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ADELAIDE MANAGED FUNDS ASSET BACKED YIELD TRUST  
PROPOSAL UPDATE/ ANNOUNCEMENT OF ON-MARKET UNIT BUY-BACK 

 
 

• Proposed acquisition of all Units by Bendigo and Adelaide Bank will not proceed 

• APRA’s decision was not related to the credit performance of the Fund, and did 
not consider the credit worthiness of the individual assets 

• Independent Expert Valuation of between $1.692 and $1.832 per Unit 

• FY2009 yield forecast confirmed at upper end of target range of between  
BBSW + 4.00% and BBSW + 4.50%1 

 
 
Proposed Transaction will not Proceed 
 
Adelaide Managed Funds Limited (Adelaide Managed Funds), as responsible entity of the 
Adelaide Managed Funds Asset Backed Yield Trust (AYT or the Fund), today confirmed that 
the proposal from Bendigo and Adelaide Bank Limited (BEN) to acquire all of the Units in AYT 
(the Proposal) will not proceed. 
 
Adelaide Managed Funds has received formal notification from BEN that the Australian 
Prudential Regulation Authority (APRA) will not approve the Proposal as it does not, in 
APRA’s view, comply with BEN’s prudential requirements. 
 
According to the Chairman of Adelaide Managed Funds, Ms Jenny Dawson, the decision by 
APRA was based on BEN’s compliance with its prudential requirements and did not consider 
the credit worthiness of the Fund’s investments. 
 
“The Fund’s investment portfolio remains sound with current losses and arrears levels lower 
than expected and it continues to generate stable, predictable cash distributions for 
Unitholders,” she said. 
 
“While the termination of the Proposal is disappointing, the Board and Management of 
Adelaide Managed Funds remain focused on maximising value for all Unitholders. We remain 
very comfortable with each of the Fund’s assets and believe the AYT offers investors a unique 
investment opportunity,” said Ms Dawson. 
 
 
Transaction Costs 
 
In appropriately assessing the Proposal from BEN, AYT has incurred approximately $1.6 
million in corporate, legal and independent expert costs. These expenses represent a cost to 
Unitholders of approximately $0.017 per Unit, which was reflected in the reduced March 
quarter distribution announced on 20 March 2009.  
 
Adelaide Managed Funds does not anticipate that there will be any further material costs 
associated with the Proposal. 
                                                 
1 Prior to the impact of estimated transaction costs 



 
 
 
Independent Expert Valuation 
 
In considering the Proposal from BEN, Adelaide Managed Funds engaged KPMG to 
independently evaluate the Proposal including a valuation of the Fund. A copy of the 
Independent Expert’s Report is attached at Annexure A. 
 
KPMG has assessed, as at 31 December 2008, the total value of the Fund to be in the range 
of $160.6 million and $173.9 million. This equates to a value of between $1.692 and $1.832 
per Unit. 
 
 
On-market Unit Buy-back 
 
The Directors of Adelaide Managed Funds also announced today that it intends to undertake 
an on-market buy-back of Units in the AYT. 
 
The Chairman of Adelaide Managed Funds said that a number of alternatives were 
considered, but that the Directors of Adelaide Managed Funds believe an on-market buy-back 
of Units is the most appropriate form of capital management at this time. 
 
“Following confirmation that the Proposal would not proceed, we examined the capital 
management options available to the Fund and focused on those that created the most value 
for all Unitholders,” said Ms Dawson. 
 
“A buy-back reflects the confidence that the Board has in the underlying performance and 
credit quality of the AYT,” she said.  
 
“The other options considered by the Directors required Adelaide Managed Funds to utilise 
the Fund’s debt facility and in the current credit environment, introducing refinance risk on 
behalf of Unitholders was not regarded as a prudent approach.” 
 
Up to 10 per cent of the issued Units in the AYT may be bought back over the next 12 months 
(based on regulatory limits). However, the total amount that the AYT may spend on the buy-
back is subject to the prevailing market price and availability of Units on ASX.  
 
The AYT proposes to use cash derived from the repayment of principal from its investment 
portfolio to finance the buy-back of Units. Principal repayments are forecast to total $8.2 
million over the next 12 months. The Directors expect the buy-back to increase the overall 
yield for Unitholders. 
 
The number of Units in the AYT held by Adelaide Managed Funds Limited and its associates 
is 108,223. 
 
Credit Suisse Equities (Australia) Limited will act on behalf of AYT in relation to the buy-back. 
 
 
Forecast FY2009 Yield 
 
Despite the Proposal not proceeding, the Chief Executive Officer of Adelaide Managed Funds, 
Bruce Speirs, confirmed that, pre-Proposal costs, AYT remains on track to deliver Unitholders a 
floating rate return that is at the upper end of the current guidance of 4.00% to 4.50% above 
the average 30-day BBSW for FY2009. 
 
“We are confident that, based on our current expectations of interest rates, the Fund will 
deliver to Unitholders a June 2009 quarter cash distribution of approximately $0.036 per Unit,” 
he said. 
 
 
 
 



 
 
 
 
 
This forecast distribution will result in a cash yield for Unitholders equal to BBSW + 4.57%, 
based on the average 30-day BBSW for the year2, and at $1.53 per Unit, a running yield for 
FY2009 of 12%, pre-Proposal costs.  
 
“This forecast FY2009 yield is at the upper end of our guidance, despite the global market 
volatility, and continues the Fund’s strong history of performance established since listing in 
2006,” said Mr Speirs. 
 
 
For further information, please contact: 
Mr Bruce Speirs Mr Kym Masters 
Chief Executive Officer Chief Investment Officer 
Adelaide Managed Funds Adelaide Managed Funds 
08 8300 6194 08 8220 7258 
 
 
 
-------------------------------------------------- 
 
About Adelaide Managed Funds 
 
Adelaide Managed Funds, a wholly owned subsidiary of Bendigo and Adelaide Bank, is the 
responsible entity of the Adelaide Managed Funds Asset Backed Yield Trust. 
 
