include: any insurance coverage in place; the directors personally; or equity available in respect of properties
owned by Redlea Group Holding.


A review of the ASIC Current Organisation Extracts and our investigations indicate that all the Directors reside in
foreign jurisdictions, with the exception of Assad Asif, who resides in NSW. A property search in Western Australia
indicates that Fatima Batool has an interest in real property located in Western Australia. A property search in
NSW indicates that Muhammad Asif has an interest in real property located in NSW. It is unknown if there is any
available equity (after mortgage interests) in either property.



We understand that the key asset held by Redlea Group Holding is the Blacktown property. The Blacktown
property has real property mortgages registered on title which means the mortgagees would need to be repaid
before any monies would flow to the Red Lea Group and the equity position is presently uncertain.



Assuming a final judgment is issued against the directors and their only assets available to satisfy the judgment
were located overseas, it is often extremely difficult to enforce a judgment of an Australian Court in a foreign
jurisdiction. Not all foreign jurisdictions are equal in this regard. Some foreign jurisdictions may not even
recognise the Australian judgment, necessitating the need to essentially re-run the case in the foreign jurisdiction.
Even if the foreign jurisdiction does recognise the Australian judgment, it is not clear as to whether any available
property in that jurisdiction can be used to satisfy a judgment creditor located outside that jurisdiction.



The administrators are of the view that, practically, a significant discount should be applied to the value of
recovering any assets outside Australia.
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DOCA proposal
This section outlines the DOCA proposal that has been received from Redlea Group Holding, including the key
terms as they relate to each group of creditors. The Administrators recommend that creditors of all entities of the
Red Lea Group vote to approve the DOCA proposal.

Overview
A Deed of Company Arrangement or “DOCA” is a binding arrangement between a company and its creditors governing
how the company’s affairs will be dealt with. A DOCA is one of the three outcomes which creditors may resolve to occur
at the end of the Voluntary Administration process, provided a DOCA proposal has been made which forms part of the
Administrators’ report to creditors.
If creditors vote for a proposal that a company enters into a DOCA, the company must sign the DOCA within 15 business
days of the creditors’ meeting, unless the court allows a longer time. If this does not happen, the company will
automatically enter into Liquidation, with the Voluntary Administrators becoming the Liquidator.
The DOCA binds all unsecured creditors, even if they voted against the proposal. It also binds owners of property, those
who lease property to the company and secured creditors, if they voted in favour of the DOCA. Alternatively, it binds also
these parties if they voted against the DOCA.
Redlea Group Holding has proposed to creditors a pooled Deed of Company Arrangement for each company in the Red
Lea Group. The DOCA Proposal is attached at Appendix D of the Report (“the Proposed DOCA”).

Key terms of the Proposed DOCA
Creditors should read the DOCA Proposal carefully in its entirety.
By way of summary, we note the Proposed DOCA has following key features.
Table 13: Key terms of the Proposed DOCA
Key term

Description

Proponent



Redlea Group Holding – this entity is not in Voluntary Administration and is the ultimate
equity owner of the shares in each company in the Red Lea Group (except RL Retail).

Deed
Administrators



The Administrators will become the Deed Administrators under the DOCA. The primary role
of the Deed Administrators will be to adjudicate on creditor claims and pay distributions as
soon as practicable.

Conditions
precedent



Whilst the DOCA has been proposed in respect of each entity within the Red Lea Group, it
is a condition precedent of the DOCA that (at least) both RL Chickens and ORLC resolve to
enter into the DOCA.

Assets for
creditors



Red Lea Group Holding will contribute $16.5 million for the benefit of creditors. We
understand that this will be funded primarily through borrowings against the Blacktown
Property.



Prior to the Second Meetings of creditors, $15 million will be deposited into our solicitors’
trust account, with the remaining $1.5 million to be paid as soon as practicable (expected
within 14 days following release of the Disputed Funds from Court as discussed in Section
11).

Distributions to
employees



The DOCA provides for employee entitlements to be paid in full (in the most part, within
three (3) business days of execution).

