ALEXINVEST COMMUNITY SERVICES LIMITED
Financial Services Guide and Independent Expert’s Report
22 July 2020

We have concluded that the Proposed Merger is fair and reasonable

FINANCIAL SERVICES GUIDE
22 July 2020
RSM Corporate Australia Pty Ltd ABN 82 050 508 024 (“RSM Corporate Australia Pty Ltd” or “we” or “us” or “ours” as appropriate)
has been engaged to issue general financial product advice in the form of a report to be provided to you.
In the above circumstances we are required to issue to you, as a retail client, a Financial Services Guide (“FSG”). This FSG is
designed to help retail clients make a decision as to their use of the general financial product advice and to ensure that we comply
with our obligations as financial services licensees.
This FSG includes information about:
who we are and how we can be contacted;
the financial services that we will be providing you under our Australian Financial Services Licence, Licence No 255847;
remuneration that we and/or our staff and any associates receive in connection with the financial services that we will be
providing to you;
any relevant associations or relationships we have; and
our complaints handling procedures and how you may access them.

Financial services we will provide
For the purposes of our report and this FSG, the financial service we will be providing to you is the provision of general financial
product advice in relation to securities.
We provide financial product advice by virtue of an engagement to issue a report in connection with a financial product of another
person. Our report will include a description of the circumstances of our engagement and identify the person who has engaged
us. You will not have engaged us directly but will be provided with a copy of the report as a retail client because of your connection
to the matters in respect of which we have been engaged to report.
Any report we provide is provided on our own behalf as a financial services licensee authorised to provide the financial product
advice contained in the report.

General Financial Product Advice
In our report we provide general financial product advice, not personal financial product advice, because it has been prepared
without taking into account your personal objectives, financial situation or needs.
You should consider the appropriateness of this general advice having regard to your own objectives, financial situation and needs
before you act on the advice. Where the advice relates to the acquisition or possible acquisition of a financial product, you should
also obtain a product disclosure statement relating to the product and consider that statement before making any decision about
whether to acquire the product.

Benefits that we may receive
We charge various fees for providing different financial services. However, in respect of the financial service being provided to you
by us, fees will be agreed, and paid by, the person who engages us to provide the report and such fees will be agreed on either a
fixed fee or time cost basis. You will not pay to us any fees for our services; the Company will pay our fees. These fees are
disclosed in the Report.
Except for the fees referred to above, neither RSM Corporate Australia Pty Ltd, nor any of its directors, employees or related
entities, receive any pecuniary benefit or other benefit, directly or indirectly, for or in connection with the provision of the report.

Remuneration or other benefits received by our employees
All our employees receive a salary.

Referrals
We do not pay commissions or provide any other benefits to any person for referring customers to us in connection with the reports
that we are licensed to provide.

Associations and relationships
RSM Corporate Australia Pty Ltd is beneficially owned by the partners of RSM Australia, a large national firm of chartered
accountants and business advisers. Our directors are partners of RSM Australia Partners.
From time to time, RSM Corporate Australia Pty Ltd, RSM Australia Partners, RSM Australia and / or RSM Australia related entities
may provide professional services, including audit, tax and financial advisory services, to financial product issuers in the ordinary
course of its business.

Complaints resolution
Internal complaints resolution process
As the holder of an Australian Financial Services Licence, we are required to have a system for handling complaints from persons
to whom we provide financial product advice. All complaints should be directed to The Complaints Officer, RSM Corporate Australia
Pty Ltd, P O Box R1253, Perth, WA, 6844.
When we receive a written complaint we will record the complaint, acknowledge receipt of the complaint within 15 days and
investigate the issues raised. As soon as practical, and not more than 45 days after receiving the written complaint, we will advise
the complainant in writing of our determination.
Referral to External Dispute Resolution Scheme
A complainant not satisfied with the outcome of the above process, or our determination, has the right to refer the matter to the
Australian Financial Complaints Authority (“AFCA”). AFCA is an independent dispute resolution scheme that has been established
to provide free advice and assistance to consumers to help in resolving complaints relating to the financial services industry.
Further details about AFCA are available at the AFCA website www.afca.org.au. You may contact AFCA directly by email,
telephone or in writing at the address set out below.
Australian Financial Complaints Authority
GPO Box 3
Melbourne VIC 3001
Toll Free:
1800 931 678
Email:
info@afca.org.au
Time limits may apply to make a complaint to AFCA, so you should act promptly or consult the AFCA website to determine if or
when the time limit relevant to your circumstances expires.

Contact details
You may contact us using the details set out at the top of our letterhead on page 5 of this report.
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22 July 2020
The Directors
AlexInvest Community Services Limited
PO Box 2405
Goolwa SA 5214

T +61 (3) 9286 8000
F +61 (3) 9286 8199
www.rsm.com.au

Dear Directors

INDEPENDENT EXPERT’S REPORT
1.

Introduction
1.1

This Independent Expert’s Report (the “Report” or “IER”) has been prepared to accompany the Notice of
General Meeting and Explanatory Statement (“Notice”) to be provided to Shareholders for a General
Meeting of AlexInvest Community Services Limited (“AlexInvest”, “ACS” or “the Company”) to be held in
September 2020, at which shareholder approval will be sought for a number of resolutions relating to the
Company’s merger (the “Proposed Merger”) with Fleurieu Community Enterprises Limited (“Fleurieu”), as
set out below:
Resolution 1 – Proposed merger with Fleurieu
To consider and, if thought fit, to approve the following resolution as an advisory resolution of AlexInvest:
Subject to all Resolutions being passed, that the merger of AlexInvest with Fleurieu on the terms
summarised in the Explanatory Statement accompanying this Notice of General Meeting, which will result
in Fleurieu holding all of the issued ordinary shares in AlexInvest, be approved.
Resolution 2 – Share cancellation
To consider and, if thought fit, to approve the following resolution as a special resolution of AlexInvest:
Subject to all Resolutions being passed, that the share capital of AlexInvest be reduced by cancelling and
extinguishing the fully paid shares held by all shareholders of AlexInvest on the register of members
immediately before the start of the meeting at which this resolution is considered by the shareholders of
AlexInvest.

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING
RSM Corporate Australia Pty Ltd is beneficially owned by the Directors of RSM Australia Pty Ltd. RSM Australia Pty Ltd is a member of the RSM network and trades as RSM. RSM is the trading name used
by the members of the RSM network. Each member of the RSM network is an independent accounting and consulting firm which practices in its own right. The RSM network is not itself a separate legal
entity in any jurisdiction.
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Resolution 3 – Issue of 790,477 ordinary shares in AlexInvest to Fleurieu
To consider and, if thought fit, to approve the following resolution as an ordinary resolution of AlexInvest:
Subject to all Resolutions being passed, that, for the purpose of item 7, section 611 of the Corporations
Act 2001 (Cth), the issue by AlexInvest of 790,477 fully paid shares to Fleurieu (representing 50% of the
voting power in AlexInvest) in consideration for 263,492 fully paid shares in Fleurieu be approved.
Resolution 4 – Alteration to the Constitution
To consider and, if thought fit, to approve the following resolution as a special resolution of AlexInvest:
Subject to all Resolutions being passed, that the Constitution of AlexInvest be altered with immediate effect
following the passing of this resolution as follows:
Rule no
9

Description of current provision
(before amendment)
A person must not have a
“prohibited shareholding interest”.
There are a number of
circumstances in which a
“prohibited shareholding interest”
may arise, including:

Proposed amendment
Delete Rule 9.

where a person controls or owns
10% or more of the Shares; or

45

where a person does not, in the
opinion of the Board, have a close
connection to the community or
communities in which the
Community Bank® Fleurieu
dominantly carries on business.
On a show of hands or a poll, each
AlexInvest shareholder attending
the meeting has one vote,
regardless of the number of Shares
held.

Delete Rule 45 and replace it with the following
Rule:
Voting Rights
45. On a show of hands or on a poll:
(a) each shareholder present has one vote for
each fully paid share held;
(b) in the case of a partly paid share, that
fraction of a vote equivalent to the proportion
that the amount paid up on that shareholder's
share bears to the total amount paid and
payable for that share. Amounts paid in advance
of a call are to be ignored when calculating the
proportion; and

N/A

No existing provision.

(c) where a shareholder has appointed more
than one person as a representative, proxy or
attorney for the shareholder, only one of the
representatives, proxies or attorneys is entitled
to vote.
Insert a new Rule 34A, immediately after Rule
34, as follows:
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Rule no

Description of current provision
(before amendment)

Proposed amendment

Distribution of assets in-specie
34A.
34A. 34A. If the Company is to reduce its share
capital in accordance with Rule 34, it may do so
wholly or partly by the distribution of specific
assets (including shares or other securities in
another corporation). Where the Company
reduces its share capital by way of distribution of
shares or other securities in another corporation,
then each member is taken to have agreed to
become a shareholder or securityholder of that
corporation and to have agreed to be bound by
the constitution of that corporation. Each
member also appoints each Director and
Secretary their agent and attorney to:
(a) agree to the member becoming a
shareholder or securityholder of that corporation;
(b) agree to the member being bound by the
constitution of that corporation; and
(c) execute any transfer of shares or securities,
or other document required to give effect to the
distribution of shares or other securities to that
shareholder.
Resolution 6 – Selective capital reduction
To consider and, if thought fit, to approve the following resolution as a special resolution of AlexInvest:
That the share capital of AlexInvest be reduced by cancelling and extinguishing the fully paid shares held
by all shareholders of AlexInvest other than Fleurieu in consideration for AlexInvest making a pro rata inspecie distribution of the 263,492 fully paid shares in Fleurieu held by AlexInvest to all shareholders other
than Fleurieu.
1.2

The Directors of the Company have requested that RSM Corporate Australia Pty Ltd (“RSM”), being
independent and qualified for the purpose, express an opinion as to whether the Proposed Merger is fair
and reasonable to shareholders of AlexInvest not associated with the Proposed Merger (“Shareholders”).