For further information about Adelaide Managed Funds and the AYT, please visit: 
www.adelaidemanagedfunds.com.au 
 
 

                                                 
2 Assumes an average 30-day BBSW for FY2009 equal to 4.7723%. Actual average 30-day BBSW for the year-to-

date equals 5.4362% 
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Mandatory conversion conditions 

Pursuant to the terms of the BEN CPS, there are four mandatory conversion conditions as 
follows: 

• the VWAP on the 25th business day on which trading in BEN ordinary shares took place 
immediately preceding (but not including) the Relevant Date (as defined below), is greater 
than 56 percent of the Issue Date VWAP (the First Mandatory Conversion Condition) 

• the VWAP during the period of 20 business days on which trading in BEN ordinary shares 
took place immediately preceding (but not including) the Relevant Date, is greater than 
51.28 percent of the Issue Date VWAP (the Second Mandatory Conversion Condition) 

• the VWAP during the Relevant Period is greater than 75 percent of the VWAP during the 
period of 10 business days on which trading in BEN ordinary shares took place that 
commences on the 40th business day on which trading in BEN ordinary shares took place 
preceding (but not including) the Relevant Date (the Third Mandatory Conversion 
Condition) 

• no Delisting Event applies in respect of the Relevant Date the Fourth Mandatory Conversion 
Condition and, together with the First Mandatory Conversion Condition, the Second 
Mandatory Conversion Condition and the Third Mandatory Conversion Condition. 

The Relevant Date is defined as either 12 months after issue or each dividend payment date 
thereafter. The Issue Date VWAP is defined as the VWAP during the period of 20 business days 
on which trading in BEN ordinary shares took place immediately preceding (but not including) 
the first date on which any BEN CPS were issued. The Relevant Period is defined as the period 
of 10 business days on which trading in BEN shares took place immediately preceding (but not 
including) the appropriate Relevant Date.   

Volatility 

Share price volatility is generally calculated from either historical share prices (e.g. historical 
volatility) or implied from exchange-traded option prices (e.g. implied volatility) on the basis 
that these provide an accurate representation of future volatility. Although implied volatility is 
generally considered to better represent “expected” volatility than historical volatility, the lack 
of long dated traded option data for BEN required the use of historical volatility for the purposes 
to assess the market value of BEN CPS. 

For the purposes of determining a volatility measure of the stock price for BEN, we have 
considered the volatility exhibited by BEN ordinary shares trading on the ASX over a period of 
three years (which encompasses periods prior to the merger of Bendigo Bank and Adelaide 
Bank). 
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Dividend yield and payments 

Dividend yield - BEN 

Typically the dividend yield for the purpose of projecting the BEN daily share prices would be 
calculated as an average of the past 12 months net dividend yield prior to grant date. Current 
market turmoil due to the global financial crisis has contributed to a sharp fall in the share price 
of BEN and a sharp corresponding increase in dividend yield, which is not necessarily 
representative of a long-term average yield. The graph below illustrates the sharp increase in 
dividend yield since the beginning of 2008. 

Dividend dollar values are now falling in response to the global economic downturn and 
accordingly dividend yields are likely to return to a level more typical of the long-term average.  
For this reason we have calculated a dividend yield based on 12 months of net dividend yield 
data prior to 1 January 2008, in a period where dividend yields were more stable and typical of 
the long-term yield for BEN. 
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Figure 22: BEN net dividend yield over the five years to 17 February 2009  
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Source: Bloomberg 

Dividend payments – BEN CPS 

BEN CPS dividends are to be received on the relevant dividend payment date and calculated 
according to the formula given in the SIA. 

The dividend payment dates are as follows, 15 September 2009, and then each 15 March, 15 
June, 15 September and 15 December until redemption, conversion or resale. 

Risk free rate 

The expected rate of return used in our assessment of the value of BEN CPS is the prevailing 
risk-free rate, defined as the 1 year yield-to-maturity of a Commonwealth Government Bond. A 
short-term bond rate was used as, whilst the CPS are perpetual instruments, the majority of the 
CPS are expected to convert after 12 months. Whilst this valuation has not been performed for 
the purpose of the preparation of a financial statement, valuation techniques consistent with 
common market practice in the calculation of market value for accounting purposes has been 
applied. Accordingly, we have applied the concept of the risk free rate reflecting the implied 
yield currently available on zero-coupon government issues of the country in whose currency 
the exercise price (or conversion price) is expressed, with a remaining term equal to the 
expected term of the instrument being valued. This term is based on the contractual life but 
taking into account the effects of expected early exercise. 
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13.2 Exclusions and assumptions 
The exclusions to and other assumptions used in the assessment of the value of a BEN CPS are 
summarised below: 

Redemption  

We have considered the BEN CPS holders’ right of redemption where mandatory conversion 
conditions have not been satisfied on specified dates. We firstly consider whether a Conversion 
Condition had been met and then consider whether it was economically favourable for the BEN 
CPS issuer to redeem. The test applied was whether the value of the potential converted BEN 
CPS at any of these points in time was greater than the redemption value. 

We performed sensitivity analysis on this condition and found that the impact on the value of 
the BEN CPS was insignificant as the conditions described above almost never occurred. 

• Resale: Resale is a very unlike scenario given the nature of the transaction. This condition 
would also be modelled in a manner similar to that described above in the Redemption 
section and hence we consider that the impact on the valuation would be minimal. 

• Delisting event: It has been assumed that BEN does not delist throughout the life of the 
BEN CPS. 

• Payment of dividends: We have assumed that all BEN CPS dividends will be paid on the 
dividend payment date for the life of the instrument. 

• Optional exchange: We have assumed that the three trigger events for optional exchange, 
being a tax event, a regulatory event or an acquisition event as defined in the SIA, do not 
occur. 

• Adjustments to VWAP: We have assumed that all clauses relating to the adjustment of 
VWAP values have the effect of placing the BEN CPS holder in the same position that it 
would have been in had the event precipitating the adjustment not occurred. Under this 
assumption this conditions do not have to be modelled as they will have no impact on the 
indicative valuation. 

13.3 Sensitivity analysis 
To determine the sensitivity of the point value of the BEN CPS to changes in input variables 
and modelling assumption a number of scenarios were tested as discussed below.  

Issue date 

The issue date assumption was varied to bring forward the expected date of issue to 5 May 
2009.  
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The impact of this variance was to increase the value per BEN CPS to $101.82, which we do not 
consider material and is within tolerance levels for the accuracy of our Monte Carlo model. 

Mandatory conversion at 12 months 

The impact of the mandatory conversion conditions was tested by removing all mandatory 
conversion conditions and assuming that all BEN CPS would convert on the anniversary of the 
issue date.  