Distributions to
unsecured
creditors



Based on the creditor position at this time (and our best estimates), we anticipate
unsecured creditors will receive a distribution in range of 12 to 15 cents in the dollar. We
expect this to occur within three to six months of the DOCA being executed.
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Key term

Description

Distributions to
related parties
and secured
creditors



Neither related parties nor secured creditors will participate in the DOCA nor (in the case
of secured creditors), enforce their security. These claims total in excess of $40 million
(and their non-participation is a significant benefit of the DOCA).

Release of
related parties



The DOCA contemplates the Red Lea Group releasing related parties (current and former
Directors and other related entities) and the financier of the DOCA of any claims,
specifically the potential claims identified in sections 9.8 to 9.11 above.

Intra-entity
arrangements



Both the assets available to creditors and total creditor claims will be aggregated for all
entities that enter into the DOCA.



To the extent that certain entities (other than RL Chickens and ORLC) do not enter into the
DOCA, the contribution from Redlea Holding will be reduced proportionately.



Control of the Companies shall remain with the Deed Administrators following execution of
the DOCA until effectuation with respect to each Company, in which event, control and
stewardship of that Company will revert to the Director. The Director will have control of
any remaining assets.

Finalisation of
DOCA

In summary, the DOCA Proposal will facilitate a $16.5 million payment from Redlea Group Holding that would
enable employees to be paid in full within three days and ordinary unsecured creditors to receive a dividend of 12 to
15 cents in the dollar within three to six months. In a liquidation scenario, a return to any class of creditors has
significant risk and uncertainty.
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Anticipated return to creditors
In this section we outline the difference in the estimated outcome for creditors of each of the Red Lea Group
entities in liquidation and under the proposed DOCA.
The following table sets out the estimated outcome to creditors in a liquidation versus under the DOCA proposal.
As the DOCA has been proposed on a consolidated basis (i.e all creditors claim against the DOCA fund), we have prepared
the Liquidation analysis on the same basis for ease of comparison. That is, we have assumed that the assets across all
entities (predominantly RL Chickens) would be available to meet the creditor claims of all entities
We have prepared stand-alone company Liquidation analysis for each entity in Appendix E. Further analysis would be
required by a Liquidator if appointed, to determine whether it would be commercially viable to pursue recoveries on an
entity by entity basis.
Table 14: Estimated comparison between liquidation and DOCA outcomes

Estimated comparison between liquidation and DOCA outcomes
Liquidation

Notes
Low case
scenario

A$'000
Available cash

Mid range
scenario

DOCA
Litigation
scenario

Low case
scenario

Base case
scenario

1

777

777

777

752

752

Debtors

2

100

260

360

150

260

Disputed Funds

3

-

1,200

2,400

DOCA Contribution

4

-

Preference payments

5

-

Insolvent trading

6

-

Constructive trust claim

7

Estimated asset recoveries

Total estimated asset recoveries

3,900
-

-

16,500

16,500

5,100

-

-

19,000

-

-

Unknown
100

5,360

26,860

16,650

16,760

Estimated costs
Wind-down and VA costs
External Administrators' fees
Legal costs
Litigation funding

8
9
10

(330)

(300)

(300)

(300)

(300)

(3,025)

(2,750)

(6,000)

(2,750)

(2,500)

(770)

(1,000)

(5,000)

(770)

(700)

-

(1,365)

(8,435)

-

-

(5,415)

(19,735)

(3,820)

(3,500)

7,902

13,582

14,013

Estimated costs

(4,125)

Funds available for employees

(3,248)

Employee entitlements

11

Return to employees

Nil

Funds available for unsecured creditors
Unsecured creditor claims
Return to unsecured creditors

(11,100)

12

722
(10,900)
7 cents
-

(10,900)
100,000
-

(11,100)

(10,900)

100 cents

100 cents

2,482

3,113

85,800

61,000

53,000

21,250

21,000

Nil

Nil

< 10 cents

12 cents

15 cents

Source: McGrathNicol Analysis

180702-AdministratorsReportCreditors-HM

49

Provided below is commentary regarding the key line items in the estimated return analysis.

