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ASX and Media Announcement      14 April 2010 
 
 
 
Update on Acquisition of Kaplan Equity Limited 
 
 
 
Kaplan Funds Management Pty Limited (KFM), manager of the KFM Diversified Infrastructure and 
Logistics Fund (Fund) today announces that the unitholder booklet relating to the proposed acquisition 
of Kaplan Equity Limited (KEL) by the Fund will be mailed to unitholders in the next few days. A copy 
of the unitholder booklet to be mailed is attached to this announcement. 
 
The general meeting to vote on the resolutions relating to the acquisition will be held on: 
 

Monday 17 May 2010 at 11am 
Yangtze Room, Mezzanine Level, Christie Corporate Building 
3 Spring St, Sydney NSW 2000 

 
Unitholders are encouraged to read the information in the unitholder booklet and vote on the 
resolutions relating to the acquisition. Further details regarding the meeting and how to vote are 
contained in the unitholder booklet. 
 
Permanent Investment Management Limited, responsible entity for the Fund (Responsible 
Entity) has recommended that unitholders vote in favour of the resolutions to be considered at 
the meeting. 
 
Independent expert confirms acquisition is fair and reasonable 
As previously advised, the Responsible Entity appointed Deloitte Corporate Finance Pty Limited 
(Deloitte) to prepare an independent experts report in relation to the acquisition of KEL. The purpose 
of the report is to advise whether the proposed transaction is fair and reasonable to unitholders that 
are not associated with the shareholders of KEL (Non-Associated Unitholders). 
 
Deloitte has concluded that the acquisition is fair and reasonable to Non-Associated Unitholders. 
 
The Fund’s Responsible Entity recommends that unitholders vote in favour of the acquisition 
The Responsible Entity of the Fund has considered the advantages and disadvantages of the 
transaction and has concluded that the demonstrated advantages outweigh the disadvantages. 
Therefore the Responsible Entity considers that the implementation of the transaction would be in the 
best interests of unitholders. 
 
 



    

 

The Fund’s Investment Advisory Committee supports the acquisition 
The members of the Fund’s Investment Advisory Committee are also supportive of the acquisition. 
 
Increase in the Fund’s Net Asset Value 
In undertaking its assessment of the transaction, Deloitte undertook a valuation of each of the 
investments of the Fund. The results of this valuation have been used in the calculation of the net 
asset value for the investments of the Fund commencing March 2010. This has resulted in an overall 
increase in the value of the Fund’s assets of around $5.5 million compared to the values used to 
determine the reported net asset value for the Fund for February 2010. The March 2010 net asset 
value per unit inclusive of the revaluation is $0.9784 compared to the reported net asset value per unit 
for February 2010 of $0.9584 which did not include the revaluation. 
 
Change in Investment Mandate  
The acquisition of KEL is an important part in the progression of the Fund from a passive investment 
entity acquiring minority stakes to a more focused logistics entity taking majority shareholdings in 
strategic logistics businesses and a more active role in the strategy and operations of these 
businesses.  
 
In order to enable the Fund to have the flexibility to effectively pursue a broad range of suitable 
opportunities, KFM is proposing that a number of the existing investment parameters on the Fund be 
removed.  
 
Specifically, the following mandate limitations will be removed: 
 

 the restriction on gearing for the Fund at 35% of gross assets;  

 the restriction on individual investments being 30% of the maximum gross asset value of the 
Fund; 

 the general principle that the Fund will not assume long term management responsibility for 
the business operations of any of its investments. 

These mandate limitations may be amended by agreement between the Responsible Entity and KFM 
and implemented 1 month after notice of the proposed change has been given to unitholders through 
the ASX.  
 
These mandate restrictions will only be removed if the acquisition of KEL is approved by unitholders 
and they will cease to apply on completion of the acquisition. 
 
 
Further Enquiries: 
Media 
Paul White 0417 224 920 
 

Investors 
Sam Kaplan / Paul Lewis 
Kaplan Funds Management 
+61 2 8917 0300 

 



Your vote is important in determining whether the Acquisition proceeds. 
This is an important document and requires your urgent attention.

If you are in any doubt as to how to deal with this Booklet, please consult 
your legal, financial, taxation or other professional adviser immediately.

If you have recently sold all of your Units, please disregard  
all enclosed documents.

KFM DIversIFIeD  
InFrastrUctUre  
anD LogIstIcs FUnD 
arsn 122 556 441

Unitholder Booklet
acqUIsItIon oF KapLan eqUIty LIMIteD

A notice of meeting is included in Appendix 1 to this Booklet.  
A proxy form for the meeting accompanies this Booklet.
Deloitte corporate Finance pty Limited, the independent expert, has concluded that the acquisition  

is fair and reasonable to non-associated Unitholders.

K
FM

 D
Iv

e
r

s
IFIe

D
 In

Fr
a

s
t

r
U

c
t

U
r

e
 a

n
D

 Lo
g

Is
t

Ic
s

 FU
n

D
  U

n
it

H
o

l
d

e
r

 b
o

o
k

l
e

t



Important Notices
General  

You should read this Booklet in its entirety before 
making a decision on how to vote on the resolutions 
to be considered at the General Meeting 
(Resolutions).  The notice convening the General 
Meeting is contained in Appendix 1.  A proxy form 
for the meeting is enclosed. 

Preparation 

This Booklet was prepared by Kaplan Funds 
Management Pty Limited (KFM) and issued by 
Permanent Investment Management Limited 
(PIML).  PIML is the responsible entity of the KFM 
Diversified Infrastructure and Logistics Fund (KIL).  
KFM is the investment manager of KIL. 

Defined terms 

Capitalised terms in this Booklet are defined either 
in the Glossary in Section 11 of this Booklet or 
where the relevant term is first used. 

References to dollars or $ are references to the 
lawful currency of Australia.  Any discrepancies 
between the totals and the sum of all the individual 
components in the tables contained in this Booklet 
are due to rounding.