The impact of this variance was to increase the value per BEN CPS to $102.42, which we do not 
consider material and is within tolerance levels for the accuracy of our Monte Carlo model. 

Dividend yield 

The impact of the dividend yield assumption was tested by using the average yield for the most 
recent 12 month period of 5.64 percent (rather than the 12 months of net dividend yield data 
prior to 1 January 2008 as discussed above).  

The impact of this variance was to reduce the value per BEN CPS to $101.45, which we do not 
consider material and is within tolerance levels for the accuracy of our Monte Carlo model. 

Risk free rate 

The impact of the risk free rate assumption was tested by using the 10-year Government Bond 
rate of 4.40% rather than the one year rate, to reflect the perpetual nature of the BEN CPS if the 
conversion are not met. 

The impact of this variance was to reduce the value per BEN CPS to $100.29, which we do not 
consider material and is within tolerance levels for the accuracy of our Monte Carlo model. 

Risk margin for BEN 

The impact of the risk margin assumed for BEN was tested by varying the discount rate used for 
BEN CPS dividends to reflect the credit risk premium for BEN. This rate was 400 basis points 
above the zero coupon yield curve.  

The impact of this variance was to reduce the fair market value per BEN CPS to $101.42, which 
we do not consider material and is within tolerance levels for the accuracy of our Monte Carlo 
model. 

Trading volumes 

The impact of trading volumes was tested by using daily trading volumes in our VWAP 
calculations. The volumes were modelled under a normal distribution assumption with a mean 
of 511,239 and a standard deviation of 488,123. These were determined using three years of 
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historical daily volume data. We incorporated a correlation to the share price value of 37 percent 
based on the correlation analysis performed for the same time frame. 

The impact of this variance was to reduce the value per BEN CPS to $101.85, which we do not 
consider material and is within tolerance levels for the accuracy of our Monte Carlo model. 

Number of units held 

The impact of the number of Units held by an individual Unitholder was tested by running the 
valuation based on a holding of 100 Units. The impact of reducing the number of Units held 
would be to increase the rounding down of the number of BEN CPS. 

The impact of this variance was to reduce the value per BEN CPS to $101.76, which we do not 
consider material and is within tolerance levels for the accuracy of our Monte Carlo model. 

13.4 Valuation summary 

Based on the valuation methodology summarised in Section 13.1 and the sensitivity analysis 
discussed in Section 13.3 we have assessed the value of a BEN CPS to be in the range of 
$100.29 to $102.42 per BEN CPS. 

13.5 Variation of the assessed value to estimated mandatory conversion value 
Appendix A – Key Terms of CPS from the BEN Recommended Proposal announcement to 
market dated 16 February 2009 (Appendix A), states that “Holders will receive $102.56 of BEN 
ordinary shares on conversion of the CPS”. This value is an approximate future value for the 
conversion of the BEN CPS. It varies from the market value for following three reasons: 

• Time value of money: This value of $102.56 is a future value, typically 12 months from 
issue date. A discount factor determined from the risk free rate and time of conversion is 
applied to the future value. This will decrease the value 

• BEN VWAP used in the conversion number calculation: The number of shares into which 
the BEN CPS converts is given by an equation which depends on the VWAP on the day of 
conversion. The value of the shares on that day is dependent on this number and the actual 
share price on that day. The actual share price may be higher or lower than the VWAP. As 
both a higher and lower values are possible, this assumption has little impact on value 

• Rounding down of the conversion number: The number of shares into which the BEN CPS 
converts is always rounded down from the equation given in the Agreement. This will 
decrease the value. 

An indicative analysis of the effect of these factors on the future value of the BEN CPS is 
provided in the table below. This analysis assumes that the BEN CPS convert 12 months after 
issue. 
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Table 33: Variation of market value to estimated mandatory conversion value 

 Description Value ($) Variation ($) 
Value given in Appendix A 102.56 N/a 
VWAP used in the conversion number calculation 102.27 (0.29) 
Rounding down and maximum cap of the conversion number 100.94 (1.62)1 
Time value of money 99.18 (3.38) 
Total adjustments (including VWAP, rounding and time value)2 97.36 (5.20) 
Present value of BEN CPS dividends 5.06 5.06 
Total value of BEN CPS based on conversion at 12 months 102.42 (0.14) 

Notes   
1 The majority of this difference is due to the conversion number being capped at the maximum in 

accordance with the SIA. In most cases this is a result of forcing the conversion at 12 months as the share 
price would have been too low for the Mandatory Conversion Conditions to be met in these cases. When 
conversion is not forced this difference is significantly lower 

2 The VWAP, rounding down and time value adjustments are not additive given the complex mathematical 
relationship governing the calculation 

Source: KPMG analysis   

14 Evaluation of the Proposal 
The primary matter considered by us in forming this opinion was whether the Consideration 
offered under the Proposal being the equivalent of 0.01835 shares in BEN CPS, with a face 
value of $100. We note that Unitholders are also entitled to receive an estimated quarterly cash 
distribution of $0.016 for each Unit held. We have not included the estimated cash distribution 
in our assessment of the fairness of the Consideration to be received by Unitholders as it reflects 
a Unitholder’s ordinary entitlement and will be received by Unitholders regardless of whether 
the Proposal proceeds or not.  

We also considered a number of other issues in forming our opinion, including, inter alia:  

• the extent of any implied premium to be “received” by Unitholders based on the proposed 
exchange ratio 

• the key terms and conditions of the Units compared to the key terms and conditions of the 
BEN CPS to be received as consideration under the Proposal 

• other advantages and disadvantages which may impact Unitholders if the Proposal proceeds 

• the likelihood of an alternative transaction 

• any taxation consequences for Unitholders 

• the consequences of not approving the Proposal. 
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Our assessment of the key matters that we believe Unitholders should consider in deciding 
whether or not to vote in favour of the Proposal, are discussed below.  

14.1 The Proposal is fair to Unitholders 
The Consideration to be received by Unitholders of 0.01835 shares in BEN CPS per Unit is 
fair 

Having regard to the terms of the Proposal, Unitholders will receive 0.01835 shares in BEN 
CPS, with a face value of $100, equating to $1.835 per Unit, as Consideration.  