Scenarios and outcomes
For the purposes of estimating the comparison between liquidation and DOCA outcomes, the following scenarios have
been presented in the analysis above:
Liquidation scenarios


Low – this scenario contemplates circumstances whereby there are no funds available to pursue recovery actions
such as preferences and insolvent trading claims and costs are higher than expected.



Mid-range – this scenario contemplates circumstances whereby litigation funding is received and additional costs
incurred to pursue preference payments (but not insolvent trading) and costs are in line with expectations.



Litigation– this scenario contemplates circumstances whereby litigation funding is received and additional costs
incurred to recover preference payments and compensation from the Director(s) and Redlea Group Holding. Costs
are significant under this scenario as prolonged litigation would be expected.

DOCA scenarios


Low – this scenario contemplates circumstances whereby the Proposed DOCA is entered into but recoveries are
slightly lower than expected and creditor claims are higher than expected.



Base case - this scenario contemplates circumstances whereby the Proposed DOCA is entered into and the
outcome is in line with our forecast.

Key assumptions
Set out below are the key assumptions underlying our analysis, as referenced by each note.
Note 1: Available cash


Available cash represents funds in bank accounts controlled by the Administrators which are not held on behalf of
secured creditors. The slight differential between the liquidation and DOCA scenarios is due to an adjustment in
relation to cash in a pre-administration bank account required under the DOCA

Note 2: Debtors


We have reached agreement with the majority of debtors regarding their outstanding balances. The values differ
between the scenarios to factor in more conservative or optimistic outcomes.

Note 3: Disputed Funds


There is presently circa $2.4 million held in Court representing debtor recoveries subject to a priority dispute as
between RL Chickens and RL Group Holding. These funds will be released pending either a Court determination
or consensual resolution of the position.



If the Red Lea Group enters into the Proposed DOCA, $0.9 million of Disputed Funds will be released to Redlea
Group Holding and the balance of $1.5 million will be paid to the Administrators as part of the Deed Fund.



Under the liquidation scenarios, differing recoveries are assumed from this source.

Note 4: DOCA Contribution


This represents the contribution to creditors from the DOCA proponent, Red Lea Group Holding.

Note 5: Preference payments


The Administrators have identified potential preference payments of c. $5.2 million which may be recoverable
should the Companies be placed into liquidation. In a liquidation scenario, litigation funding would be required to
pursue these claims.



It has been assumed in both the ‘mid-range’ scenario and the ‘litigation’ scenario that funding is secured and the
Liquidators are successful in recovering some preference payments from creditors. The successful recovery of
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preference payments would also increase unsecured creditor claims by an equivalent amount and this adjustment
has been reflected in the analysis.
Note 6: Insolvent Trading


As outlined earlier in this report, we have identified potential claims against the Directors and/or Redlea Group
Holding for insolvent trading. For the purposes of the liquidation ‘litigation’ scenario, we have assumed the
successful recovery of c. $19 million less litigation funding charges (calculated at a rate of 35% of gross litigation
proceeds).

Note 7: Constructive Trust


There is a potential constructive trust claim against Redlea Group Holding in connection with the transfer of
certain assets (principally, the Blacktown property) following the Asif family acquisition. The impact of a
constructive trust claim is that the relevant assets are taken to have been held by Redlea Group Holding on trust
for the Red Lea Group. If this claim is successful, the assets would be returned to the previous owner (after
payment of any mortgage or other priority interests) and the equity would be available for creditors. The valuation
of a constructive trust claim is complex and at this time we have not included an estimated recovery.

Note 8: Wind down and VA costs


This line item includes payroll expenses, insurance, grower costs, utilities and other expenses. These costs are
consistent between the liquidation and DOCA scenarios because the operations of the Red Lea Group have been
discontinued and the majority of costs already incurred.