Purpose of this Booklet 

The purpose of this Booklet is to: 

 explain the terms and effect of the Acquisition 
to Unitholders; and

 provide such information as is prescribed by 
the ASX Listing Rules. 

ASX 

A copy of this Booklet has been lodged with ASX.
ASX and its officers take no responsibility for the 
contents of this Booklet. 

Input from other parties 

Deloitte Corporate Finance Pty Limited (Deloitte)
has prepared the Independent Expert's Report in 
relation to the Acquisition in Appendix 2 and takes 
responsibility for that Appendix.  Deloitte is not 
responsible for any other information contained 
within this Booklet.  Unitholders are urged to read 
the Independent Expert's Report carefully to 
understand the scope of the report, the 
methodology of the assessment, the sources of 
information and the assumptions made. 

PricewaterhouseCoopers (PwC) has prepared the 
Tax Report in Appendix 3 and takes responsibility 
for that Appendix.  PwC is not responsible for any 
other information contained in this Booklet.  
Unitholders are urged to read the Tax Report 
carefully. 

PIML has prepared the information included in the 
Responsible Entity's Letter, Sections 1.5, 3.2 and 
3.15 regarding the PIML recommendation and 
Section 5.8 regarding Trust and takes responsibility 
for that material.  PIML is not responsible for any 
other information contained in this Booklet except to 
the extent required by law. 

Other than in respect of the information identified 
above, the information contained in the remainder of 

this Booklet has been prepared by KFM and is the 
responsibility of KFM.  KFM does not assume 
responsibility for the accuracy or completeness of 
any other part of this Booklet and assumes 
responsibility only to the extent required by law. 

Investment decisions 

This Booklet does not take into account the 
investment objectives, financial situation, tax 
position and requirements of any particular person.  
This Booklet should not be relied on as the sole 
basis for any investment decision in relation to 
Units.  Independent financial and taxation advice 
should be sought before making any decision to 
invest in KIL or in relation to the Acquisition.  It is 
important that you read the entire Explanatory 
Memorandum before making any voting or 
investment decision.  In particular, it is important 
that Unitholders consider the possible 
disadvantages of the Acquisition set out in 
Section 3.3 and the risk factors identified in 
Section 4. 

Unitholders should carefully consider these factors 
in light of their particular investment objectives, 
financial situation, tax position and requirements.  If 
Unitholders are in any doubt on these matters, they 
should consult their legal, financial, taxation or other 
professional adviser before deciding how to vote on 
the Acquisition.  Past performance is no indication 
of future performance. 

Forward looking statements 

This Booklet includes certain prospective financial 
information which has been based on current 
expectations about future events.  The prospective 
financial information is, however, subject to risks, 
uncertainties and assumptions that could cause 
actual results to differ materially from the
expectations described in such prospective financial 
information.  Factors which may affect future 
financial performance include, among other things, 
those identified in Section 4.  The assumptions on 
which prospective financial information is based 
may prove to be incorrect or may be affected by 
matters not currently known to, or considered 
material by, KFM. 

Actual events or results may differ materially from 
the events or results expressed or implied in any 
forward looking statement and deviations are both 
normal and to be expected.  None of PIML, KFM,
the officers of PIML and KFM or any person named 
in this Booklet makes any representation or 
warranty (either express or implied) as to the 
accuracy or likelihood of fulfilment of any forward 
looking statement, or any events or results 
expressed or implied in any forward looking 
statement.  You are cautioned not to place undue 
reliance on those statements. 

The forward looking statement in this Booklet 
reflects views held only as at the date of this 
Booklet. 

Electronic document 

This Booklet may be viewed online at 
www.kaplanfunds.com.au.



 

 

Important dates and times 

Date of this Booklet  15 April 2010 

Time and date for determining eligibility to vote at the 
General Meeting 

 7:00 pm (Sydney time) on 
Friday, 14 May 2010 

Last time and date by which the proxy form for the General 
Meeting can be lodged 

 11:00 am (Sydney time) on 
Saturday, 15 May 2010 

General Meeting* to vote on the Acquisition  11:00 am (Sydney time) on 
Monday, 17 May 2010 

 
* The General Meeting will be held at Yangtze Room, Mezzanine Level, Christie Corporate Building, 3 Spring 
Street, Sydney NSW 2000. 

You should consult your legal, financial, taxation or other professional adviser concerning the impact your 
decision may have on your own circumstances. 
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Investment Manager's letter 

15 April 2010 
 
Dear Unitholder  

As announced on 5 February 2010, KFM Diversified Infrastructure and Logistics Fund (KIL) has 
reached agreement with the shareholders of Kaplan Equity Limited (KEL) to acquire all of the issued 
shares of KEL.  The consideration will be the issue of 190,661,216 KIL Units to KEL shareholders. 

Completion of this acquisition (Acquisition) is conditional on, among other things, receipt of approval 
from Unitholders under ASX Listing Rules 7.1 and 10.1.  This Booklet provides the information you 
require to determine whether to pass these resolutions. 

Recommendations 

Permanent Investment Management Limited, responsible entity for KIL (PIML), considers that the 
Acquisition is in the best interests of Unitholders and recommends that Unitholders vote in favour of 
the resolutions to be considered at the General Meeting.  See discussion regarding this 
recommendation in the following letter from PIML and Sections 1.5 and 3.15 for details.  The 
Investment Advisory Committee also supports implementation of the Acquisition.   

Kaplan Funds Management Pty Limited (KFM) is investment manager of both KIL and KEL.  While 
KFM supports the Acquisition, in view of the relationship between KFM and KEL, among other things, 
we do not consider it appropriate to make a recommendation to Unitholders. 