1.3

We have been asked to opine on Resolutions 1, 2, 3, 4 and 6, as following the implementation of these
resolutions AlexInvest will become a wholly-owned subsidiary of Fleurieu, with Shareholders holding
26.7% of the shares in Fleurieu immediately after the Proposed Merger.

1.4

The ultimate decision whether to approve the Proposed Merger should be based on each Shareholder’s
assessment of their circumstances, including their risk profile, liquidity preference, tax position and
expectations as to value and future market conditions. If in doubt as to the action they should take with
regard to the Proposed Merger, or the matters dealt with in this Report, Shareholders should seek
independent professional advice.
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2.

Summary and conclusion

Opinion
2.1

In our opinion, and for the reasons set out in Sections 10 and 11 of this Report, the Proposed Merger is
fair and reasonable to Shareholders.

Approach
2.2

In assessing whether the Proposed Merger is fair and reasonable to the Shareholders, we have considered
Australian Securities and Investment Commission (“ASIC”) Regulatory Guide 111 – Content of Expert
Reports (“RG 111”), which provides specific guidance as to how an expert is to appraise transactions.

2.3

Where an issue of shares by a company otherwise prohibited under section 606 of the Corporations Act
2001 (Cth) (“Act” or “Corporations Act”) is approved under item 7 of section 611, and the effect on the
company shareholding is comparable to a takeover bid, such as the Proposed Merger, RG 111 states that
the transaction should be analysed as if it was a takeover bid.

2.4

Therefore, we have considered whether or not the Proposed Merger is “fair” to Shareholders by assessing
and comparing:
the Fair Market Value of a Share in AlexInvest on a controlling basis prior to the Proposed Merger;
with
the Fair Market Value of the Consideration received by Shareholders (the “Consideration”) for each
Share held in AlexInvest prior to the Proposed Merger.

2.5

We have also considered whether the Proposed Merger is “reasonable” to Shareholders by undertaking
an analysis of the other factors relating to the Proposed Merger which are likely to be relevant to the
Shareholders in their decision of whether or not to approve the Proposed Merger.

2.6

Further information of the approach we have employed in assessing whether the Proposed Merger is “fair”
and “reasonable” is set out at Section 4 of this Report.

Fairness
2.7

Our assessed value of an AlexInvest Share prior to the Proposed Merger and our assessed value of the
Consideration received by Shareholders for each Share held in AlexInvest prior to the Proposed Merger
are summarised in the table below.

Fair Market Value per Share pre the Proposed Merger (controlling
basis)
Fair Market Value of the Consideration per ACS Share (non-controlling
basis)

Low

High

Preferred

$Nil

$Nil

$Nil

$Nil

$Nil

$Nil

Source: RSM analysis

Table 1: Valuation summary
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2.8

In accordance with the guidance set out in ASIC RG 111, and in the absence of any other relevant
information, for the purposes of complying with section 611 of the Act, we consider the Proposed Merger
to be fair to Shareholders as the Fair Market Value of the Consideration received by Shareholders for
each share held in AlexInvest prior to the Proposed Merger is equal to the value of an AlexInvest Share
pre the Proposed Merger.

Reasonableness
2.9

RG 111 establishes that an offer is reasonable if it is fair. It might also be reasonable if, despite not being
fair, there are sufficient reasons for security holders to accept the offer in the absence of any higher bid
before the offer closes. As such, we have also considered the following factors in relation to the
reasonableness aspects of the Proposed Merger:
the future prospects of the Company if the Proposed Merger does not proceed; and
any other commercial advantages and disadvantages to Shareholders as a consequence of the
Proposed Merger proceeding.

Future prospects of AlexInvest if the Proposed Merger does not proceed
2.10

If the Proposed Merger does not proceed, AlexInvest intends to continue to operate its business and the
position of AlexInvest shareholders will not change.

2.11

In signing off the financial statements for the year ended 30 June 2019, the Company’s auditors, AFS &
Associates, noted a material uncertainty related to the Company operating on a going concern basis.
Therefore, if the Proposed Merger does not proceed, the Company may be unable to realise its assets
and discharge its liabilities in the normal course of business.

Advantages of approving the Proposed Merger
2.12

The advantages of approving the Proposed Merger are:
the Proposed Merger is fair;
AlexInvest and Fleurieu may be able to realise cost saving synergies and, therefore, reduce
expenditure as a result of the Proposed Merger. Examples of cost synergies determined by the
directors of AlexInvest include ASIC registration fees, share registry fees, franchise fees, accounting
fees and audit fees. These savings are estimated to total $25,000;
increasing the size of the business operation may strengthen its ability to withstand economic and
industry transformation pressures. The larger business operation may also provide a greater
marketing presence across the whole Fleurieu Peninsula;
by combining workforces, the Merged Entity will be able to use staff in more specialised roles, which
may enhance the businesses’ service delivery;
should the Proposed Merger proceed, six of the initial fifteen directors of the Merged Entity will be
current directors of AlexInvest, representing 40% of the board by number;
should the Proposed Merger proceed, the board of the Merged Entity will have a broader range of
expertise and experience, which may assist in attracting and retaining directors in the future;
should the Proposed Merger proceed, Bendigo Bank has agreed to contribute up to $50,000 of
AlexInvest’s professional fees. This contribution will be deposited into the overdraft account and the
residual overdraft debt of AlexInvest will be converted to two new term loans in the name of Fleurieu.
These loans will be interest free and payable over 5 and 10 years respectively; and
if the Proposed Merger does not proceed and the Company is unable to continue as a going concern,
AlexInvest may incur significant costs in winding up the Company and in related administrative
expenses.
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Disadvantages of approving the Proposed Merger
2.13

The disadvantages of approving the Proposed Merger are:
Shareholders’ interests in the Merged Entity will effectively be 26.7% post the Proposed Merger,
substantially less than the 73.3% interest held by Fleurieu shareholders;
Shareholders may not wish to acquire an interest in the Fleurieu business;
there are operational and financial risks associated with increasing the scale of the Company’s
activities;
the Proposed Merger may not deliver expected cost savings; and
should the Proposed Merger proceed, the residual overdraft debt of AlexInvest (after a $50,000
contribution by Bendigo Bank for AlexInvest’s professional fees) will be converted to two new term
loans in the name of Fleurieu. These loans will be payable over 5 and 10 years respectively and
therefore the Merged Entity will need to generate sufficient cashflow to repay the debt.

2.14

We are not aware of any alternative proposals which may provide a greater benefit to Shareholders at this
time.

2.15

In our opinion, the position of the Shareholders if the Proposed Merger is approved is equal to the position
if it is not approved. Therefore, in the absence of any other relevant information and/or a superior offer,
we consider that the Proposed Merger is reasonable for Shareholders.
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3.

Summary of Proposed Merger

Overview
3.1

AlexInvest and Fleurieu have entered into a transaction agreement (“Transaction Agreement”) in relation
to the Proposed Merger of the two companies, dated 7 November 2019.

3.2

Both AlexInvest and Fleurieu currently operate as community banks (“Community Banks”) under franchise
agreements with Bendigo and Adelaide Bank Limited (“Bendigo Bank”). Community Banks may make only
limited distributions to Shareholders under the franchise agreement, with the majority of profits distributed
to community projects.

3.3

The Proposed Merger will be implemented by issuing Fleurieu with 790,477 Shares in AlexInvest as
consideration for 263,492 shares in Fleurieu. AlexInvest will then undertake a selective capital reduction,
cancelling all Shares other than those owned by Fleurieu. Therefore, Fleurieu will own all 790,477
remaining Shares in AlexInvest.

3.4

The Proposed Merger will result in AlexInvest becoming a wholly-owned subsidiary of Fleurieu. If the
Proposed Merger is successful, Fleurieu will enter into a new franchise agreement with Bendigo Bank to
operate Fleurieu’s existing business and the business currently operated by AlexInvest. The franchise
agreement between AlexInvest and Bendigo Bank will end.

3.5

The board of directors of the Merged Entity will be made up of all of the current directors of both AlexInvest
and Fleurieu.

3.6

Existing sites at Goolwa (currently operated by AlexInvest); and Aldinga, McLaren Vale and Willunga
(currently operated by Fleurieu); will be retained under their current leases.

3.7

Fleurieu will issue a completion dividend of $0.08 per Fleurieu share (“Fleurieu Completion Dividend”),
payable to shareholders of Fleurieu at the time of the Fleurieu general meeting to consider the Proposed
Merger.