Unitholders are also entitled to receive an estimated cash distribution of $0.016 per Unit, based 
on any increase in the Fund’s NTA for the March quarter (net of AMF’s estimated costs of 
completion). We have not included the estimated cash distribution in our assessment of the 
fairness of the Consideration to be received by Unitholders as it reflects a Unitholder’s ordinary 
distribution entitlement and will be received by Unitholders regardless of whether the Proposal 
is implemented or not. 

Based on our assessed underlying value of a BEN CPS of between $100.29 and $102.42 as set 
out in Section 1,  the implied value of the Consideration per Unit to be received by Unitholders 
is between $1.840 and $1.879 as summarised below.  

Table 34: Implied value of the Consideration to be received per Unit based on underlying values 
  Reference Value ($) 
  Section Low value High value 
Assessed value per Unit 12.4          1.692          1.832 
   
Assessed value of BEN CPS 13.4        100.29        102.42 
Exchange ratio (no. of BEN CPS)       0.01835      0.01835 
Implied value of the BEN CPS to be received by Unitholders per Unit   1.840   1.879 
Source: KPMG analysis    

The above analysis indicates that, on the basis of underlying values, the implied value of 
Consideration per Unit to be received by Unitholders under the Proposal is higher than our 
range of assessed value per Unit. 

Accordingly, we consider that the Consideration is fair to Unitholders. 

14.2 The Proposal is reasonable to Unitholders 
Regulatory Guide 111 states that an offer is reasonable if it is fair. As we have concluded that 
the Proposal is fair to Unitholders, accordingly, the Proposal is also reasonable to Unitholders. 
Unitholders may, however, also wish to consider the following matters. 
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The acquisition premiums to historical traded prices for Units implied by the implied value of 
Consideration per Unit is reasonable  

The implied premiums of our implied value of the Consideration per Unit and the VWAP of the 
Units at various points prior to the announcement of the Proposal on 16 February 2009 are set 
out below.  

Table 35: Assessment of the implied premiums of the Consideration per Unit 

Period Implied value per unit  Implied premium  
  

VWAP of 
period Low value High value Low value High value 

Period prior to and including 13 February 2009 (Pre-announcement period) 
12 months1 $1.39 $1.840 $1.879 32.0% 34.8% 
6 months2 $1.39 $1.840 $1.879 32.7% 35.5% 
3 months $1.22 $1.840 $1.879 50.4% 53.6% 
1 month $1.19 $1.840 $1.879 54.7% 58.0% 
1 week $1.16 $1.840 $1.879 59.1% 62.5% 
Notes           
1 During this period the Fund bought back 5,118,154 of its Units for total consideration of $7,621,891, equating 

to a VWAP of $1.49 
2 During this period the Fund bought back 3,666,776 of its Units for total consideration of $5,461,755, equating 

to a VWAP of $1.49 

Source: Bloomberg, IRESS, ASX announcements, KPMG analysis 

The above analysis indicates that, based on market prices, a premium in the range of 32 percent 
to 62.5 percent is being “received” by Unitholders under the Proposal. The 12 and 6 month 
VWAPs calculated above were impacted by the buy back of Units by the Fund as detailed above 
in the notes to Table 35. 

We have also undertaken an analysis of data over the period 3 December 1998 to 2 December 
2008 in order to assess a reasonable range for implied acquisition premiums in Australia. Our 
analysis indicated that twenty day acquisition premiums ranged from those with negative 
premiums to 203 percent with an average and median of approximately 23.3 percent and 17.4 
percent respectively after excluding those with negative premiums and those with premiums 
greater than 150 percent. 

It is apparent from a review of these transactions that there is a wide dispersion of observed 
acquisition premiums. This is not unexpected given that acquisition premiums can be affected 
by a wide range of factors. Having considered these factors and the nature of the distribution of 
our observed data we consider on balance it reasonable to suggest that in Australia, successful 
transactions are typically likely to complete within an acquisition premium range of 25 percent 
to 40 percent. 
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In relation to the Proposal the implied premiums are above or within this range for the periods 
set out above. 

The change in the nature and risks of a Unitholders investment 

The nature and risks of a Unitholders investment will change if the Proposal is successful. 
Currently Unitholders have an interest in a perpetual security in a well-defined portfolio of 
assets with a high degree of visibility. Pursuant to the Proposal being implemented, this 
investment will change to a preference share which will mandatorily convert into BEN ordinary 
shares. BEN is a corporate entity regulated by APRA with significantly more diverse operations 
and accordingly less visibility than the Fund. 

A comparison of the key terms of the BEN CPS and the Units is set out overleaf.
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Table 36: Comparison of the key terms of BEN CPS and the Units 

  BEN CPS Units in the Fund 
Term Description 
Security Fully paid mandatory convertible preference 

shares in the capital of BEN 
Units in the Fund 

Issuer BEN AMF as Responsible Entity of the Fund 

Issuer Rating BBB+ / A2 (Standard & Poor’s/Moody’s) N/a - the Fund is unrated 

Issue Rating Baa1 - this is the rating assigned by Moody's There are no ratings for the Fund. Underlying 
investments range from BB to unrated and sub-
investment grade 

Issue Price $100 per BEN CPS $2 

Quotation on 
ASX 

The Issuer will apply for the BEN CPS to be 
quoted on ASX 

Currently quoted on the ASX 

Term BEN CPS are perpetual instruments, until 
such time as Conversion, Redemption or 
Resale occurs. However, BEN CPS are 
expected to convert into ordinary shares of 
the Issuer 12 months after the date of issue 
(the Mandatory Conversion Date), provided 
that the Mandatory Conversion Conditions 
are satisfied 

No fixed term - perpetual instruments 

Expected 
term 

12 months after issue Indefinite 

Dividends / 
distribution 

Non-cumulative, fully franked dividends 
commencing 15 September 2009 

Untaxed distributions commencing 31 
December 2006 

Dividend 
rate / yield 

(90 Day bank bill rate1 + Margin) x (1 – Tax 
Rate2)  

30 Day BBSW + Margin 

Margin 450 basis points per annum 400 - 450 basis points per annum3 

Dividend / 
distribution 
frequency 

Quarterly, commencing on 15 September 
2009, each 15 March, 15 June, 15 September 
and 15 December until the date on which a 
Redemption, Conversion or Resale occurs - 
subject to the satisfaction of the conditions 
outlined in Clause 3.3 of Annexure D ofthe 
SIA 