Independent Expert’s Report 

Deloitte Corporate Finance Pty Limited (Deloitte) has been engaged by PIML to provide an 
independent expert's report regarding the transaction.  Deloitte has concluded that the Acquisition is 
fair and reasonable to Non-Associated Unitholders as the advantages of the Acquisition outweigh the 
disadvantages.  A full copy of the Deloitte report is set out in Appendix 2 to this Booklet. 

Benefits of the Acquisition 

The Acquisition will provide Unitholders with a number of significant opportunities and benefits which 
are outlined in detail in this Booklet and the attached Independent Expert’s Report.  Some of the 
benefits can be summarised as follows: 

Increased interests in strategic logistics businesses 

The Acquisition presents KIL with a unique opportunity to effectively double its interests in a number 
of unlisted strategic logistics investments.  These investments include the Automotive and General 
Stevedoring Division (comprising the P&O Automotive & General Stevedoring (POAGS), Northern 
Stevedoring Services (NSS), Australian Amalgamated Terminals (AAT) and Prixcar Services 
(Prixcar) businesses) and the landside logistics division currently comprising P&O Trans Australia 
(POTA).  It also includes an interest in the Moorebank Industrial Property Trust (MIPT) which holds a 
strategic parcel of land which is proposed to be used for establishment of an inland port at 
Moorebank, Sydney.   

These assets are well-known to KFM and Unitholders as KEL holds precisely the same investments in 
these businesses as KIL.  For this reason, the Acquisition carries significantly less risk for Unitholders 
than alternative investments of this scale.   

Increase in scale and market appreciation  

The Acquisition provides KIL with a significant increase in the scale of its investments.  Gross assets 
will grow to around $458.8 million.  Additionally, following the Acquisition, the market capitalisation of 
KIL will increase significantly.  Based on $0.95 (the last price at which units traded on the ASX on 
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29 March 2010
1
), had the Acquisition been completed on that date, the market capitalisation of KIL 

would have grown to around $410.8 million.   

The increased scale and greater market capitalisation of KIL is expected to make KIL more attractive 
to a broader range of investors.  This should provide KIL with better access to capital to fund its 
expansion strategy outlined in Section 2.3 and may lead to possible re-rating of Units by investors. 

Strengthened balance sheet 

As the Acquisition will be funded by an issue of Units, the transaction will result in a significant 
strengthening of KIL's balance sheet.  If the Acquisition had been completed on 28 February 2010, 
net assets would have increased to $408.3 million.   

Attractive pricing 

The consideration to be provided by KIL to the KEL shareholders is at a modest discount to the value 
of the net assets of KEL that are being acquired, and reflects an attractive earnings multiple for the 
strategic operating logistics businesses. 

Future strategy 

Following the Acquisition, KIL will be renamed Qube Logistics (Qube).  The change in name is an 
important step in the continued progression of KIL from a passive investment entity owning minority 
interests into a larger, focussed logistics entity directly taking a more active involvement in the Board 
and strategic direction of the underlying businesses.  Importantly, the Acquisition will provide Qube 
with the financial strength to pursue additional acquisitions as well as support further organic growth 
within the existing strategic logistics businesses. 

While there has been a change to KFM's investment mandate, there will be no change to KIL’s 
overriding strategy of owning and growing quality logistics investments on a long term basis.   

Taxation consequences and PwC report 

KIL's strategy is to take a greater role in directing the affairs of its investments including assuming 
control over the boards and decision-making of some of the underlying logistics businesses.  This will 
have important tax consequences for the way that KIL will be treated under Australian tax law.  It is 
not expected to have material adverse consequences for Unitholders.  PricewaterhouseCoopers 
(PwC) has been engaged to provide a report relating to the taxation issues.  A full copy of the PwC 
report is set out in Appendix 3 to this Booklet. 

What you should do next 

It is important that you consider the contents of this Booklet, including the Independent Expert's 
Report and the Tax Report, before deciding how to vote on the Resolutions. 

Yours sincerely 
 
 
 
 
 
Sam Kaplan 
Managing Director 
Kaplan Funds Management Pty Limited 
Investment Manager 
 

                                                      
1
  The trading day prior to lodgement of this Booklet with ASX for review. 
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Responsible Entity's letter 

15 April 2010 
 
Dear Unitholder  

Permanent Investment Management Limited (PIML), as responsible entity of the KFM 
Diversified Infrastructure and Logistics Fund (KIL), is pleased to present the material 
included in this Booklet for your consideration.   

Kaplan Funds Management Pty Limited (KFM), investment manager for KIL, has presented KIL with 
the opportunity to acquire all of the issued share capital in Kaplan Equity Limited (KEL), a private 
investment entity holding similar unlisted logistics investments to KIL.  KFM has negotiated the terms 
of the transaction with KEL shareholders on behalf of KIL. 

PIML considers that implementation of the transaction is in the best interests of Unitholders and 
recommends that Unitholders vote in favour of the 2 resolutions to be considered at the General 
Meeting.  Sections 2 and 3 of this Booklet set out a number of the relevant considerations for 
Unitholders if the transaction is implemented.  PIML agrees with the view of KFM on the benefits of 
the transaction, including that the Acquisition provides KIL with: 

 the opportunity to move to a majority economic interest in POAGS and POTA and to acquire a 
significantly greater exposure to other high value logistics investments; and   

 the increase in the scale of investments and market capitalisation provides an opportunity for 
a possible re-rating of Units. 

PIML recognises that there may be reasons why Unitholders may wish to vote against the transaction.  
These include the dilutionary effect of the transaction and the modest reduction of the net asset value 
of Units.  However, PIML considers that the demonstrated advantages outweigh these factors. 

KEL is also managed by KFM.  In view of this fact, and the fact that some of the shareholders in KEL 
also have an interest in the holding company of KFM, we and KFM considered it appropriate that the 
Unitholders in KIL have the opportunity to approve the transaction in General Meeting.  Consistent 
with Listing Rule 10.1, PIML engaged Deloitte Corporate Finance Pty Limited (Deloitte) to provide an 
independent expert's report regarding the transaction.  Deloitte has concluded that the transaction is 
fair and reasonable to Non-Associated Unitholders.  See Appendix 2 to this Booklet for details. 