Key conditions of the Proposed Merger
3.8

Completion of the Proposed Merger is to be subject to, and conditional upon, a number of conditions
precedent including:
before 8.00am on the date of completion, each party carries out, or procures the carrying out of, each
pre-completion implementation step for which it is stated to be responsible for in the Transaction
Agreement;
at the ACS General Meeting, the AlexInvest Shareholders approve the AlexInvest Shareholder
Resolutions by the requisite majority under the Corporations Act, and in the case of the advisory
resolution on the Proposed Merger, by a majority of votes;
at the FCE General Meeting, the Fleurieu Shareholders approve the Fleurieu Shareholder
Resolutions by the requisite majority under the Corporations Act, and in the case of the advisory
resolution on the Proposed Merger, by a majority of votes;
between the date of the Transaction Agreement and the date of the Fleurieu General Meeting, none
of the directors of Fleurieu changes, qualifies or withdraws their recommendation to the Fleurieu
Shareholders to vote in favour of the Fleurieu shareholder resolutions;
between the date of the Transaction Agreement and the date of the AlexInvest General Meeting,
none of the directors of AlexInvest changes, qualifies or withdraws their recommendation to the
AlexInvest Shareholders to vote in favour of the AlexInvest Shareholder Resolutions (with the
exception of the AlexInvest Shareholder Resolution to approve the selective reduction under section
256C(2)(a) of the Corporations Act, in respect of which all AlexInvest Shareholders other than
Fleurieu will be recommended to abstain from voting);
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at the date of completion, Fleurieu satisfies the conditions contained in the franchise agreement to
be entered into between Fleurieu and Bendigo Bank in accordance with the Transaction Agreement;
between the date of the Transaction Agreement and 8.00am on the date of completion, no prescribed
occurrence (as defined in the Transaction Agreement) occurs in respect of AlexInvest;
between the date of the Transaction Agreement and 8.00am on the date of completion, no prescribed
occurrence (as defined in the Transaction Agreement) occurs in respect of Fleurieu;
before 8.00am on the date of completion, there is no judgment, order, decree, statute, law, ordinance,
rule or regulation, or other temporary restraining order, preliminary or permanent injunction, restraint
or prohibition, entered, enacted, promulgated, enforced or issued by any court or other governmental
agency of competent jurisdiction, that prohibits, materially restricts, makes illegal or restrains the
completion of the Proposed Merger or any material obligation under the Transaction Agreement; and
before 8.00am on the date of completion the lessor of the AlexInvest lease consents to the
assignment of the AlexInvest lease to Fleurieu, to be effective within 1 month of completion.

Impact of the Proposed Merger on AlexInvest’s Capital Structure
3.9

The table below summarises the capital structure of the Company immediately pre and post the Proposed
Merger.
%
Capital structure pre the Proposed Merger
Number of ordinary shares held by AlexInvest Shareholders

790,477

100.0%

Num ber of shares imm ediately before the Proposed Merger

790,477

100.0%

790,477
(790,477)

100.0%
(100.0%)

790,477

100.0%

Detailed capital structure post the Proposed Merger
Number of ordinary shares issued to Fleurieu (Resolution 3)
Selective capital reduction (Resolution 6)
Num ber of shares imm ediately after the Proposed Merger
Source: Company share registry, RSM analysis

Table 2: AlexInvest’s capital structure pre and post the Proposed Merger

Impact of the Proposed Merger on Fleurieu’s Capital Structure
3.10

The table below summarises the capital structure of Fleurieu immediately pre and post the Proposed
Merger.
%
Capital structure pre the Proposed Merger
Number of ordinary shares held by Fleurieu Shareholders

724,815

100.0%

Num ber of shares im m ediately before the Proposed Merger

724,815

100.0%

Detailed capital structure post the Proposed Merger
Number of ordinary shares issued to AlexInvest Shareholders
Number of ordinary shares retained by Fleurieu Shareholders

263,492
724,815

26.7%
73.3%

Num ber of shares im m ediately after the Proposed Merger

988,307

100.0%

Source: Fleurieu share registry, RSM analysis

Table 3: Fleurieu’s capital structure pre and post the Proposed Merger
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4.

Scope of the Report

Corporations Act
4.1

Section 606 of the Act prohibits a person from acquiring a relevant interest in the issued voting shares of
a public company if the acquisition results in that person’s voting interest in the company increasing from
a starting point that is below 20% to an interest that is above 20%. In broad terms, a person has a "relevant
interest" if that person holds shares or has the power to control the right to vote or dispose of shares. A
person's voting power in a company is the number of voting shares in which the person (and its associates)
holds, compared with the total number of voting shares in the company.

4.2

Completion of the Proposed Merger will result in AlexInvest becoming a wholly-owned subsidiary of
Fleurieu, with Shareholders holding 26.7% of the shares in Fleurieu immediately after the Proposed
Merger.

4.3

Therefore, the Company will be in breach of Section 606(1) of the Act in the absence of an applicable
exemption.

4.4

Section 611(7) of the Corporations Act provides an exemption to the rule noted in paragraph 4.1 above.
Section 611(7) allows a party (and its affiliates) to acquire a relevant interest in shares that would otherwise
be prohibited under Section 606(1) of the Act if the proposed acquisition is approved in advance by a
resolution passed at a General Meeting of the Company; and:
no votes are cast in favour of the resolution by the proposed acquirers or respective associates; and
there was full disclosure of all information that was known to the persons proposed to make the
acquisition or their associates or known to the Company that was material to a decision on how to
vote on the resolution.

4.5

Section 611(7) of the Act states that shareholders must be given all information that is material to the
decision on how to vote at the meeting. RG 111 advises the requirement to commission an Independent
Expert’s Report in such circumstances and provides guidance on the content.

Basis of evaluation
4.6

In assessing the fairness and reasonableness of the Proposed Merger to Shareholders, we have
considered RG 111, which provides specific guidance as to how an expert is to appraise transactions.

4.7

RG 111 provides specific guidance on how a transaction should be analysed if the transaction is a control
transaction, whereby a person acquires, or increases a controlling stake in a company, achieved by a
number of different legal mechanisms, or, involves a related party transaction requiring shareholder
approval under Chapter 2E of the Corporations Act.

4.8

Where an issue of shares by a company otherwise prohibited under section 606 is approved under Section
611(7) and the effect on the company's shareholding is comparable to a takeover bid, RG 111 states that
the transaction should be analysed as if it was a takeover bid.

4.9

RG 111 applies the "fair and reasonable" test as two distinct criteria in the circumstance of a takeover bid,
stating:
a takeover offer is considered "fair" if the value of the offer price or consideration is equal to or greater
than the value of the securities that are the subject of the offer; and
a takeover offer is considered "reasonable" if it is fair or, where the offer is "not fair", it may still be
"reasonable" if the expert believes that there are sufficient reasons for security holders to accept the
offer.
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4.10

In accordance with the guidance of RG 111, we have assessed whether the Proposed Merger is fair and
reasonable by undertaking a separate assessment of whether the transaction is "fair" and "reasonable" to
Shareholders.

4.11

Consistent with the guidelines in RG 111, we have considered whether the Proposed Merger is “fair and
reasonable" to Shareholders by undertaking:
a comparison of the Fair Market Value of a Share in AlexInvest on a controlling basis prior to the
Proposed Merger with the Fair Market Value of the Consideration, in the assessment of fairness; and
a review of other significant factors which Shareholders might consider prior to approving the
Proposed Merger, in our assessment to reasonableness.

4.12

The other significant factors to be considered include:
the future prospects of the Company if the Proposed Merger does not proceed; and
any other commercial advantages and disadvantages to Shareholders as a consequence of the
Proposed Merger proceeding.

4.13

Our assessment of the Proposed Merger is based on economic, market and other conditions prevailing at
the date of this report.
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5.

Profile of AlexInvest

Background
5.1

AlexInvest was established in May 2009.

5.2

AlexInvest operates a single Community Bank branch located in Goolwa, which first opened in May 2011.
The Goolwa branch operates four days per week.

5.3

Four staff members are employed by AlexInvest and costs of the required management and sales staff
are shared with Fleurieu through a collaboration agreement.

5.4

AlexInvest has approximately 1,700 customers, which increased after many customer transfers following
the recent closure of ANZ in Goolwa.

5.5

AlexInvest has not made any distributions to Shareholders at the date of this Report.

Directors and management
5.6

The directors of AlexInvest are:
Barry McHugh;
Emily Livingston;
Robert Van Der Kamp;
Elizabeth Williams;
Lauren McKee; and
Carol Gaston.

Financial information
5.7

The information in the following section provides a summary of the financial performance and financial
position of AlexInvest for the financial years ended 30 June 2018 (“FY18”) and 30 June 2019 (“FY19”),
and for the nine months ended 31 March 2020 (“YTD20”); extracted from the audited financial statements
and management accounts, respectively.
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Financial performance
5.8

The following table sets out a summary of the financial performance of AlexInvest for FY18, FY19 and
YTD20.
AlexInvest Com m unity Services Lim ited
Financial perform ance ($)
Revenue from ordinary activities

FY18

FY19

YTD20

356,698

414,274

339,373

Expenses
Employee benefits expense

(152,322)

(176,861)

(188,960)

General administration expenses

(72,921)

(74,789)

(71,245)

Depreciation and amortisation

(21,610)

(21,072)

(34,432)

Systems costs

(29,967)

(31,995)

(23,246)

Charitable donations, sponsorship, advertising and promotion

(31,905)

(13,878)

(10,227)

Interest expense
Occupancy and associated costs
Total expenses

-

-

(8,533)

(43,869)

(44,995)

(7,762)

(352,594)

(363,590)

(344,405)

Profit/(loss) before tax

4,104

50,684

(5,032)

Profit margin (%)

1.2%

12.2%

-1.5%

Source: FY19 financial statements and YTD20 management accounts

Table 4: AlexInvest’s financial performance

5.9

The Company has generated revenue of $339k in YTD20, after generating revenue of $414k and $357k
in FY19 and FY18, respectively. Over the Historical Period, income comprised primarily of margin,
commission and fee income.