Note 9: Administrator’s fees and legal costs


Administrators’ fees and legal costs represents the estimated fees for the Voluntary Administration and for the
Liquidations or DOCA, depending on the outcome at the Second Meeting Creditors. The extent of fees under a
liquidation and DOCA scenario vary based on the level of litigation (if any) contemplated.

Note 10: Litigation Funding


Litigation funders typically charge circa 35% of gross litigation proceeds. We have assumed this rate would be
applied to any successful recoveries.

Note 11: Employee Entitlements


These claims represent the full suite of claims owing to former employees (and are payable in priority to
distributions to unsecured creditors).

Note 12: Unsecured creditor claims


These claims represent amounts owing to ordinary unsecured creditors (including suppliers and growers) with
claims against the Companies. The key difference between the liquidation and DOCA scenarios is the inclusion or
exclusion of related-party and secured creditor claims. In accordance with the Proposed DOCA, the Excluded
Creditors will not participate in any dividend from the Deed Fund. The estimated value of these claims total circa
$40 million.

Advantages of the Proposed DOCA


Employee claims will be paid in full under the Proposed DOCA (mostly) within three days of the DOCA being
executed. Whilst the Commonwealth Government Fair Entitlements Guarantee scheme (“FEG”) will pay various
employee entitlements, in our experience, this process can take up to 6 months, and superannuation as well as
entitlements due to non-resident employees are not covered.



A return to any class of creditors in a liquidation is dependent upon successful litigation. Litigation is often costly
with uncertain outcomes and timeframes. The Proposed DOCA on the other hand, extracts a $16.5 million
payment from Red Lea Group Holdings without the need for litigation. We understand that this contribution is
being funded via leverage secured against the Blacktown property (the likely primary target of any litigation in a
liquidation scenario in any event).



Unsecured creditors are forecast to receive a dividend between 12 and 15 cents in the dollar within three (3) to
six (6) months of the DOCA being executed. There is a significant risk that unsecured creditors will not receive
any return in a liquidation or that if returns are received, it will be many years before a distribution is paid.
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Disadvantages of the Proposed DOCA


Antecedent transaction such as preference payments and insolvent trading claims (alongside any constructive trust
claims) that may be available to a Liquidator cannot be pursued in a DOCA.



All Claims by the Companies against the Director and Excluded Creditors will be released and extinguished upon
the effectuation of the DOCA where the objectives of the DOCA have been fulfilled and the DOCA has not
otherwise been terminated.



The distributions to creditors are limited to the DOCA Fund whereas in a liquidation recoveries for creditors
depend on the outcomes of successful litigation (which are theoretically unlimited). Based on the asset landscape,
funding position and nature of claims, we consider that any recoveries in a liquidation are unlikely to exceed 10
cents in the dollar.

Having regard to the relative advantages and disadvantages of the DOCA, the Administrators consider that the
DOCA provides a more certain, timely and superior return to creditors than a liquidation.
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Options available to Creditors
This section provides creditors with a statement of the Administrators’ opinion about each of the courses of action
in respect of which creditors are entitled to vote at the Second Meeting of Creditors.
As Administrators, we are required to provide creditors with a statement of our opinion about each of the courses of
action in respect of which creditors are entitled to vote at the meetings on 9 July 2018. The matters requiring our opinion
are:


whether it would be in the creditors’ interests for the administrations to end with control of the Companies
reverting to the Directors;



whether it would be in the creditors’ interests for the Companies to execute a DOCA; or



whether it would be in the creditors’ interests for the Companies to be wound up.

In addition, creditors are entitled to adjourn the meetings for up to 45 business days.

Deed of Company Arrangement
A DOCA is a binding arrangement between a company and its creditors governing how the company’s affairs will be dealt
with. It aims to maximise the chances of the company, or as much as possible of its business, continuing, or to provide a
better return for creditors than an immediate winding up. A DOCA binds all unsecured creditors, even if they voted
against the proposal. At the date of this report, the Proposed DOCA is the only proposal received.
For the reasons set out in this report, we estimate that the Proposed DOCA will provide a better return to creditors than
the liquidation alternative. Notably, the Secured Creditors support the Proposed DOCA and without repaying the Secured
Creditors in full, alternative proposals would be difficult to pursue.
In our opinion, it is in the best interests of creditors of each of the Red Lea Group entities to vote to enter into the
Proposed DOCA.