Quarterly - periods ending 31 March, 30 June, 
30 September and 31 December 

Franking Dividends are expected to be fully franked. If 
any Dividend has a franking rate of less than 
100%, the Dividend will be grossed up by the 
unfranked amount of the Dividend 

Distributions are unfranked - Unitholders 
assessed on their respective share (assuming 
they are presently entitled) of the net taxable 
income of the Fund   

Notes   
1 Means the Bank Bill Rate on the first Business Day of a Dividend Period 
2 The Australian corporate tax rate applicable as at the relevant Dividend Payment Date – currently 30 

percent 
3 Current market guidance from AMF 
Source: The Fund’s ASX announcement: Recommended Proposal from Bendigo and Adelaide Bank, 16 February 
2009 and the Fund’s PDS 
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The key differences between the two securities include: 

• Investment rating: The Fund is currently unrated and with the exception of the non-
conforming mortgage portfolio notes, which are rated B and BB respectively, all of the 
Fund’s underlying assets are unrated. The BEN CPS has been granted a credit rating of 
“Baa1” by Moody’s, equivalent to a Standard & Poor’s rating of BBB- 

• Term: Whilst both instruments are perpetual in nature, the BEN CPS will convert into 
ordinary BEN shares after 12 months providing certain conversion conditions are met. 
Testing of the conversion conditions indicates a circa 90 percent probability of conversion 
after 12 months 

• Taxation of dividends: As the Fund is a unit trust, it is treated as a ‘flow through’ entity for 
tax purposes. Accordingly, Unitholders currently receive pre-tax distributions and are 
assessed annually for tax on their respective share of the Fund’s income. The BEN CPS is 
not a unit trust. BEN CPS holders will receive dividend payments reduced by the corporate 
tax rate, however holders will be entitled to receive franking credits equivalent to this 
amount. We note the franking credits cannot be accessed until BEN CPS holders file their 
tax return. Whilst the after tax distribution (assuming a consistent margin) will be consistent 
between the two securities, there will be a timing difference of payments to investors in 
favour of Unitholders 

• Yield: On a fully franked basis the BEN CPS margin of 450 basis points is at the higher end 
of the Fund’s current yield guidance of 400 to 450 basis points7. The Fund’s margin is based 
on the 30 day BBSW and the BEN CPS margin will based on the 90 day BBSW. 

14.3 Other factors relevant to Unitholders  

Advantages of the Proposal  
The Proposal is expected to provide the following benefits to Unitholders: 

• Yield: The BEN CPS are expected to pay a yield of 450 basis points over the relevant 
reference rate being the 90 day BBSW (including franking credit benefits). This yield is at 
the upper end of the current Fund yield guidance of between 400 and 450 basis points over 
the 30 day BBSW8. Typically there is a positive spread between the 30 and 90 day BBSWs 
providing a slight yield advantage in favour of the BEN CPS. Furthermore as discussed 
above, the taxation of the dividend differs to that of the Fund’s distribution and Unitholders 
need to consider this in determining whether or not to vote in favour of the Proposal  

                                                      
7 Source: AMF 
8 Source: AMF 
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• Liquidity: The terms of the BEN CPS provide for mandatory conversion into BEN ordinary 
shares after 12 months, providing the mandatory conversion conditions are satisfied. Based 
on our analysis, there is a likely 90 percent probability of the mandatory conversion 
conditions being met after 12 months. Under the terms of the Proposal, Unitholders will 
receive 0.01835 BEN CPS for each Unit. Accordingly on conversion approximately 1.74 
million BEN CPS will be issued, which is approximately double that of BEN’s most 
comparable listed security BENPA. In our view it is likely that liquidity of the BEN CPS 
will be relatively consistent with that of the Fund and BENPA, which have demonstrated 
similar levels of liquidity over the past 12 months. However as BEN shares have historically 
traded at demonstrably higher levels of liquidity than either the Units or BENPA, providing 
the conversion conditions are met, Unitholders will likely be provided with higher liquidity 
in 12 months following the issue of BEN CPS 

• Increased certainty of value: The terms of the BEN CPS provide for a fixed dollar 
conversion of BEN CPS to BEN ordinary shares, whereby a BEN CPS convert at a 2.5 
percent discount to the 20 business day VWAP of BEN ordinary shares. This provides 
Unitholders with greater certainty of value, regardless of the BEN CPS trading price. Should 
Unitholders wish to exit their holdings of BEN ordinary shares completely following 
conversion, Unitholders will be able to sell the BEN ordinary shares on the ASX  

• Enhanced credit profile: Moody’s have provided acredit rating of Baa1 (equivalent to a 
Standard & Poor’s rating of BBB-) for the BEN CPS, which is an investment grade rating. 
This compares favourably to the Fund which is unrated as are most of its Investment Notes 

• Exit from a diminishing investment portfolio: There have not been any new investments 
made by the Fund in over two years and the current Investment Notes are approaching 
maturity. As each Investment Note reaches maturity or meets its call conditions, the Fund is 
becoming increasingly less diverse and its concentration risk is increasing for Unitholders. 
The Fund’s longest expected asset is its MIS loan portfolio, which has an expected maturity 
of four years. The Proposal provides Unitholders with an opportunity to exit the Fund and 
cease their exposure to the increasing risk associated with the Fund, resulting from the 
Fund’s reducing investment diversification  

• Possibly reduced discount to face value: BENPA have historically traded at a lower 
discount to face value than units in the Fund. As the most comparable security to the 
proposed BEN CPS, it is likely the discount to face value will also be lower than that of the 
Units. 
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Possible disadvantages of the Proposal 
The possible disadvantages of the Proposal to Unitholders include: 

• Tax consequences: Exchange of Units for BEN CPS will give rise to a CGT event and will 
not qualify for capital gains tax rollover relief. Consequently this may result in capital gains 
tax being payable by some Unitholders. Further information relating to the tax consequences 
for Unitholders is detailed in Section 14.4 

• Certain Unitholders may not value the franking credits: Unitholders who are unable to 
utilise all or some of the benefit from franking credits may receive lower after tax returns 
from the BEN CPS compared to those from the Units. The specific tax implications for each 
Unitholder will depend on the particular circumstances of the person or entity. Unitholders 
should seek and rely on their own advice where appropriate 

• No cash alternative: Unitholders are not being offered a cash alternative to the BEN CPS as 
consideration under the Proposal. This represents a potential limited disadvantage for those 
Unitholders wishing an absolute or partial exit from their investment. BEN will apply for 
quotation of the BEN CPS on the ASX so Unitholders will be able to exit their investment 
(providing BEN CPS are accepted to ASX quotation) by selling their BEN CPS on the ASX, 
however, transaction costs will be incurred 

• No certainty of mandatory conversion value: Due to the time value of money, the use of a 
BEN VWAP in the calculation of the number of BEN shares into which the BEN CPS will 
convert and the rounding down of the BEN conversion number, the estimated mandatory 
BEN conversion value of $102.56 may vary from the market value at the date of conversion.  