5.10

Employee expenses were consistently the Company’s largest expense over the Historical Period, being
43%, 49% and 55% of total expenses in FY18, FY19 and YTD20, respectively.

5.11

In FY19, the Company generated a net profit before tax of $51k, following a net profit after tax of $4k in
FY18. For YTD20, the Company has generated a loss of $5k before tax.
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Financial position
5.12

The table below sets out a summary of the financial position of AlexInvest as at 30 June 2018, 30 June
2019 and 31 March 2020.
AlexInvest Com m unity Services Lim ited

As at

As at

As at

30-Jun-18

30-Jun-19

31-Mar-20

478

746

559

Trade and other receivables

38,074

41,164

56,248

Total current assets

38,552

41,910

56,807

122,787

118,607

113,384

-

-

156,305

36,150

22,594

12,427

-

299,233

325,737

Total non-current assets

158,937

440,434

607,853

Total assets

197,489

482,344

664,660

48,062

45,847

98,171

476,641

431,490

379,769

23,095

18,251

22,160

547,798

495,588

500,100

Financial position ($)
Current assets
Cash and cash equivalents

Non-current assets
Property, plant & equipment
Right-of-use assets
Intangible assets
Deferred tax asset

Current liabilities
Trade and other payables
Borrow ings
Employee Provisions
Total current liabilities
Non-current liabilities
Trade and other payables

14,912

-

-

Employee provisions

3,388

5,448

5,901

Make good provision

-

-

18,692

Lease liability

-

-

221,028

18,300

5,448

245,621

566,098

501,036

745,721

(368,609)

(18,692)

(81,061)

774,626

774,626

774,626

(1,143,235)

(793,318)

(855,686)

(368,609)

(18,692)

(81,061)

Total non-current liabilities
Total liabilities
Net assets
Equity
Issued capital
Accumulated losses
Total equity

Source: FY18 financial statements, FY19 financial statements and YTD20 management accounts

Table 5: AlexInvest’s financial position

5.13

AlexInvest disclosed net liabilities of $81k at 31 March 2020, compared to net liabilities of $19k and $369k
at 30 June 2019 and 30 June 2018, respectively.

5.14

The substantial reduction in the net liability position during FY18 was the result of AlexInvest recognising
a deferred tax asset for carried-forward tax losses.

5.15

Other intangible assets include capitalised franchise fees and renewal processing fees, which are being
amortised over time. The book value of these assets was $12k at 31 March 2020.

17

5.16

AlexInvest disclosed borrowings of $380k, $431k and $477k as at 31 March 2020, 30 June 2019 and 30
June 2018, respectively. These borrowings are in the form of an overdraft facility with Bendigo Bank.

Capital structure
5.17

AlexInvest currently has 790,477 ordinary shares on issue. The top 10 shareholders of AlexInvest at 18
March 2020 are set out below.
Shareholder

Num ber

%

87,500
50,000
21,000
20,000
20,000
20,000
20,000
20,000
15,000
15,000

11.1%
6.3%
2.7%
2.5%
2.5%
2.5%
2.5%
2.5%
1.9%
1.9%

Other Shareholders

288,500
501,977

36.5%
63.5%

Total shares

790,477

100.0%

EUROTIME NOMINEES PTY LTD <EUROTIME SUPER FUND A/C>
HARTILL PTY LTD <HARTILL FAMILY TRUST A/C>
CAROL FRANCES GASTON
BARRY WILLIAM HILLS
HERITAGE PARK WOODSIDE <THE FORISTAL FAMILY TRUST A/C>
MARIO TICLI + JUDITH ANNE TICLI <MARJUD SUPERANNUATION FUND A/C>
R B O'CALLAGHAN PTY LTD <R B O'CALLAGHAN FAMILY TRUST A/C>
ROSEMARY ANNE SAGE + BRADLEY JOSEPH BRIGGS <SAGE SUPERANNUATION FUND A/C>
ALICE MCCLEARY + BRIAN JOHN MCCLEARY <ALICE MCCLEARY SUPER A/C>
BEVAN WILCKENS

Source: Company share registry

Table 6: AlexInvest’s capital structure

Share Trading History
5.18

The table below sets out AlexInvest’s share trading history for the two-year period ending 18 March 2020.
AlexInvest Share Trading History
Date

Type

Quantity

Price ($)

21-Aug-19

Survivorship

500

05-Jul-19

Off market transfer

500

31-Oct-18

Off market transfer

500

-

06-Sep-18

Off market transfer

250

-

06-Sep-18

Off market transfer

500

-

06-Sep-18

Off market transfer

250

-

17-Apr-18

Off market transfer

20,000

1.00

1.00

Source: Management Information

Table 7: AlexInvest’s share trading history
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6.

Profile of Fleurieu

Background
6.1

Fleurieu was established in 2005 following the closure of the last remaining bank in Aldinga by Adelaide
Bank.

6.2

In 2015, Fleurieu launched the first customer service centre in Willunga. This initiative permitted the
provision of banking services with a single staff member in a shared retail premises.

6.3

In May 2018, established a cash-less, staff-less, site in a business co-working space in McLaren Vale.

6.4

Fleurieu operates all three of these locations at the date of this report.

6.5

Fleurieu employs seven staff members, being:
one Senior Manager;
two Customer Relationship Officers; and
four Customer Services Officers.

6.6

A Sales and Business Development Manager provided by Bendigo & Adelaide Bank is also available to
assist at all Fleurieu sites.

Board of Directors
6.7

The directors of Fleurieu are:
Ronald Leslie Logan;
Hazel Ann Wainwright;
Karyn Joy Thomas
Anita Jane Bailetti;
Charles Dominic Rodney Manning;
Daniel John Roach;
Marissa Anne Harvey;
Juan Edward Smith; and
Jordan Daniel Corfield-Higgins.

Financial information
6.8

The information in the following section provides a summary of the financial performance and financial
position of Fleurieu for FY18 and FY19 extracted from Fleurieu’s audited financial statements and YTD20,
extracted from management accounts provided by Fleurieu.
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Financial performance
The following table sets out a summary of the financial performance of Fleurieu for FY18, FY19 and
YTD20.
Fleurieu Com m unity Enterprises Lim ited
Financial perform ance ($)

FY18

FY19

YTD20

669,390

679,927

481,077

(310,398)

(294,351)

(299,274)

General administration expenses

(81,344)

(94,193)

(79,496)

Occupancy and associated costs

(95,689)

(93,531)

(74,615)

Systems costs

(26,513)

(22,128)

(18,485)

Depreciation and amortisation

(27,005)

(27,366)

(29,348)

Charitable donations, sponsorship, advertising and promotion

(42,352)

(65,796)

(29,395)

(175)

-

(654)

(583,476)

(597,365)

(531,267)

Profit/(loss) before tax

85,914

82,562

(50,190)

Profit margin (%)

12.8%

12.1%

-10.4%

Revenue from ordinary activities
Expenses
Employee benefits expense

Net Interest expense
Total expenses

Source: FY18 financial statements, FY19 financial statements and YTD20 management accounts

Table 8: Fleurieu’s financial performance

6.9

Fleurieu disclosed total income of $680k for FY19 compared to $669k in FY18, and $481k in YTD20. Over
the Historical Period, income comprised primarily of margin, commission and fee income.

6.10

Employee expenses were consistently Fleurieu’s largest expense over the Historical Period, being 53%,
49% and 56% of total expenses in FY18, FY19 and YTD20, respectively.

6.11

In FY19, Fleurieu generated a net profit before tax of $83k, following a net profit before tax of $86k in
FY18. For YTD20, Fleurieu has generated a loss of $50k before tax considerations.
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Financial position
6.12

The table below sets out a summary of the financial position of Fleurieu as at 30 June 2018, 30 June 2019
and 31 March 2020.
Fleurieu Com m unity Enterprises Lim ited

As at

As at

As at

30-Jun-18

30-Jun-19

31-Mar-20

Cash and cash equivalents

178,150

262,633

247,540

Trade and other receivables

74,820

61,983

66,464

252,970

324,616

314,004

156,129

143,939

133,412

Financial position ($)
Current assets

Total current assets
Non-current assets
Property, plant & equipment
Right-of-use assets

-

-

24,177

Intangible assets

38,053

24,623

14,550

Deferred tax asset

90,175

67,391

97,809

Total non-current assets

284,357

235,953

269,949

Total assets

537,327

560,569

583,952

Trade and other payables

53,477

64,815

70,693

Employee Provisions

20,997

15,280

29,339

Total current liabilities

74,474

80,095

100,032

15,016

-

-

Employee provisions

1,235

3,087

-

Make good provision

-

-

66,431

Lease liability

-

-

19,169

Total non-current liabilities

16,251

3,087

85,600

Total liabilities

90,725

83,182

185,632

446,602

477,387

398,320

724,815

724,815

724,815

(278,213)

(247,428)

(326,495)

446,602

477,387

398,320

Current liabilities

Non-current liabilities
Trade and other payables

Net assets
Equity
Issued capital
Accumulated losses
Total equity

Source: FY18 financial statements, FY19 financial statements and YTD20 management accounts

Table 9: Fleurieu’s financial position

6.13

Fleurieu disclosed net assets of $398k at 31 March 2020 compared to $477k and $447k at 30 June 2019
and 30 June 2018, respectively.