Administration to end
Creditors may consider ending the Administrations and returning the control of the Red Lea Group to the current
directors. We do not believe this to be a viable option, given that the Red Lea Group is insolvent.
In our opinion, it is not in the best interests of creditors of any of the Red Lea Group entities to vote for the
administrations to end.

The company to be wound up
An Administrator would usually recommend that creditors vote for an insolvent company to be wound up in the absence
of an acceptable DOCA proposal. An Administrator would also recommend liquidation in preference to a DOCA if there is
a strong likelihood that recoveries in liquidation which may include voidable transaction recoveries (which are only
recoverable by a liquidator) would improve the return to creditors in comparison to the return expected under a DOCA.
The liquidation of the Companies would involve:


the completion of a more detailed investigation into the affairs of the Companies, the conduct of their Directors
and potentially pursuing claims against directors;



further enquiries with regard to recovering potential insolvent trading and voidable transaction claims;



reporting to ASIC in relation to offences (if any) committed by the Directors of the Companies; and



adjudication of creditor claims and payment of dividends.

The costs of administering the liquidation would depend to a large extent on the extent of further investigation into the
various potential claims identified, and the outcome of any recommended litigation. Based on the asset landscape, funding
position and nature of claims, we consider that any recoveries in a liquidation are unlikely to exceed 10 cents in the dollar.
In our opinion, it is not in the best interests of creditors of any of the Red Lea Group entities to vote for the entities to be
wound up.
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Creditor information on remuneration
An Administrator’s remuneration can only be fixed by resolution of a committee of inspection, a company’s creditors or by
application to the court.
In accordance with Section 449E of the Act and the ARITA Code of Professional Practice, a Schedule of Remuneration
Methods and Hourly Rates was provided to creditors with our initial circular dated 5 April 2018 and tabled at the first
meetings of creditors held on 12 April 2018. A copy of this Schedule is included at Appendix H.
Our remuneration to date has been calculated based on time spent by the Administrators and their staff for the period
29 March 2018 to 1 June 2018. In addition, we will be seeking creditor approval for our forecast future remuneration.
In preparing the forecast fee components, we have made our best estimate of what we consider will be incurred during:


the period 2 June 2018 to the later of the Second Meeting of Creditors or execution of a DOCA; and



the period of a DOCA (if one is approved).

In the event that our remuneration in any of these periods is below the amount approved, we will only draw the amount
incurred. In the event that our remuneration exceeds the amount approved, we will seek further approval from creditors.
Set out in Appendix G are Remuneration Reports for each entity, with a summary of the fee resolutions to be sought at
the Second Meeting of Creditors provided in the table below.
Table 15: Remuneration resolutions being sought
Remuneration resolutions being sought

A$

Voluntary Administration
2 June 2018 to the later of
29 March 2018
the second meeting or
to 1 June 2018
execution of a DOCA

DOCA
DOCA Period
(if approved)

1,012,901

690,344

307,020

2,218

25,015

16,475

RL Franchise

48,016

44,665

29,225

RL Franchising

12,086

19,810

17,735

RL Logistics

23,659

25,450

29,225

RL Leasing

11,970

10,070

17,735

RL Hatchery

2,218

9,895

13,365

RL Feed

2,218

9,895

13,365

RL Chickens 1
ORLC

RL Corrugation
RL Retail
Sub-total

2,218

9,895

13,365

12,334

25,450

42,505

1,129,835

870,489

500,015

Note 1: the RL Chickens Voluntary Administration fees were approved by the Committee of Inspection on 20 June 2018
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Receipts and payments
Details of receipts and payments during the Administration are included in the remuneration reports at Appendix G.
Set out in the table below is a summary of the Receipts and Payments for the Group. We note that the majority of the
receipts and payments have been in RL Chickens, with minimal transactions in ORLC, RL Retail and RL Franchise (being
mainly utilities and wages).
Table 16: Summary of receipts and payments