There will be a number of important changes to the tax position of KIL following the transaction.  
PricewaterhouseCoopers has prepared a detailed report on taxation matters.  The complete report is 
set out in Appendix 3 to this Booklet. 

Fees payable to PIML by KIL will increase as a result of the increase in the gross assets of KIL 
following the transaction.  KFM's management fees will also increase for the same reason.  The fees 
payable to PIML will increase from approximately $10,000 per month to approximately $12,000 per 
month and this increase is consistent with the terms of the constitution of KIL. 

I urge you to carefully consider the contents of this Booklet, including the independent expert's report 
prepared by Deloitte and the Tax Report prepared by PricewaterhouseCoopers enclosed as 
appendices to the Booklet. 

Yours sincerely 
 
 
Vicki Allen 
Director - Permanent Investment Management Limited 
as responsible entity of the KFM Diversified  
Infrastructure and Logistics Fund 
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Reasons why you should vote in favour of the Acquisition 

1 
The Acquisition moves KIL to a majority economic interest in 
POAGS and POTA1.  See Sections 5.2 and 9 for details. 

2 
The Acquisition provides KIL with significantly greater 
exposure to the other strategic high value logistics 
investments held by KEL.  See Sections 5.2 and 9 for details. 

3 
The Acquisition provides KIL with a significant increase in the 
scale of its investments and market capitalisation and 
provides an opportunity for a possible re-rating of KIL Units.  
See Section 3.2 for details. 

4 
The Acquisition will result in a stronger balance sheet for KIL 
providing an excellent platform for further expansion of 
existing investments.  See Sections 2, 3.2 and 3.6 for details. 

5 
Pricing of the Acquisition is attractive for KIL Unitholders.  
See Section 3.2 for details. 

6 
The Independent Expert has concluded that the transaction is 
fair and reasonable to Non-Associated Unitholders.  See 
Appendix 2 for details. 

7 
PIML, responsible entity of KIL, considers the Acquisition is in 
the best interests of Unitholders and has recommended that 
Unitholders vote in favour of the Resolutions. 

8 
The Acquisition carries lower risk than other possible 
acquisitions of this scale as the logistics investments are well 
known to KFM and Unitholders.  See Sections 2 and 4 for 
details. 

 

                                                      
1
 Disregarding the non-voting shares and options held by employees of POTA.  See Section 3.8 for details. 
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Reasons why you might vote against the Acquisition 

1 
You may disagree with the assessment of the Independent 
Expert.  The Independent Expert has concluded that the 
transaction is fair and reasonable to Non-Associated 
Unitholders.  See Section 3.3 for details. 

2 
Your proportional interest in KIL will be diluted as a result of 
the issue of Units for the Acquisition.  Existing Unitholders will 
own approximately 56% of the post-Acquisition capital of KIL.  
See Section 3.9 for details. 

3 The Acquisition will result in a modest reduction of the NAV of 
KIL.  See Section 3.7 for details. 

4 
KIL is presently exposed to business risks associated with 
the existing logistics investments.  The Acquisition will result 
in KIL's exposure being increased as its exposure to these 
investments is increased.  See Sections 3.3 and 4 for details. 
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1. Summary of the Acquisition 

1.1. Introduction  

On 5 February 2010, KFM announced a proposal under which KIL would acquire Kaplan Equity 
Limited (KEL), an investment company managed by KFM.  KEL has a portfolio of interests in logistics 
businesses that is broadly identical to KIL’s portfolio. 

The Acquisition involves the acquisition by KIL of all of the issued capital of KEL in exchange for the 
issue of 190,661,216 new Units in KIL.   

As the logistics assets of KEL are broadly identical to those owned by KIL, the Acquisition will have 
the effect of doubling the size of KIL's existing logistics interests.  Importantly, the Acquisition will 
provide KIL with effective majority interests in 2 strategic operating businesses, being the P&O 
Automotive & General Stevedoring business (POAGS) and the P&O Trans Australia landside logistics 
business (POTA), and significantly increased shareholdings in a number of other strategic operating 
logistics businesses.  Further details on the assets being acquired by KIL are set out Sections 3.8, 5.2 
and 9 and Section 5 of the Independent Expert’s Report. 

1.2. Unitholder approvals 

The Acquisition will only proceed if the 2 resolutions to be considered at the General Meeting 
(Resolutions) are approved by Unitholders.  The Resolutions are set out in the notice of meeting 
included as Appendix 1.  Unitholder approval is being obtained under the following Listing Rules: 

 Listing Rule 7.1 – to enable KIL to issue Units as consideration for the acquisition of KEL, 
given that the number of Units to be issued will exceed the 15% permitted by Listing Rule 7.1 
to be issued without Unitholder approval; and 

 Listing Rule 10.1 – for KIL to acquire the KEL Shares from the current KEL shareholders 
(Sellers), as the KEL Shares are a substantial asset.  While the Sellers are not strictly parties 
to whom Listing Rule 10.1 applies, given the relationship between the Sellers and KFM (as 
described in Section 7), PIML and KFM consider it appropriate that the Acquisition be 
approved by Unitholders for the purposes of Listing Rule 10.1.  Disclosure in this Booklet 
reflects what would be required by Listing Rule 10.1. 

The Resolutions require approval by a simple majority of votes cast by eligible Unitholders at the 
General Meeting.  The Sellers and their Associates are not eligible to vote on either of the 
Resolutions.  Kaplan Partners Pty Limited, the holding company of KFM, will not vote on the 
Resolutions.  PIML and its Associates are not eligible to vote on Resolution 2.   