6.14

Other intangible assets include capitalised franchise fees and renewal processing fees, which are being
amortised over time. The book value of these assets is $15k at 31 March 2020.
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Capital structure
6.15

Fleurieu has 724,815 ordinary shares on issue. The top 10 shareholders of Fleurieu as at 25 October
2019 are set out below.
Shareholder

Num ber

%

65,002
50,000
32,500
25,000
20,000
20,000
20,000
19,500
15,000
10,002

9.0%
6.9%
4.5%
3.4%
2.8%
2.8%
2.8%
2.7%
2.1%
1.4%

Other Shareholders

277,004
447,811

38.2%
61.8%

Total shares

724,815

100.0%

ASHFORD GROUP SUPER FUND
DL & TZ GREENHAM SUPER FUND
MR REX THOMSON
RAINBOW ELECTRICAL PTY LTD <SUPER FUND A/C>
PEKAHA EXECUTIVE SUPERANNUATION FUND
T & J MANOLAKIS SUPER FUND
MR MARK STEPHEN PICKARD
WINPAR HOLDING LIMITED
DA SMALLACOMBE PERSONAL SUPERANNUATION FUND
MR PETER JOHN SMITH + MRS CHRISTINE ANN SMITH

Source: Company share registry

Table 10: Fleurieu’s capital structure

Share Trading History
6.16

The table below sets out Fleurieu’s share trading history for the last 7 years.
Fleurieu Share Trading History ($)
Date
18-Jul-17
28-Jul-16
28-Apr-15
24-Feb-14
23-Jun-13

Quantity

Price ($)

500
1,000
3,000
5,000
5,000

0.65
1.00
0.95
1.00
1.00

Source: Management Information

Table 11: Fleurieu’s share trading history
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7.

Valuation approach

Valuation methodologies
7.1

In assessing the Fair Market Value of an ordinary AlexInvest Share prior to the Proposed Merger and the
Consideration, we have considered a range of valuation methodologies. RG 111 proposes that it is
generally appropriate for an expert to consider using the following methodologies:
the discounted cash flow (“DCF”) method and the estimated realisable value of any surplus assets;
the application of earnings multiples to the estimated future maintainable earnings or cash flows
added to the estimated realisable value of any surplus assets;
the amount which would be available for distribution on an orderly realisation of assets;
the quoted price for listed securities; and
any recent genuine offers received.

7.2

We consider that the valuation methodologies proposed by RG 111 can be split into three valuation
methodology categories, as follows.

Market based methods
7.3

Market based methods estimate the Fair Market Value by considering the market value of a company’s
securities or the market value of comparable companies. Market based methods include:
the quoted price for listed securities; and
industry specific methods.

7.4

The recent quoted price for listed securities method provides evidence of the fair market value of a
company’s securities where they are publicly traded in an informed and liquid market.

7.5

Industry specific methods usually involve the use of industry rules of thumb to estimate the fair market
value of a company and its securities. Generally, rules of thumb provide less persuasive evidence of the
fair market value of a company than other market-based valuation methods because they may not account
for company specific risks and factors.

Income based methods
7.6

Income based methods estimate value by calculating the present value of a company’s estimated future
stream of earnings or cash flows. Income based methods include:
discounted cash flow;
capitalisation of future maintainable earnings.

7.7

The DCF technique has a strong theoretical basis, valuing a business on the net present value of its future
cash flows. It requires an analysis of future cash flows, the capital structure and costs of capital and an
assessment of the residual value or the terminal value of the company’s cash flows at the end of the
forecast period. This method of valuation is appropriate when valuing companies where future cash flow
projections can be made with a reasonable degree of confidence.

7.8

The capitalisation of future maintainable earnings is generally considered a short form DCF, where an
estimation of the Future Maintainable Earnings (“FME”) of the business, rather than a stream of cash flows
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is capitalised based on an appropriate capitalisation multiple. Multiples are derived from the analysis of
transactions involving comparable companies and the trading multiples of comparable companies.
Asset based methods
7.9

Asset based methodologies estimate the Fair Market Value of a company’s securities based on the
realisable value of its identifiable net tangible assets. Asset based methods include:
orderly realisation of assets method;
liquidation of assets method; and
net tangible assets basis.

7.10

The value achievable in an orderly realisation of assets is estimated by determining the net realisable
value of the assets of a company which would be distributed to security holders after payment of all
liabilities, including realisation costs and taxation charges that arise, assuming the company is wound up
in an orderly manner. This technique is particularly appropriate for businesses with relatively high asset
values compared to earnings and cash flows.

7.11

The liquidation of assets method is similar to the orderly realisation of assets method except the liquidation
method assumes that the assets are sold in a shorter time frame. The liquidation of assets method will
result in a value that is lower than the orderly realisation of assets method and is appropriate for companies
in financial distress or where a company is not valued on a going concern basis.

7.12

The net tangible assets method estimates the market values of the net tangible assets of a company but
unlike the orderly realisation of assets method it does not take into account realisation costs. Asset based
methods are appropriate when companies are not profitable, a significant proportion of the company’s
assets are liquid, or for asset holding companies.

Selection of valuation methodologies
Valuation of an AlexInvest Share prior to the Proposed Merger (controlling basis)
7.13

We have assessed the Fair Market Value of an AlexInvest share using the net tangible assets on a going
concern basis methodology and relied upon the net book value of tangible assets and liabilities as set out
in AlexInvest’s management accounts at 31 March 2020.

7.14

Income based methods are appropriate where earnings of the business are maintainable and sufficient to
justify a value exceeding the value of the underlying assets.

7.15

AlexInvest has generated a relatively small net profit before tax of $4k, $51k and ($5k) in FY18, FY19 and
YTD20 respectively. The Company has a history of generating losses, with accumulated losses totalling
$856k at 31 March 2019. In addition, the Company’s auditor in FY19, AFS & Associates, noted a material
uncertainty related to the Company operating on a going concern basis.

7.16

On this basis, a level of future maintainable earnings cannot be estimated with a sufficient degree of
certainty and we have relied on the net tangible assets on a going concern basis methodology.

7.17

We have also reviewed recent share trading undertaken by AlexInvest in our selection of our valuation
methodology.

7.18

However, having regard to the overall depth of volume of shares traded in AlexInvest and the guidelines
disclosed in RG 111, we have utilised the net tangible assets on a going concern basis to value AlexInvest
in our assessment of the fairness of the Proposed Merger.

24

Valuation of Shareholders’ interests immediately following the Proposed Merger (non-controlling basis)
7.19

Post the Proposed Merger, Shareholders will no longer hold shares in AlexInvest.

7.20

We have assessed Shareholders’ interest in the Merged Entity (the Consideration) utilising the net tangible
assets on a going concern basis methodology, on the basis that a level of future maintainable earnings
cannot be estimated with a sufficient degree of certainty.

25

8.

Valuation of AlexInvest prior to the Proposed Merger
8.1

As stated at paragraph 7.13 we have assessed the value of an AlexInvest share prior to the Proposed
Merger using the net tangible assets on a going concern basis methodology.

Primary valuation
8.2

We have valued AlexInvest shares on a net tangible assets on a going concern basis below:

$

As at
As at
31-Mar-20
31-Mar-20
Mgmt Adjustments Adjusted Value

Current assets
Cash and cash equivalents
Trade and other receivables
Total current assets
Non-current assets
Property, plant & equipment
Right-of-use assets
Intangible assets
Deferred tax asset

559
56,248
56,807
-

-

Total assets

113,384
156,305
12,427
325,737
607,853
664,660

Current liabilities
Trade and other payables
Borrowings
Employee Provisions

98,171
379,769
22,160

-

98,171
379,769
22,160

Total current liabilities

500,100

-

500,100

Non-current liabilities
Employee Provisions
Lease liability
Make-good provision

5,901
221,028
18,692

(221,028)
-

5,901
18,692

Total liabilities

245,621
745,721

(221,028)
(221,028)

24,593
524,693

Net tangible liabilities of ACS prior to the Proposed Merger

(81,061)
-

(273,441)
-

(354,502)
790,477
-

Total non-current assets

Total non-current liabilities

Number of ordinary shares on issue
Assessed Value per share (controlling basis)

-

(156,305)
(12,427)
(325,737)
(494,469)
(494,469)

559
56,248
56,807
113,384
113,384
170,191

$Nil

Source: YTD20 management accounts and RSM analysis

Table 12: Valuation of AlexInvest Shares pre the Proposed Merger

8.3

We have adjusted the value of the deferred tax assets in AlexInvest, as well as the capitalised franchise
fees and renewal processing fees, to $Nil.

8.4

We have also removed the lease liability and corresponding right-of-use assets from the net tangible
liability position. We do not consider the right-of-use assets or lease liability reflected in the management
accounts at 31 March 2020 to be reflective of the underlying value of the entity on a net tangible asset
basis.

8.5

AlexInvest is in a net tangible liability position at 31 March 2020.

8.6

Therefore, in our opinion, the Fair Market Value of an AlexInvest Share prior to the Proposed Merger is
$Nil.
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9.