• Foreign Unitholders may not be eligible to receive BEN CPS: Unitholders who are deemed 
to be Ineligible Foreign Unitholders will not be issued the BEN CPS as consideration under 
the Proposal, instead, their entitlement will be issued to a nominee appointed by BEN who 
will sell all of the BEN CPS on the ASX and remit the net proceeds to them. This represents 
a disadvantage for those Ineligible Foreign Unitholders who are seeking ongoing investment 
exposure in BEN. However, they have the flexibility to reinvest the cash they will receive in 
BEN CPS or in BEN, albeit they will have to incur transaction costs.  

On balance, we consider that the disadvantages of the Proposal do not outweigh the 
advantages.  
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14.4 Other considerations 
No alternative proposals for the Fund have emerged 

Since the announcement of the Proposal on 16 February 2009, no alternative formal proposal to 
acquire the Fund has been received by AMF. 

In any event, following the announcement of the Proposal, potential alternative acquirers have 
had the opportunity to make competing offers for the Fund. The Independent Directors have 
advised that no such offers have yet been made for the Fund.  

We note that approximately eight weeks will lapse between the date of this report and 
Unitholders’ meeting to consider the Proposal. In the event that an alternative offer emerges 
within this timeframe on better terms, Unitholders could elect to vote against the Proposal. 

14.5 Implications if the Proposal is not approved 
In the event the Proposal does not proceed, amongst other things: 

• the Fund will continue to be listed on the ASX and the Independent Directors of AMF 
anticipate that the Fund will continue as a stand alone entity and continue to remain listed on 
ASX. The Fund will continue to focus on its current business plan and strategy. The rights 
of Unitholders will remain unchanged. 

• the Units are likely to trade at lower levels than current market prices in the absence of an 
alternative proposal. We note that following the announcement of the Proposal on 16 
February 2009 to 27 February 2009, the Units have traded in the range of $1.52 to $1.60 
(based on closing prices). This range compares with the one month and three month 
VWAPs of the Units prior to the announcement of the Proposal of approximately $1.19 and 
$1.22 respectively. It is not possible to accurately predict the prices at which the Fund units 
might trade in the future in the absence of the Proposal or an alternative offer. However, in 
the absence of any unexpected events impacting the Fund, it is likely that the price of the 
Fund’s units on the ASX will fall below current market prices  

• the expected benefits of the Proposal will not be realised. However, some of the possible 
disadvantages and risks of the Proposal will not arise 

• the Fund may, in certain circumstances, become liable to pay BEN a break-fee of $1.7 
million under the SIA 

• the Fund will have incurred the costs estimated to be in the order of  $1.64 million 
(excluding any break fee which may be payable) and expended management time in 
planning for implementation of the Proposal without achieving an outcome.  
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14.6 Tax implications of the Proposal  
Unitholders should refer to Section 8 of the Explanatory Memorandum in relation to the tax 
implications arising from approval of the Proposal. Under current Australian taxation laws, the 
exchange of Units in the Fund for BEN CPS will give rise to a CGT event and will not qualify 
for capital gains tax rollover relief. Consequently this may result in capital gains tax being 
payable by some Unitholders. Disposal of the BEN CPS by an Australian Holder will also give 
rise to a CGT event which may result in capital gains tax being payable by some holders. The 
redemption of BEN CPS may result in the redemption proceeds being treated as an assessable 
dividend and will also give rise to a CGT event for Australian Holders which may result in 
capital gains tax being payable by some shareholders. The conversion of each BEN CPS into 
one BEN ordinary share should not result in a CGT event. The issue of additional BEN ordinary 
shares in relation to the BEN CPS should not be treated by an Australian Holder as a dividend 
or assessable income. 

The specific tax implications for each Unitholder will depend on the particular circumstances of 
the person or entity. Unitholders should not rely solely upon the taxation information set out in 
the Explanatory Memorandum for taxation purposes, and should seek and rely on their own 
advice where appropriate. 

15 Conclusion 

In our opinion, having regard to the matters set out in this report, and in the absence of a 
superior proposal, on balance, the Proposal is fair and reasonable to Unitholders and 
therefore in the best interests of Unitholders 

In forming our opinion, we have considered the interests of Unitholders as a whole. This advice 
therefore does not consider the financial situation, objectives or needs of individual Unitholders. 
It is neither practical nor possible to assess the implications of the Proposal on individual 
Unitholders as we do not know their specific financial circumstances. 

The decision of Unitholders as to whether or not to vote in favour of the Proposal is a matter for 
individuals based on, amongst other things, their views as to value and future market conditions, 
risk profile, liquidity preference, investment strategy and tax position. Individual Unithiolders 
should therefore consider the appropriateness of our opinion to their specific circumstances 
before acting on it. As an individual’s decision to vote for or against the Proposal may be 
influenced by his or her particular circumstances, we recommend that individual unitholders 
consult their financial adviser. 
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Appendix 1 – KPMG Disclosures 

Qualifications 

KPMG is the holder of an Australian Financial Services Licence, No 246901, under the 
Corporations Act 2001 and is controlled by the KPMG partnership. 

The individuals responsible for the preparation of this report are Don Manifold, Lilian Look and 
Paul Lichtenstein. 

Don Manifold is a partner in the KPMG Partnership and is an Executive Director of KPMG. He 
holds a holds a Bachelor of Economics (Accounting) with honours, a Master of Business 
Administration from the Australian Graduate School of Management and is a Member of the 
Institute of Chartered Accountants in Australia. Don has over 10 years experience in the 
provision of merger and acquisition advice and considerable experience in the valuation of 
shares and businesses. 