The Resolutions are interconditional.  Therefore, if Unitholder approval is not obtained for each of the 
Resolutions, the Acquisition will not proceed. 

For the full explanation of the nature, purpose and effect of the Resolutions and the voting restrictions 
applying to them, please refer to Section 10 of this Booklet. 

1.3. Key conditions 

The key conditions that must be satisfied or waived for the Acquisition to proceed are as follows: 

 Unitholders approving both Resolutions to give effect to the Acquisition. 

 To the extent required under any contracts to which any relevant entities are parties, each 
third party to those contracts has granted its consent to the Acquisition. 

 There being no material adverse change in the net asset position of KEL or KIL from their 
positions as at 31 January 2010 (disregarding any change in value in logistics investments 
common to both KIL and KEL). 

 KEL completes the sale of its non-logistics assets on agreed terms. 
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 The Sellers being satisfied that the Units to be issued to them in consideration for the 
acquisition of their KEL Shares will receive official quotation with effect from completion of the 
Acquisition and will not be classified by ASX as restricted securities. 

1.4. Independent Expert's Report 

PIML engaged Deloitte to prepare an Independent Expert's Report expressing an opinion on whether 
or not the Acquisition is fair and reasonable to Unitholders who are not associated with the Sellers. 

The Independent Expert concludes that: 

“Whilst Non-Associated Unitholders will suffer a slight dilution in the fair market value per unit, 
this is offset by the advantages of the Proposed Transaction, in particular the enhanced ability 
of Non-Associated Unitholders to participate in growth opportunities afforded by the increased 
scale and improved financial capacity of Qube together with the possible market re-rating and 
improved liquidity. 

In our opinion the advantages of the Proposed Transaction outweigh the disadvantages and 
therefore the Proposed Transaction is fair and reasonable to the Non-Associated Unitholders.  
An individual unitholder’s decision in relation to the Proposed Transaction may be influenced 
by his or her particular circumstances.  If in doubt unitholders should consult an independent 
adviser who will have regard to the individual unitholder’s particular circumstances.”  

The Independent Expert's Report is set out in Appendix 2 to this Booklet and you should read it as 
part of your assessment of the Acquisition. 

1.5. Recommendation 

PIML, responsible entity of KIL, considers that the Acquisition is in the best interests of Unitholders 
and recommends that Unitholders vote in favour of the Resolutions.  See the Responsible Entity's 
letter at the beginning of this Booklet for further information on the basis for PIML's recommendation. 

The Investment Advisory Committee also supports implementation of the Acquisition.   

As investment manager of KIL, KFM has facilitated the Acquisition and promoted it to PIML and 
Unitholders.  KFM considers that there are significant advantages for KIL and its Unitholders arising 
from the Acquisition.  However, KFM does not consider it appropriate to make a recommendation in 
relation to the Acquisition as some of the Sellers also own shares in the holding company of KFM.  
Additionally, there will be an increase in fees payable to KFM in accordance with the KFM 
management agreement as a result of the Acquisition due to the increase in gross assets of KIL 
although KFM will cease to earn management fees it currently earns from managing KEL.  See 
Section 7 for details. 

1.6. Implementation and timetable 

If all necessary approvals and conditions for the Acquisition are satisfied or waived (as applicable), it 
is expected that the Acquisition will be fully implemented by 20 May 2010.  At that time, KIL will 
acquire all of the KEL Shares and Sellers will be issued with new Units. 

1.7. What to do next 

(a) Read the remainder of this Booklet 

You should read and consider the remainder of this Booklet in full before making any decision on the 
Acquisition. 

(b) Consider your options 

Unitholders should refer to Section 3 of this Booklet for further guidance on the expected advantages 
and possible disadvantages of the Acquisition.  However, this Booklet does not take into account the 
financial situation, investment objectives and specific needs of any particular Unitholder. 
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(c) Vote at the General Meeting 

All Unitholders are urged to vote on the Acquisition at the General Meeting.  The Acquisition affects 
your investment in KIL and your vote at the General Meeting is important in determining whether the 
Acquisition proceeds. 

1.8. Summary of how to vote 

(a) General 

The General Meeting will be held at Yangtze Room, Mezzanine Level, Christie Corporate Building, 
3 Spring Street, Sydney NSW 2000, on Monday, 17 May 2010, commencing at 11:00 am (Sydney 
time). 

The notice convening the General Meeting is contained in Appendix 1 to this Booklet.  Your vote at 
the General Meeting is important.  If you are registered as a Unitholder by the Registry at the voting 
entitlement time (7:00 pm Sydney time, Friday, 14 May 2010), you will be entitled to vote at the 
General Meeting, subject to the voting restrictions and exclusions set out in the Notice of Meeting in 
Appendix 1 to this Booklet.  These voting restrictions and exclusions are summarised in Sections 1.2 
and Section 10.4 of this Booklet. 

(b) Voting in person 

Unitholders wishing to vote in person on the Acquisition should attend the General Meeting on 
Monday, 17 May 2010 and bring a suitable form of personal identification (such as a driver's licence). 

Please arrive at the venue at least 15 minutes prior to the time designated for the commencement of 
the General Meeting (11:00 am Sydney time), if possible, so that your unitholding may be checked 
against the Unitholder’s register and attendance noted.  Attorneys (see also paragraph (d) below) 
should bring with them the original or a certified copy of the power of attorney under which they have 
been authorised to attend and vote at the meeting. 

(c) Voting by proxy 

Unitholders wishing to vote by proxy at the General Meeting must complete and sign or validly 
authenticate the personalised proxy form which is enclosed with this Booklet. 

A person appointed as a proxy may be an individual or a body corporate.  Completed proxy forms 
must be delivered to KIL by 11:00 am, Saturday, 15 May 2010, in any of the following ways: 

By post to the Registry: 

Computershare Investor Services Pty Limited 
GPO Box 242 
Melbourne  VIC  3001 
Australia 

By fax to the Registry on: 

1800 783 447 from within Australia, or +61 3 9473 2555 from outside Australia 

Note: proxies may not be returned by email nor is internet voting available (other than for custodians 
that are subscribers of Intermediary Online). 