Valuation of the Consideration
9.1

The table below summarises our valuation of the Consideration, summarising the value on a controlling
basis in Table 13 below.
$
Net liabilities of AlexInvest prior to Proposed Merger
Net assets of Fleurieu prior to Proposed Merger

(81,061)
398,320

Intangible assets - AlexInvest
Intangible assets - Fleurieu
Deferred tax asset - AlexInvest
Deferred tax asset - Fleurieu
Right-of-use assets - AlexInvest
Right-of-use assets - Fleurieu
Lease liability - AlexInvest
Lease liability - Fleurieu
Transaction Dividend - Fleurieu ($0.08 x 724,815 shares)

(12,427)
(14,550)
(325,737)
(97,809)
(156,305)
(24,177)
221,028
19,169
(57,985)

Net tangible liabilities of Fleurieu immediately after the Proposed Merger

(131,534)

Number of Fleurieu shares immediately after the Proposed Merger
Assessed value per Fleurieu share after the Proposed Merger

988,307
$Nil

Source: RSM analysis, Notice of Meeting
Table 13: Valuation of a Fleurieu share post the Proposed-Merger (controlling basis)

9.2

We have adjusted the value of the deferred tax assets in AlexInvest and Fleurieu, as well as the capitalised
franchise fees and renewal processing fees, to $Nil on the basis that these are not tangible assets.

9.3

We have also removed the lease liabilities and corresponding right-of-use assets from the combined net
tangible liability position of the Merged Entity. We do not consider the right-of-use assets or lease liabilities
reflected in the management accounts at 31 March 2020 to be reflective of the underlying value of the
Merged Entity on a net tangible asset basis.

9.4

We have also adjusted for the Fleurieu Completion Dividend, on the basis that this will be deducted from
the net assets of Fleurieu if the Proposed Merger proceeds.

9.5

After the adjustments described at paragraphs 9.2 to 9.4, the Merged Entity has a net tangible liability
position post the Proposed Merger.

9.6

We consider that the Fair Market Value of the Consideration received by Shareholders for each Share
held in AlexInvest prior to the Proposed Merger is $Nil, on both a controlling and non-controlling basis.
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10.
10.1

Is the Proposed Merger Fair to Shareholders?
Our assessed value of an AlexInvest Share prior to the Proposed Merger and our assessed value of the
Consideration received by Shareholders for each Share held in AlexInvest prior to the Proposed Merger
are summarised in the table below.

Fair Market Value per Share pre the Proposed Merger (controlling
basis)
Fair Market Value of the Consideration per ACS Share (noncontrolling basis)

Low

High

Preferred

$Nil

$Nil

$Nil

$Nil

$Nil

$Nil

Source: RSM analysis

Table 14: Valuation summary

10.2

In accordance with the guidance set out in ASIC RG 111, and in the absence of any other relevant
information, for the purposes of complying with section 611 of the Act, we consider the Proposed Merger
to be fair to Shareholders as the Fair Market Value of the Consideration received by Shareholders for
each share held in AlexInvest prior to the Proposed Merger is equal to the value of an AlexInvest Share
pre the Proposed Merger.
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11.
11.1

Is the Proposed Merger Reasonable to Shareholders?
RG111 establishes that an offer is reasonable if it is fair. If an offer is fair it may still be reasonable after
considering the specific circumstances applicable to the offer. In our assessment of the reasonableness
of the Proposed Merger, we have given consideration to:
the future prospects of AlexInvest if the Proposed Merger does not proceed; and
other commercial advantages and disadvantages to the Shareholders as a consequence of the
Proposed Merger proceeding.

Future prospects of AlexInvest if the Proposed Merger does not proceed
11.2

If the Proposed Merger does not proceed the board, AlexInvest intends to continue to operate its business
and the position of AlexInvest shareholders will not change.

11.3

In signing off the financial statements for the year ended 30 June 2019, the Company’s auditors, AFS &
Associates, noted a material uncertainty related to the Company operating on a going concern basis.
Therefore, if the Proposed Merger does not proceed, the Company may be unable to realise its assets
and discharge its liabilities in the normal course of business.

Advantages and disadvantages
11.4

In assessing whether the Shareholders are likely to be better off if the Proposed Merger proceed, than if
it does not, we have also considered various advantages and disadvantages that are likely to accrue to
the Shareholders.

Advantages of approving the Proposed Merger
11.5

The advantages of approving the Proposed Merger are:
the Proposed Merger is fair;
AlexInvest and Fleurieu may be able to realise cost saving synergies and, therefore, reduce
expenditure as a result of the Proposed Merger. Examples of cost synergies determined by the
directors of AlexInvest include ASIC registration fees, share registry fees, franchise fees, accounting
fees and audit fees. These savings are estimated to total $25,000;
increasing the size of the business operation may strengthen its ability to withstand economic and
industry transformation pressures. The larger business operation may also provide a greater
marketing presence across the whole Fleurieu Peninsula;
by combining workforces, the Merged Entity will be able to use staff in more specialised roles, which
may enhance the businesses’ service delivery;
should the Proposed Merger proceed, six of the initial fifteen directors of the Merged Entity will be
current directors of AlexInvest, representing 40% of the board by number;
should the Proposed Merger proceed, the board of the Merged Entity will have a broader range of
expertise and experience, which may assist in attracting and retaining directors in the future;
should the Proposed Merger proceed, Bendigo Bank has agreed to contribute up to $50,000 of
AlexInvest’s professional fees. This contribution will be deposited into the overdraft account and the
residual overdraft debt of AlexInvest will be converted to two new term loans in the name of Fleurieu.
These loans will be interest free and payable over 5 and 10 years respectively; and
if the Proposed Merger does not proceed and the Company is unable to continue as a going concern,
AlexInvest may incur significant costs in winding up the Company and in related administrative
expenses.
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Disadvantages of approving the Proposed Merger
11.6

The disadvantages of approving the Proposed Merger are:
Shareholders’ interests in the Merged Entity will effectively be 26.7% post the Proposed Merger,
substantially less than the 73.3% interest held by Fleurieu shareholders;
Shareholders may not wish to acquire an interest in the Fleurieu business;
there are operational and financial risks associated with increasing the scale of the Company’s
activities;
the Proposed Merger may not deliver expected cost savings; and
should the Proposed Merger proceed, the residual overdraft debt of AlexInvest (after a $50,000
contribution by Bendigo Bank for AlexInvest’s professional fees) will be converted to two new term
loans in the name of Fleurieu. These loans will be payable over 5 and 10 years respectively and
therefore the Merged Entity will need to generate sufficient cashflow to repay the debt.

Conclusion on Reasonableness
11.7

In our opinion, the position of the Shareholders if the Proposed Merger is approved is equal to the position
if it is not approved. Therefore, in the absence of any other relevant information and/or a superior offer,
we consider that the Proposed Merger is reasonable for the Shareholders of AlexInvest.

11.8

An individual Shareholder’s decision in relation to the Proposed Merger may be influenced by his or her
individual circumstances. If in doubt, Shareholders should consult an independent advisor.

Yours faithfully
RSM CORPORATE AUSTRALIA PTY LTD

Glyn Yates
Director

Andrew Clifford
Director
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A. DECLARATIONS AND DISCLAIMERS
Declarations and Disclosures
RSM Corporate Australia Pty Ltd holds Australian Financial Services Licence 255847 issued by ASIC pursuant to which they are
licensed to prepare reports for the purpose of advising clients in relation to proposed or actual mergers, acquisitions, takeovers,
corporate reconstructions or share issues.
Qualifications
Our report has been prepared in accordance with professional standard APES 225 “Valuation Services” issued by the Accounting
Professional & Ethical Standards Board.
RSM Corporate Australia Pty Ltd is beneficially owned by the partners of RSM Australia Pty Ltd (RSM) a large national firm of
chartered accountants and business advisors.
Glyn Yates and Andrew Clifford are directors of RSM Corporate Australia Pty Ltd. Both Glyn Yates and Andrew Clifford are
Chartered Accountants with extensive experience in the field of corporate valuations and the provision of independent expert’s
reports for transactions involving publicly listed and unlisted companies in Australia.
Reliance on this Report
This report has been prepared solely for the purpose of assisting Shareholders of the Company in considering the Proposed
Merger. We do not assume any responsibility or liability to any party as a result of reliance on this report for any other purpose.
Reliance on Information
Statements and opinions contained in this report are given in good faith. In the preparation of this report, we have relied upon
information provided by the Directors and management of AlexInvest and we have no reason to believe that this information was
inaccurate, misleading or incomplete. RSM Corporate Australia Pty Ltd does not imply, nor should it be construed that it has
carried out any form of audit or verification on the information and records supplied to us.
The opinion of RSM Corporate Australia Pty Ltd is based on economic, market and other conditions prevailing at the date of this
report. Such conditions can change significantly over relatively short periods of time.
In addition, we have considered publicly available information which we believe to be reliable. We have not, however, sought to
independently verify any of the publicly available information which we have utilised for the purposes of this report.
We assume no responsibility or liability for any loss suffered by any party as a result of our reliance on information supplied to us.
Disclosure of Interest
At the date of this report, none of RSM Corporate Australia Pty Ltd, RSM, Glyn Yates, Andrew Clifford, nor any other member,
director, partner or employee of RSM Corporate Australia Pty Ltd and RSM has any interest in the outcome of the Proposed
Merger, except that RSM Corporate Australia Pty Ltd are expected to receive a fee of approximately $17,500 based on time
occupied at normal professional rates for the preparation of this report. The fees are payable regardless of whether AlexInvest
receives Shareholder approval for the Proposed Merger, or otherwise.
Consents
RSM Corporate Australia Pty Ltd consents to the inclusion of this report in the form and context in which it is included with the
Notice of Extraordinary General Meeting and Explanatory Memorandum to be issued to Shareholders. Other than this report, none
of RSM Corporate Australia Pty Ltd or RSM Australia Pty Ltd or has been involved in the preparation of the Notice of Extraordinary
General Meeting and Explanatory Memorandum. Accordingly, we take no responsibility for the content of the Notice of
Extraordinary General Meeting and Explanatory Statement.