Lilian Look is a partner in the KPMG Partnership and is an Executive Director of KPMG. She 
holds a Bachelor of Economics and a Bachelor of Laws, is a Fellow of the Financial Services 
Institute of Australasia and is an Associate of CPA Australia. Lilian has over 10 years 
experience in the preparation of valuations and expert reports on the valuation of shares and 
businesses. 

Paul Lichtenstein is a partner in KPMG’s Risk Advisory Services practice and leads KPMG’s 
credit risk advisory practice in Australia. Paul holds a Bachelor of Economics, a Graduate 
Diploma in Finance and is a member of the Institute of Chartered Accountants in Australia. Paul 
has an extensive background in credit risk management including credit process design and 
enhancement, credit quality reviews and the development of credit risk management tools and 
models. 

Disclaimers 

It is not intended that this report should be used or relied upon for any purpose other than 
KPMG’s opinion as to whether the Proposal is in fair and reasonable to Unitholders. KPMG 
expressly disclaims any liability to any Unitholder who relies or purports to rely on the report 
for any other purpose and to any other party who relies or purports to rely on the report for any 
purpose whatsoever. 

Other than this report, neither KPMG nor the KPMG Partnership has been involved in the 
preparation of the Explanatory Memorandum. Accordingly, we take no responsibility for the 
content of the Explanatory Memorandum as a whole.  
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Independence 

KPMG is entitled to receive a fee of $130,000, excluding GST, for the preparation of this report. 
Except for these fees, KPMG has not received and will not receive any pecuniary or other 
benefit whether direct or indirect for or in connection with the preparation of this report.  

In addition to this report, the KPMG Partnership is entitled to receive not more than $85,000 for 
the separate taxation advice on the tax implications of the Proposal for BEN.  

Over the two years prior to the date of this report, KPMG and the KPMG Partnership have:  

• undertaken no other work for the Fund 

• undertaken various other professional assignments for BEN including an independent 
expert’s report, a valuation of intangible assets and general corporate taxation advice.  

A number of such assignments were on-going during the preparation of this report. Other than 
this report and separate taxation advice on the tax implications of the Proposal for BEN 
shareholders, none of these assignments related to any aspect of the Proposal.  

Further, employees of KPMG, the KPMG Partnership and its affiliated entities may hold Units 
in the Fund. However, no individual involved in the preparation of this report, or review thereof, 
holds a material direct interest in the Units of the Fund. With the exception of these matters, 
neither KPMG or the KPMG Partnership will receive any other benefits, whether directly or 
indirectly, for or in connection with the making of this report. 

During the course of this engagement, KPMG provided draft copies of this report to 
management of AMF, as Responsible Entity of the Fund for comment as to factual accuracy, as 
opposed to opinions, which are the responsibility of KPMG alone. Changes made to this report 
as a result of these reviews have not changed the opinions reached by KPMG. 

Consent 

KPMG consents to the inclusion of this report in the form and context in which it is included 
with the Explanatory Memorandum to be issued to the Unitholders. Neither the whole nor the 
any part of this report nor any reference thereto may be included in any other document without 
the prior written consent of KPMG as to the form and context in which it appears. 

Indemnity 

AMF, as Responsible Entity of the Fund, has agreed to indemnify and hold harmless KPMG, 
the KPMG Partnership and/or KPMG entities related to the KPMG Partnership against any and 
all losses, claims, costs, expenses, actions, demands, damages, liabilities or any other 
proceedings, whatsoever incurred by KPMG, the KPMG Partnership and/or KPMG entities 
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related to the KPMG Partnership in respect of any claim by a third party arising from or 
connected to any breach by AMF of AMF’s obligations.  

AMF, as Responsible Entity for the Fund, has also agreed that KPMG, the KPMG Partnership 
and/or KPMG entities related to the KPMG Partnership shall not be liable for any losses, 
claims, expenses, actions, demands, damages, liabilities or any other proceedings arising out of 
reliance on any information provided by you or any of your representatives, which is false, 
misleading or incomplete. AMF, as Responsible Entity for the Fund, has agreed to indemnify 
and hold harmless KPMG, the KPMG Partnership and/or KPMG entities related to the KPMG 
Partnership from any such liabilities we may have to AMF/and or the Fund or any third party as 
a result of reliance by KPMG, the KPMG Partnership and/or KPMG entities related to the 
KPMG Partnership on any information provided by AMF or any of AMF’s representatives, 
which is false, misleading or incomplete. 
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Appendix 2 – Sources of information 

In preparing this report, we have considered, inter alia, the following main sources of 
information: 

The Fund 

• annual reports for the years ended 30 June 2007 and 2008 

• half year report for the six months ended 31 December 2008 

• various ASX announcements for the Fund 

• various press releases, public announcements, media and analyst presentation material and 
other public filings by the Fund. 

BEN 

• annual reports for the years ended 30 June 2007 and 2008 

• half year report for the six months ended 31 December 2008 

• BEN website 

• various ASX announcements for BEN 

• various press releases, public announcements, media and analyst presentation material and 
other public filings by BEN. 

Industry 

• various data series and publications from the Australian Bureau of Statistics and the RBA 

• various publications and financial information from APRA and the Australian Office of 
Financial Management 

• various data from CBA Spectrum 

• various information from the Australian Securitisation Forum 

• various KPMG Financial Institutions Performance Surveys 

• various newspaper and media reports pertaining to the banking and asset securitisation 
industries. 
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General 

• latest draft copy of the Explanatory Memorandum dated 25 February 2009 in relation to the 
Proposal 

• financial information from Bloomberg and IRESS 

• financial information and reports from FinAnalysis and Connect 4 

• publications from Standard & Poor’s 

• various broker, independent expert and analysts reports and company websites. 

We have had discussions with the AMF’s  management team including: 

• Mr Bruce Speirs, Chief Executive Officer 

• Mr Kym Masters, Chief Investment Officer 

• Mr Mark McKay, Portfolio Manager. 

In addition, we have had discussions with AMF’s Independent Directors, being: 

• Mr Stephen Treanor 

• Ms Nancy Fox. 
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Appendix 3 – Overview of valuation methodologies 

Capitalisation of Earnings 

An earnings based approach estimates a sustainable level of future earnings for a business 
(maintainable earnings) and applies an appropriate multiple to those earnings, capitalising them 
into a value for the business. The earnings bases to which a multiple is commonly applied 
include Earnings Before Interest, Taxation, Depreciation and Amortisation (EBITDA), Earnings 
Before Interest and Taxation (EBIT) and Net Profit After Taxation (NPAT). 