For custodians who are subscribers of Intermediary Online, please go to www.intermediaryonline.com 
to submit your vote. 

(d) Voting by attorney 

If a Unitholder executes or proposes to execute any document, or do any act, by or through an 
attorney which is relevant to their unitholding in KIL, that Unitholder must deliver the instrument 
appointing the attorney to the Registry for notation. 
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Unitholders wishing to vote by attorney at the General Meeting must, if they have not already 
presented an appropriate power of attorney to KIL for notation, deliver to the Registry (at the address 
or facsimile number specified in this Section 1.8 of this Booklet) the original instrument appointing the 
attorney or a certified copy of it by 11:00 am (Sydney time) on Saturday, 15 May 2010. 

(e) Voting by corporate representative 

To vote in person at the General Meeting, a Unitholder or proxy which is a body corporate may 
appoint an individual to act as its representative. 

To vote by corporate representative at the General Meeting, a corporate Unitholder should obtain a 
Certificate of Appointment of Corporate Representative form from the Registry and complete and sign 
the form in accordance with the instructions on it.  The appointment form should be lodged at the 
registration desk on the day of the General Meeting. 

(f) Further information 

Please refer to the Notice of General Meeting in Appendix 1 to this Booklet for further information on 
voting procedures and details of the resolutions to be voted on at the General Meeting. 
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2. Rationale for the Acquisition 

2.1. Background 

Since April 2007, KIL and KEL have made a number of identical investments in the logistics sector.  In 
particular, each of KIL and KEL has identical interests in a number of special purpose vehicles holding 
interests in the Automotive & General Stevedoring Division (AGS) including POAGS, AAT, NSS and 
Prixcar and the landside logistics division which currently comprises the POTA business.  KIL and 
KEL also have the opportunity to increase their investment in AAT although KIL proposes to take up 
KEL’s entitlement to that increased investment.  See Section 5.3 for details. 

KIL and KEL also have identical interests in the Moorebank Industrial Property Trust, a property trust 
owning land at Moorebank designated for redevelopment as an inland port.  Each holds shares in 
Freight Links Express Holdings Limited, a company listed on the Singapore Stock Exchange. 

Each of KIL and KEL has other assets.  KIL's other assets include listed securities and cash.  KEL's 
other assets include listed securities, unlisted investments and cash.  The unlisted investments will be 
divested by KEL prior to implementation of the Acquisition.  See Section 6.2 for details. 

2.2. Rationale for the Acquisition 

Since their acquisition, the logistics investments held by KIL have provided an overall positive return 
for Unitholders.  The following table sets out in summary form the change in assessed value of each 
of the key logistics investments together with the aggregate funds invested by KIL. 

Logistics 
Investments 

Initial 
investment 

$'m 
1
 

Date of 
initial 

investment 

Subsequent 
investment 

$'m 
1, 2

 

Total 
investment 

$'m 
1, 2

 

Current 
Valuation 

3 

$'m 

Percentage 
change in 

total 
investment

 2, 4
 

AGS 46.2 Apr 2007 25.9 72.1 94.7 31.2% 

POTA 17.5 Apr 2007 2.4 19.9 58.0 191.2% 

MIPT / Other 51.3 
5
 Dec 2007  –  51.3 

5
 38.7 -24.7% 

Total 115.0  28.3 143.3 191.3 33.4% 

 
Notes: 

1. Includes subscription for equity and loans advanced by KIL. 

2. Does not include investment to be made in AAT announced on 26 March 2010.  See Section 5.3 for 
details. 

3. Based on the midpoint of the valuation range for these investments used in assessing the value of Units 
referred to in Appendix 4 to the Independent Expert's Report.  See Appendix 2 of this Booklet for details. 

4. Calculated as at 28 February 2010.  Excludes dividends and interest received by KIL from these 
investments. 

5. Includes secured bank debt used to acquire interest in MIPT. 

The Acquisition provides KIL with the opportunity to double its exposure to these logistics 
investments.   

2.3. Future direction of KIL 

KIL will continue to pursue new investments to support growth within its existing logistics businesses 
and in new logistics businesses that meet its investment criteria.  The focus of KIL will be on 
businesses involved in the logistics supply chain for import and export of goods and commodities into 
and out of Australia that have a strong market position and/or sustainable competitive advantage.  KIL 
will continue to adopt a long term horizon when investing in and managing these logistics businesses. 
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The primary focus is expected to be businesses operating within Australia as this will enable KIL to 
gain maximum utilisation from its existing strategic businesses and experienced management. 

Following completion of the acquisition of KEL, KIL will take a much more active role in working with 
the management of the existing logistics businesses to support their strategic planning and growth.   

Provided below is further information on the key focus for each of the key operating segments: 

Automotive and General Stevedoring Division (AGS) 

The AGS strategy will focus on the following key objectives: 

 improve operating efficiencies for the automotive business through capital investment and 
effective management of labour; 

 deliver a high standard of customer service through a more integrated logistics solution 
(involving, where appropriate, the assets and expertise of KIL’s partners) offering the 
following: 

o automotive: provide a seamless, reliable and price competitive service covering 
stevedoring, processing, storage and delivery; 

o bulk: provide mining companies with a reliable, efficient solution for operating ports.  
Opportunities to combine this capability with POTA’s bulk rail capabilities to provide a 
more comprehensive logistics solution will also be explored; and 

 participation in selective new bulk port developments that require an experienced port 
operator with the financial capacity to undertake significant investment in high capacity 
loading equipment. 