32

B. SOURCES OF INFORMATION
In preparing this Report we have relied upon the following principal sources of information:
Drafts and final copies of the share sale agreement between AlexInvest and Fleurieu;
Draft and final copies of the AlexInvest notice of meeting;
Signed Transaction Agreement (including draft deed of amendment);
AlexInvest franchise agreement;
Audited financial statements for AlexInvest for the year ended 30 June 2018;
Audited financial statements for AlexInvest for the year ended 30 June 2019;
Management accounts for AlexInvest for the nine months ended 31 March 2020;
Audited financial statements for Fleurieu for the year ended 30 June 2018;
Audited financial statements for Fleurieu for the year ended 30 June 2019;
Management accounts for Fleurieu for the nine months ended 31 March 2020;
Budgeted FY20 financial performance for the Merged Entity;
Fleurieu Business Plan post the Proposed Merger;
Historical share trading information;
Bendigo Bank website;
Discussions with Management of AlexInvest; and
IBISWorld.

33

C. GLOSSARY OF TERMS
Term or Abbreviation

Definition

$

Australian dollar

AFCA

Australian Financial Complaints Authority

AlexInvest (or ACS)

AlexInvest Community Services Limited

Act or Corporations Act

Corporations Act 2001 (Cth)

APES

Accounting Professional & Ethical Standards Board

ASIC

Australian Securities & Investments Commission

ASX

Australian Securities Exchange

ASX Listing Rules

The listing rules of ASX as amended from time to time

Bendigo Bank

Bendigo and Adelaide Bank Limited

Community Banks

Bendigo Bank branches operating under a franchise
agreement, which aim to return a percentage of profits to the
local community

(the) Company

AlexInvest Community Services Limited

Consideration

the shares in Fleurieu received for AlexInvest Shares as part
of the Proposed Merger

Control basis

An assessment of the Fair Market Value of an equity interest,
which assumes the holder or holders have control of the entity
in which the equity is held

Directors

Directors of the Company

Explanatory Statement

The explanatory statement accompanying the Notice

Fair Market Value

The amount at which an asset could be exchanged between a
knowledgeable and willing but not anxious seller and a
knowledgeable and willing but not anxious buyer, both acting
at arm’s length

Fleurieu

Fleurieu Community Enterprises Limited

Fleurieu Completion Dividend

Dividend of 8c per share payable to Fleurieu shareholders at
the time of the Fleurieu General Meeting to consider the
Proposed Merger

FME

Future Maintainable Earnings

FSG

Financial Services Guide

FY18

Financial Year 2018, or the twelve months ended 30 June
2018

FY19

Financial Year 2019, or the twelve months ended 30 June
2019

FY20

Financial Year 2020, or the twelve months ending 30 June
2020

Historical Period

FY18, FY19 and YTD20

Industry

The National and Regional Commercial Banks in Australia
industry

k

Thousands
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Market Development Fund

Bendigo Bank’s fund which is distributed to Community
Banks, to assist them with making contributions to the local
community

Merged Entity

Fleurieu post the Proposed Merger, including its 100%
investment in AlexInvest

Notice

The notice of meeting to vote on, inter alia, the Proposed
Merger

Proposed Merger

The merger between AlexInvest and Fleurieu, as set out in
Resolutions 1,2,3,4 and 6 of the Notice

Report or IER

This Independent Expert’s Report prepared by RSM dated 22
July 2020

Resolution

The resolutions set out in the Notice

RG 111

ASIC Regulatory Guide 111 Content of Expert Reports

RG 170

ASIC Regulatory Guide 170 Prospective Financial Information

RSM

RSM Corporate Australia Pty Ltd

Share or AlexInvest Share

Ordinary fully paid share in the capital of the Company

Shareholders

Shareholders of AlexInvest not associated with the Proposed
Merger

Transaction Agreement

Transaction Agreement detailing the terms of the Proposed
Merger

YTD20

The nine months ended 31 March 2020
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D. INDUSTRY OVERVIEW
Background
AlexInvest operates in the National and Regional Commercial Banks in Australia industry (“Industry”)1. National and
regional banks primarily generate revenue through interest income on loans, incurring liabilities through accepting
deposits and issuing consumer and commercial loans. Industry operators also generate revenue from investments,
advances, fees and commission income.
The primary activities of the Industry comprise development bank operations, savings bank operations and trading
bank operations. The major products and services in the Industry comprise home loans, business loans and personal
lending. The largest businesses in the Industry are Commonwealth Bank, Westpac, NAB and ANZ Banking Group.
Key External Drivers
Cash rate – the interest on banks’ lending products is linked with the RBA’s cash rate. A higher cash rate
typically leads to higher interest rates charged on outstanding balances of a bank’s lending portfolio.
Therefore, higher interest incomes tend to be generated when the cash rate is higher.
Number of housing transfers – The number of housing transfers indicates activity in the residential real estate
market. More transfers generally indicate that more people are purchasing homes, driving demand for
mortgages and increasing the size of a bank’s lending book. This trend positively affects industry revenue.
Residential property yields – property investment returns influence investor confidence, affecting demand for
banks’ lending products. Higher yields usually increase demand for banks’ lending products, leading to a rise
in interest rate revenue. The property market is crucial to banks generating revenue, as mortgages make up
a significant portion of banks’ loan books.
Ratio of interest payments to disposable income – The proportion of disposable income used to meet interest
repayments affects the ability of households servicing existing debt. Disposable income also limits individuals’
ability to take on new debt.
Total capital expenditure – the Industry’s main activity is lending, which includes providing finance to
business. While business may fund expansion or improvements with cash or equity, a large proportion of
financing tends to be debt. A rise in capital expenditure typically drives greater borrowing, positively affecting
industry revenue.
Industry Risk
IBISWorld have rated the Industry as high risk for FY20 and FY21, primarily as a result of the low current cash rate
and high level of competition in the Industry. Industry revenue is forecast to rise at an annualised 3.1% over the five
years through 2023-24, to $178.0 billion. However, intensifying competition threatens Industry profitability, despite
the ongoing market dominance of the major banks. Higher capital adequacy requirements and a tighter regulatory
environment, as a result of potential reforms from the Financial Services Royal Commission, are likely to curb any
significant profitability growth.
Impact of COVID-19 on the Industry
The RBA’s decision to lower the cash rate due to the risks posed by the COVID-19 outbreak to both domestic and
economic growth is likely to affect the Finance subdivision of the Industry. Several other central banks and
governments have also lowered interest rates and announced stimulus packages to protect their economies from the
outbreak.
These decisions are anticipated to lower interest revenue earned by banks and other lenders as they pass on the
rate cuts to borrowers. Furthermore, the profitability and net interest margins of lenders are likely to be squeezed.

1

IBISWorld Industry Report K6221A – National and Regional Commercial Banks in Australia, April 2019 and IBISWorld Industry Risk Rating
Report K6221A – National and Regional Commercial Banks in Australia, April 2020
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PKF Melbourne

28 July 2020

The Directors
C/- Emily Livingston
Company Secretary
AlexInvest Community Services Limited
Via email: secretary@alexinvest.com.au

AlexInvest Community Services Limited – Proposed Merger Taxation Advice
We, PKF Melbourne Pty Ltd (“PKF M”) have been engaged to provide an outline of the taxation implication arising
to AlexInvest Community Services Limited (“AlexInvest”) and its shareholders (“participating shareholders”) in
relation to the merger between AlexInvest and Fleurieu Community Enterprises Limited (“Fleurieu”).

Background
1. AlexInvest Community Services Limited (“AlexInvest”) is a public company and carries on a Community Bank
Enterprise in the Goolwa district, South Australia. AlexInvest commenced its operations on 6 May 2011.
2. The March 2020 management accounts and associated information provided to us indicates:
2.1 AlexInvest has 790,477 shares on issue;
2.2 Paid up capital is $790,477;
2.3 Associated capital raising cost of $15,851
2.4 There are no other reserves outlined in the equity section; and
2.5 A retained loss position of $855,686 was observed as at 31 March 2020
3. We were provided on 27th July 2020 with a copy of the Financial Services Guide and Independent Expert’s
Report (IER) of AlexInvest dated 22 July 2020, prepared by RSM Corporate Australia Pty Ltd. The valuation
per share outlined in paragraph 2.7 of the IER indicated a value per share of $nil. We proceed with the
understanding this market value remains valid as at the proposed completion date.
4. We proceed with the understanding that AlexInvest’s share capital account is untainted and AlexInvest has
not paid any dividends to shareholders since its establishment.

PKF Melbourne Pty Ltd ABN 58 071 092 581
Level 12, 440 Collins Street, Melbourne, Victoria 3000
T: +61 3 9679 2222 F: +61 3 9679 2288 www.pkf.com.au
Liability limited by a scheme approved under Professional Standards Legislation
PKF Melbourne Pty Ltd is a member firm of the PKF International Limited family of legally independent firms and does not accept any responsibility or
liability for the actions or inactions of any individual member or correspondent firm or firms.