Summary of Receipts and Payments from 29 March 2018 to 1 June 2018
Receipts

A$

Indemnity

500,000

Interest

563

Sale of assets

796,475

Sale of chickens

550,000

Refund

183

Total receipts

1,892,275

Payments
Administrative expenses

(2,992)

Agent's fees

(89,814)

Chicken feed

(48,066)

Creditors meetings

(620)

Email hosting services

(2,750)

Insurance

(19,968)

Rent

(41,128)

Security fees

(78,324)

Utilities

(64,049)

Wages

(225,815)

Total payments

(618,578)

Net receipts/(payments)

1,273,697

Source: Administrators' accounts

We note that we are holding funds of approximately c. $0.7 million which will be paid to the Secured Creditors in account
of fixed asset realisations subject to their security. RL Chickens also has an additional $0.2 million due to debtors making
payment into the pre-appointment bank account. Taking into account these two items, the available cash balance is $0.8
million.

Committee of inspection
In the event that creditors resolve that the Companies be wound up, the Act provides that a Committee of Inspection
(“COI”) may be formed.
In these circumstances, a COI would provide the Liquidators with a sounding board as to likely creditor views on any
contentious issues, and may approve certain matters (for example compromises of claims and remuneration requests).
At the Second Meeting of Creditors, for those entities being placed in liquidation, creditors will be invited to consider
whether a COI should be formed, and if so, to nominate members.

Second Meetings of Creditors
The second meetings of creditors for each company have been convened to be held on 9 July 2018 at 11.30am AEST at
Rooty Hill RSL, 55 Sherbrooke Street Rooty Hill NSW 2766.
Creditors who intend to vote at the meeting are required to lodge a formal proof of debt. Creditors who have already
lodged a proof of debt do not need to complete a new proof. A blank proof of debt form is included at Appendix J.
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Creditors may exercise their right to vote by voting at the meeting in person, by appointing a proxy or by postal vote. The
proxy forms lodged by creditors for the first meeting cannot be used for the second meeting. Accordingly, creditors should
ensure that a proxy form, power of attorney or evidence of appointment of a company representative is completed and
lodged. A blank proxy form is included at Appendix K.
Under the Act, the proxy forms lodged by creditors for the first meeting cannot be used for the second meeting.
Accordingly, creditors who are unable to attend the meeting and wish to be represented should ensure that a proxy form,
power of attorney or evidence of appointment of a company representative is completed.
Included at Appendix I is an information sheet “General information for Attending and Voting at Meetings of Creditors”.
Documents must be lodged with the Administrators’ office by 4pm on Friday 6 July 2018. Registration for the meeting will
commence at 10.30am AEST on the day of the meeting.
Creditors who are interstate and unable to attend, a copy of the minutes of the meetings will be made available on our
website (www.mcgrathnicol.com) after the meetings.

Contact
Included at Appendix L are information sheets issued by ASIC and ARITA for the benefit of creditors.
For all further enquires please refer to:
McGrathNicol Website
http://www.mcgrathnicol.com/creditors/

Dated 2 July 2018

Barry Kogan
Joint and Several Administrator

Kathy Sozou
Joint and Several Administrator
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Appendices
Appendix A: Notice of Meeting
Appendix B: Statutory and financial information by entity
Appendix C: Statutory demands schedule
Appendix D: DOCA Proposal
Appendix E: Anticipated liquidation outcome to creditors by entity
Appendix F: Declaration of Independence, Relevant Relationships and Indemnities
Appendix G: Remuneration Reports for each entity
Appendix H: Schedule of Remuneration and Rates
Appendix I: General information for Attending and Voting at Meetings of Creditors
Appendix J: Proof of Debt form by entity
Appendix K: Proxy form by entity
Appendix L: ASIC and ARITA information sheets
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