Landside Logistics Division (POTA) 

POTA’s strategy will focus on the following key objectives: 

 continued growth in its port-shuttle rail operations, particularly between Port Botany and 
Yennora; 

 expansion of its existing bulk rail business including closer cooperation with POAGS; 

 continued value-add offering to customers by providing a broad range of logistics services on 
a national basis;  

 working with KFM on the Moorebank development and other opportunities involving the 
operation of an inland rail terminal and related logistics activities; and 

 growth in the international freight forwarding business. 

Other Logistics Division 

The major focus of this Division will be to progress the planning and approval for the future inland 
terminal at Moorebank and to look for other opportunities nationally to develop inland rail terminals. 

KFM believes that there will be strong growth in container movements (in excess of GDP growth) over 
the medium term.  The existing road infrastructure is an impediment to this growth and, in the 
absence of a rail based solution, will invariably lead to inefficiencies and higher transport costs. 

KFM, on behalf of KIL, will actively focus on opportunities to secure (through lease or acquisition) key 
strategic sites that it believes will be suitable for use as future inland rail terminals.  It is intended to 
progressively develop these sites to take advantage of the anticipated volume growth in container 
movements which is expected to require a modal shift to rail transport in order to efficiently transport 
volumes to and from the ports. 
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3. Relevant considerations for Unitholders 

3.1. Introduction 

The purpose of this Section 3 is to identify significant issues for Unitholders to consider in relation to 
the Acquisition. 

Before deciding how to vote at the General Meeting, Unitholders should carefully consider the factors 
discussed below, as well as the other information contained in this Booklet. 

3.2. Why you should vote in favour of the Resolutions 

Reasons why Unitholders may decide to vote in favour of the Resolutions include the following: 

Effective majority interest 

The Acquisition moves KIL to an effective majority economic interest in POAGS and POTA 
(disregarding modest holdings of the management team and in the case of POTA, including the call 
option that is exercisable from January 2011).  This provides KIL with increased influence in the 
operation of these businesses.  See Sections 3.8 and 9 for details. 

Increased interest in other valuable logistics businesses 

The Acquisition provides KIL with significantly greater exposure to the other high value strategic 
logistics investments held by KEL.  See Sections 3.8 and 9 for details. 

Increase in scale and market appreciation 

The Acquisition provides KIL with a significant increase in the scale of its investments.  Gross assets 
will grow to around $458.8 million

1
.  Additionally, following the Acquisition, the market capitalisation of 

KIL will increase significantly.  Based on $0.95 (the last price at which units traded on ASX on 
29 March 2010

2
), the market capitalisation of KIL would have been $410.8 million had the Acquisition 

been completed on that date. 

The increased scale and greater market capitalisation of KIL is expected to make KIL more attractive 
to a broader range of investors.  This should provide KIL with better access to capital to fund its 
expansion strategy outlined in Section 2.3 and may lead to possible re-rating of Units by investors. 

Strengthened balance sheet 

As the Acquisition will be funded by an issue of Units, the transaction will result in a significant 
strengthening of KIL's balance sheet.  If the Acquisition had been completed on 28 February 2010, 
net assets would have increased to $408.3 million

1
.   

Debt levels of KIL following the Acquisition will remain low.  Excluding the AGS and POTA level 
borrowings, consolidated gross debt would have been only $48.7 million had the Acquisition been 
completed on 28 February 2010

1
.  The cash and cash equivalents within KIL as at that date exceeded 

that amount resulting in a positive net cash position overall.  See Section 3.6 for details.  This strong 
balance sheet provides KIL with a platform on which to undertake expansion through the acquisition 
of further quality logistics businesses. 

Attractive pricing 

The consideration to be provided by KIL to the KEL shareholders is at a modest discount to the value 
of the net assets of KEL that are being acquired and reflects an attractive earnings multiple for the 
strategic operating logistics businesses.   

                                                      
1
  Based on consolidated pro forma balance sheet included in Section 3.6.  A number of assumptions have 

been made in preparing this pro forma balance sheet.  See Section 3.6 for details. 
2
  The trading day prior to lodgment of this Booklet with ASX for review. 
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Independent Expert determination 

The Independent Expert has concluded that the transaction is fair and reasonable to Non-Associated 
Unitholders. 

PIML determination 

PIML, the responsible entity of KIL, considers the Acquisition is in the best interests of Unitholders 
and has recommended that Unitholders vote in favour of the Resolutions. 

Limited risks 

The logistics investments are well known to KFM and Unitholders.  Like any business, the logistics 
operations are exposed to certain business risks.  The most important of these are summarised in 
Section 4.  However, assessment of these risks is significantly easier as the assets reflect the current 
assets of KIL. 

3.3. Why you may vote against the Acquisition 

Unitholders may decline to approve the Resolutions for a number of reasons.  These may include the 
following: 

Disagreement with Independent Expert 

The Independent Expert has concluded that the Acquisition is fair and reasonable to Non-Associated 
Unitholders.  You are not obliged to follow that recommendation. 

Dilution to existing holdings 

On completion of the Acquisition, Sellers of KEL will hold approximately 44.1% of the post-Acquisition 
capital of KIL with the remaining 55.9% held by existing Unitholders.  You may consider that this 
dilution of your interest in KIL is unacceptable. 

Unitholders should bear in mind, however, that they will hold a reduced interest in KIL as a larger 
enterprise.  As indicated in Section 3.6, the net assets of KIL will increase significantly as a result of 
the Acquisition.  Moreover, the Independent Expert has taken the dilution of your interest in KIL into 
consideration when determining that the Acquisition is fair and reasonable to Non-Associated 
Unitholders. 

Reduction in NAV 

Investment entities (such as KIL prior to the Acquisition) are usually assessed on the basis of the 
reported net asset backing of its securities (NAV).  It is anticipated that the NAV of KIL will be reduced 
as a result of the Acquisition.  If the Acquisition had been completed on 28 February 2010, the NAV 
per Unit would have decreased by around 4% from approximately $0.98

1
 to approximately $0.94

2
.  