5. We understand the proposed merger steps will be implemented as follows:
5.1. Step 1A:
Step 1B:
to AlexInvest

AlexInvest will issue 790,477 Shares to Fleurieu
Fleurieu will issue 263,492 fully paid, ordinary shares (being the Consideration Shares)

5.2. Step 2:
AlexInvest will undertake a selective capital reduction involving the cancellation of all of
the Shares (other than those held by Fleurieu). In consideration for the cancellation of shares in
AlexInvest, AlexInvest shareholders will receive one fully paid share in Fleurieu for every three shares
they hold.
It is expected that step 1 and step 2 are completed as part of a single arrangement.
5.3. Step 3:
5.4. Step 4:

The assets and business of AlexInvest will be transferred to Fleurieu, and
Deregistration of AlexInvest post asset transfer to Fleurieu

6. The completion date of steps 1 and 2 is expected to be 5 October 2020.

Taxation Implications
7. The following taxation advice is of a general nature for AlexInvest Shareholders and does not take into
account the individual circumstances. Each AlexInvest Shareholder should seek independent taxation advice
reflecting their personal circumstances, in relation to the arrangement.
8. A general description of the taxation treatment for certain Australian resident AlexInvest Shareholders is
outlined in this letter of advice. The nature of the advice is general in nature and each AlexInvest Shareholder
should consult their taxation adviser for detailed taxation advice.
9. The information contained in this letter relates solely to tax legislation in Australia and is current at the date
of this letter and does not take into account or anticipate changes in the Taxation Legislation. Legislation,
regulations, rulings, administrative interpretations and judicial decisions are subject to change at any time
and, in some circumstances, with retrospective effect.
10. If any of the AlexInvest Shareholder is a tax resident of in countries other than Australia, the AlexInvest
Shareholder should seek his/her own independent tax advice and the tax consequence arising from the
merger steps.
11. The following summary is non-exhaustive of all Australian taxation considerations that may apply to
participating Australian resident AlexInvest Shareholders.
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Income Tax Implications for participating Australian tax resident shareholders
12. The consequences of the cancellation of AlexInvest shares in exchange for shares in Fleurieu are as follows:
12.1.
AlexInvest Shareholders will make a capital gain if the capital proceeds received on the
cancellation of their shares in AlexInvest are greater than the cost base of the shares they acquire
in Fleurieu.
12.2.

AlexInvest Shareholders will make a loss if the capital proceeds received on the disposal of their
shares in AlexInvest are less than the cost base of the shares they acquire in Fleurieu.

13. The capital proceeds of the shares will reflect the market value of the AlexInvest shares disposed of in
exchange for the Fleurieu shares. The AlexInvest shareholders will receive one Fleurieu share for every 3
AlexInvest Shares disposed. The market value per AlexInvest Share is $nil.
14. The cost base of an AlexInvest Shareholder’s shares will generally include the actual (or deemed) cost of
acquisition and other costs incurred at the initial acquisition of the shares in AlexInvest.

Australian Taxation Analysis:
15. Step 1- Exchange of shares
15.1.
Step 1A: AlexInvest issues 790,477 shares to Fleurieu
15.1.1. Tax impact – AlexInvest
The issue of shares by AlexInvest to Fleurieu will not give rise to an Income Tax Liability to
AlexInvest.
15.1.2. Tax impact – AlexInvest’s shareholders
The issue of shares by AlexInvest to Fleurieu will not give rise to an Income Tax Liability to
AlexInvest Shareholders.
15.2.
Step 1B: AlexInvest acquires 263,492 shares in Fleurieu
15.2.1. Tax impact - AlexInvest
The acquisition of shares by AlexInvest in Fleurieu will not give rise to an Income Tax Liability to
AlexInvest.
15.2.2. Tax impact – AlexInvest’s shareholders
The acquisition of shares by AlexInvest in Fleurieu will not give rise to an Income Tax Liability to
AlexInvest Shareholders.

16. Step 2: Selective Capital Reduction
16.1.

Tax impact – AlexInvest
All AlexInvest Shares that are part of the capital return will be cancelled. The capital reduction
price of $0 per share will be debited to AlexInvest’s untainted share capital account, there will be
no component of the capital reduction price debited to the retained earnings account as
AlexInvest is in a retained loss position of $855,686 as outlined in the 31 March 2020
Management Accounts.
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There will be no capital gain or loss arising for the AlexInvest company as the cost base of the
Fleurieu shares acquired by AlexInvest and subsequently distributed to the AlexInvest
Shareholders is expected to equal to the market value at the time of disposal. This will trigger a
CGT event A1 (disposal of capital asset) to AlexInvest but will remain tax neutral to AlexInvest.
16.2.

Tax impact – AlexInvest Shareholders
The capital reduction is an off-market purchase within the meaning given by paragraph
159GZZZK(d) ITAA 1936
We proceed with the understanding the market value of both the Fleurieu shares and the
AlexInvest Shares are $nil.
The general Australian taxation implication is outlined in paragraph 17 to paragraph 21 below.

17. Sale consideration
17.1.

An AlexInvest Shareholder is taken to have received $nil proceeds per AlexInvest share as
consideration in respect of each share reduced and cancelled under the Capital Reduction (Sale
Consideration) with the proposed transaction date being 5 October 2020.

17.2.

The price for the share reduced and cancelled is equivalent to the market value of $nil.

18. Shares held on capital account
18.1.

The AlexInvest Shares are taken to have been disposed of for CGT purposes on the proposed
share completion, being 5 October 2020.

18.2.

The Sale Consideration (Fleurieu Shares received) represents the capital proceeds for CGT
purposes. An AlexInvest Shareholder (other than a partnership) will make a capital gain on a
share if the Sale Consideration per share exceeds the cost base of that share. The capital gain
is the amount of the excess. Similarly, an AlexInvest Shareholder (other than a partnership) will
make a capital loss on a share if the Share Consideration per share is less than the reduced cost
base of the share. As the Sale Consideration is $nil, it is expected the AlexInvest shareholders
will make a capital loss.

18.3.

Each partner in a partnership has a separate cost base and reduced cost base for the partner's
interest in each AlexInvest share sold into the Capital Reduction by the partnership (subsection
106-5(2)). Each partner is allocated an appropriate share of the Sale Consideration received by
the partnership for the disposal of AlexInvest shares into the Buy-Back.

19. Subsequent to the cancellation of all AlexInvest shares that are not held by Fleurieu, 100% of AlexInvest
shares will be held by Fleurieu and the Shareholders will hold shares in Fleurieu.

20. The taxation consequences for AlexInvest Shareholders is outlined below:
20.1.

As the sale consideration for the capital reduction of AlexInvest shares will be $nil, the AlexInvest
Shareholders will crystallise a capital loss equal to their respective cost bases.

4

20.2.

Each AlexInvest Shareholder will be able to carry forward this capital loss and offset it against
future capital gains made by that shareholder, subject to that shareholder being eligible to do so
in accordance with their specific circumstances.

20.3.

The AlexInvest shareholder’s cost base for taxation purposes of the replacement shares in
Fleurieu will be equal to the market value of the replacement shares being $nil.

20.4.

The replacement shares in Fleurieu will be taken to have been acquired by the participating
shareholders at the date of the proposed transaction, 5 October 2020.

21. The proposed transaction appears to be structured such that in the event of a participating shareholder
making a capital gain, CGT rollover relief may be available. As the proceeds of the capital reduction are $nil,
it is unlikely any participating shareholder will make a capital gain and accordingly, rollover relief will neither
be required nor available.
22. On the basis AlexInvest does not hold direct nor indirect interest in dutiable property, the proposed restructure
will not give rise to a Landholder Duty liability.
23. The proposed restructure will not give rise to a GST liability. The supply of shares is an input taxed supply.
Any fees incurred will likely by subject to GST and the reduced input tax credit may be considered, subject to
the relevant circumstances of each shareholder.

24. Step 3: Transfer of AlexInvest assets and business to Fleurieu
The assets and business of AlexInvest will be transferred to Fleurieu, with the existing business of AlexInvest
to be operated as a branch of Fleurieu.
24.1.1. Tax impact - AlexInvest
The tax implication arising from the transfer of business is subject to the completion accounts as
at the relevant transaction date. It is expected given the potential availability of carried forward
tax losses, it is unlikely the transfer of business and assets to Fleurieu will give rise to a tax liability.
We understand Fleurieu will seek further independent advice in relation to the availability of
AlexInvest’s carried forward losses.
The tax impact can only be determined upon the finalisation of the final completion accounts.
24.1.2. Tax impact – AlexInvest’s shareholders
The transfer of business and assets to Fleurieu will not give rise to a taxing event nor tax liability
to the AlexInvest’s shareholders.

25. Step 4: Deregistration of AlexInvest
25.1.1. Tax impact - AlexInvest
Post transfer of the business and its assets to Fleurieu, it is not expected that AlexInvest will hold
any other operating assets. The balance sheet following the transaction is anticipated to be
nominal on the basis Fleurieu acquired all relevant business assets and assumed all business
liabilities.
Accordingly, it is unlikely the deregistration of AlexInvest will give rise to a tax liability to the
company.
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25.1.2. Tax impact – AlexInvest’s shareholders
The deregistration of AlexInvest will not give rise to a taxing event nor tax liability to the
AlexInvest’s shareholders.
In the event there is a residual cash balance at the deregistration of AlexInvest, any capital return
is anticipated to flow through to Fleurieu as the sole shareholder.
The advice outlined above is general in nature and seeks to provide a summary of the general Australian Income
Tax considerations applicable to AlexInvest and the participating shareholders who hold shares in AlexInvest and
exchanging their shares in AlexInvest for shares in Fleurieu.
Should you have any queries, please contact the writer on (03) 9679 2222.
Yours sincerely
PKF MELBOURNE

TIMOTHY BOW
PARTNER
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