In considering the maintainable earnings of the business being valued, factors to be taken into 
account include whether the historical performance of the business reflects the expected level of 
future operating performance, particularly in cases of continued development or when 
significant changes occur in the operating environment and when the underlying business is 
cyclical. 

With regard to the multiples applied in an earnings based valuation, they are generally based on 
data from listed companies and recent transactions in a comparable sector, with appropriate 
adjustment after consideration has been given to the specific characteristics of the business 
being valued. 

The multiples derived for comparable quoted companies are generally based on share prices 
reflective of the trades of small parcels of shares. As such, they generally reflect multiples 
reflective of the prices at which portfolio interests change hands. That is there is no premium for 
control incorporated within such pricing. They may also be impacted by the level of liquidity in 
trading of the particular stock. Accordingly, when valuing a business en bloc (i.e. 100 percent) it 
is appropriate to also reference the multiples achieved in recent transactions, where a control 
premium and breadth of purchaser interest are more fully reflected.   

An earnings approach is effectively a proxy for the DCF valuation approach. It may be used as a 
primary valuation approach where the business subject to valuation is a stable business 
operating in a relatively mature or developed industry, or to provide a market cross-check to the 
conclusions reached under a theoretical DCF approach. An earnings approach is also commonly 
adopted when sufficiently reliable forecast information to undertake a DCF is not available. 

Net assets or cost based methodology 

Under a net assets or cost based approach, total value is based on the sum of the net asset value 
or the costs incurred in developing a business to date, plus, if appropriate, a premium to reflect 
the value of intangible assets not recorded on the balance sheet. 

Net asset value is determined by marking every asset and liability on (and off) the company’s 
balance sheet to current market values. 
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A premium is added, if appropriate, to the marked-to-market net asset value, reflecting the 
profitability, market position and the overall attractiveness of the business. The net asset value, 
including any premium, can be matched to the “book” net asset value, to give a P/BV, which 
can then be compared to that of similar transactions or quoted companies. 

A net asset or cost based methodology is most appropriate for businesses where the value lies in 
the underlying assets and not the ongoing operations of the business (e.g. real estate holding 
companies). A net asset approach is also useful as a cross-check to assess the relative riskiness 
of the business (e.g. through measures such as levels of tangible asset backing). 

DCF methodology 

Value is future oriented and accordingly the theoretically correct manner to assess value is to 
consider future earnings potential of a business. Under a DCF approach, forecast cash flows are 
discounted back to the valuation date, generating a net present value for the cash flow stream of 
the business. A terminal value at the end of the explicit forecast period is then determined and 
that value is also discounted back to the valuation date and added to the net present value of the 
cash flow stream to give an overall value for the business. 

In a DCF valuation, the forecast period should be of such a length to enable the business to 
achieve a stabilised level of earnings, or to be reflective of an entire operation cycle for more 
cyclical industries. Typically a forecast period of at least five years is required, although this can 
vary by industry and by sector within a given industry. 

Discount rate 

The rate at which the future cash flows are discounted (the Discount Rate) should reflect not 
only the time value of money, but also the risk associated with the business’ future operations. 
This means that in order for a DCF to produce a sensible valuation figure, the quality of the 
underlying cash flow forecasts is fundamental.   

The Discount Rate typically employed is the Weighted Average Cost of Capital of the business, 
reflecting an optimal (as opposed to actual) financing structure, which is applied to unleveraged 
cash flows and results in an enterprise value for the business. Alternatively, in certain 
circumstances, it is more appropriate to apply an equity approach, which takes the business’ cost 
of equity and applies it to leveraged cash flows to determine an equity value for the business. 

Terminal value 

In calculating the terminal value, regard must be had to the business’ potential for further 
growth beyond the explicit forecast period. The “constant growth model”, which applies an 
expected constant level of growth to the cash flow forecast in the last year of the forecast period 
and assumes such growth is achieved in perpetuity, is a common method. The terminal value 
calculation should be cross-checked for reasonableness against implied exit multiples. 
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Industry specific methodology 

Depending on the industry in which the business operates, an industry specific approach may be 
appropriate in assessing value. Industry specific methodologies typically involve the application 
of a ‘rule of thumb’, which is accepted within the industry as an appropriate basis for 
benchmarking value. 

Industry specific methodologies typically involve the application of a multiplier to an operating 
metric such as revenue, customer numbers or funds under management. 

The multiplier applied is determined with reference to common perception in the market, which 
is supported through empirical evidence from recently completed transactions. 

An industry specific methodology is most appropriate as a cross-check of the value determined 
by applying one of the above methodologies as a primary methodology. 

Enterprise or Equity Value 

Depending on the valuation approach selected and the treatment of the business’ existing debt 
position, the valuation range calculated will result in either an enterprise value or an equity 
value being determined. 

An enterprise value reflects the value of the whole of the business (i.e. the total assets of the 
business including fixed assets, working capital and goodwill/intangibles) that accrues to the 
providers of both debt and equity. An enterprise value will be calculated if a multiple is applied 
to unleveraged earnings (i.e. Revenue, EBITDA, EBIT) or unleveraged free cash flow. 

An equity value reflects the value that accrues to the equity holders. To compare an enterprise 
value to an equity value, the level of net debt must be deducted from the enterprise value.  An 
equity value will be calculated if a multiple is applied to leveraged earnings (i.e. Net Profit after 
Taxation) or free cash flow, post debt servicing.   

Monte Carlo simulation 

This methodology is common market practice in the valuation of equity options, especially 
where conditions or hurdles are dependent upon the future value of the security. 

The Monte Carlo method is a procedure for repeatedly sampling potential random movements 
in a security’s price. Using this repeated random sample in conjunction with certain forecast and 
historical data (such as interest rates, dividend yields and volatility), it is possible to form a 
probability distribution of a security’s price at a particular time in the future and hence estimate 
the average or mean security price at this time.   

The underlying model of the stock’s behaviour used in this method is geometric Brownian 
motion. The random movements in the security’s price are predicted using a random draw from 
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a standard normal distribution. The key inputs in a Monte Carlo simulation are the initial stock 
price, the drift rate (generally the risk free rate less the net dividend yield) and the volatility 
exhibited by the stock price. 

 