See Sections 3.6 and 3.7 for details. 

Exposure to risks 

KIL is presently exposed to business risks associated with the existing logistics investments.  The 
Acquisition will result in KIL's exposure being increased as its exposure to these investments is 
increased.  Unitholders may consider that KIL may better manage its risk to its underlying investments 
by increasing its diversification into other enterprises.   

                                                      
1
 Based on consolidated pro forma balance sheet included in Section 3.6.  A number of assumptions have 

been made in preparing this pro forma balance sheet.  See Section 3.6 for details. 
2 

 Based on the midpoint of the valuation range for unlisted logistics investments used in the Independent 
Expert's Report.  The reported NAV of KIL as at 28 February 2010 included in the ASX announcement 
issued by KIL on 12 March 2010 was $0.9584.  The reported NAV was determined using the same value of 
unlisted logistics investments applied in preparing the audit-reviewed financial statements of KIL for the half-
year ended 31 December 2009.   
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Change in taxation treatment 

It is anticipated that, following completion of the Acquisition, KIL and its wholly-owned subsidiaries 
(including KEL) will be considered to be a separate taxable entity from its investors and will be liable 
for Australian income tax at the corporate rate (currently 30% on its taxable income).  Distributions to 
Unitholders will be assessable as dividends paid to shareholders in a company, ie distributions 
grossed up for any franking credits are included in a Unitholder's assessable income in the year in 
which distributions are made.  Further, any attached franking credits may be used to off-set tax 
liabilities of Unitholders.  This may be to the detriment of Unitholders who are unable to apply these 
franking credits to off-set tax liabilities. 

In addition, under company taxation, the consolidated tax group of which KIL will be the head 
company, will not be entitled to the 50% CGT discount in respect of realised capital gains.  The 
consolidated group will, therefore, include the entire capital gain (but subject to any deductible tax 
losses or capital losses) in its taxable income.   

See Section 3.11 and the Tax Report for further information regarding the changes in the taxation 
treatment of KIL and certain Unitholders following the Acquisition. 

3.4. Risks of Acquisition  

While KFM considers the benefits for Unitholders far outweigh the risks, there are a number of risks to 
Unitholders associated with the Acquisition.  See Section 4.2 for details 

3.5. Key implications if the Acquisition does not proceed 

If Unitholders do not pass the Resolutions: 

 the proposed Acquisition will not proceed and KIL will not acquire the KEL Shares; 

 KIL will continue to hold its minority positions in the existing logistics investments; 

 KFM will continue to manage both KIL and KEL; 

 Unitholders will not be diluted by the issue of Units to Sellers; and 

 KIL will not realise the possible advantages outlined in Section 3.2. 

3.6. Impact on KIL's financial position 

Set out below is a table illustrating the impact of the Acquisition on the financial position of KIL, had 
the Acquisition taken place on 28 February 2010.  It is based on the unaudited consolidated 
management balance sheets for each of KIL and KEL as at 28 February 2010.  The balance sheets 
have not been reviewed by auditors of KIL or KEL.   

This table is not a consolidated pro forma balance sheet prepared in accordance with the 
Corporations Act, the Corporations Regulations 2001, Accounting Standards and other mandatory 
financial reporting requirements in Australia.  It is provided only to illustrate the anticipated impact on 
KIL as if KIL did not consolidate the underlying assets and liabilities of its investments following the 
Acquisition (other than KEL and the investment entity holding its interest in MIPT).  The specific 
assumptions taken in preparing the table are set out in the notes below the table. 

The figures used in the table below are based on the consolidated entity.  They differ by a small 
amount from the comparable figures used in the Independent Expert’s Report prepared by Deloitte.  
This is due to the fact that in undertaking its analysis of the transaction, Deloitte has used figures for 
the parent entity only.  The difference in net asset backing per Unit between these approaches is not 
material. 
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 KIL Pro forma 
consolidated  
28 Feb 2010  

($'000)   

KEL Pro 
forma 

consolidated  
28 Feb 2010 

($'000)  

Qube Pro 
forma 

consolidated  
28 Feb 2010 

($'000)  

Current Assets    

Cash and cash equivalents 59,680 2,211 61,891 

Trade and other receivables  676 366 1,042 

Financial assets at fair value through profit or loss - 2,364 2,364 

Total Current Assets 60,356 4,941 65,297 

    

Non-Current Assets    

Financial assets at fair value through profit or loss
 5
 198,513 187,581 386,094 

Intangible assets 3,683 3,683 7,366 

Total Non-Current Assets 202,196 191,264 393,460 

    

Total Assets 262,552 196,205 458,757 

    

Current Liabilities    

Trade and other payables 746 564 1,610 

Financial liabilities at fair value through profit or loss 129 32 161 

Borrowings 24,327 24,327 48,654 

Total Current Liabilities 25,202 24,923 50,425 

    

Non-Current Liabilities     

Deferred tax liabilities  - 8,867 - 

Total Non-Current Liabilities - 8,867 - 

    

Total Liabilities 25,202 33,790 50,425 

    

Net Assets 237,350 162,415 408,332 

    

Equity    

Contributed Equity 
6
 226,263 143,208 387,658 

Retained profits  11,087 19,207 20,674 

Total equity 237,350 162,415 408,332 

    

Units on issue 241,773,375  432,434,591 

    

Net asset backing per Unit ($)  0.98 
7
  0.94 

7
 

 
Notes: 

1. The above table has not been prepared in accordance with Accounting Standards in that: 

(a) it does not apply acquisition accounting as required under the Business Combination accounting 
standard; and 

(b) it does not consolidate the underlying assets and liabilities of entities which will become wholly-
owned subsidiaries of KIL as a result of the Acquisition (other than KEL and KIL Property 
Investments Pty Limited).  Rather, all investments, are accounted for on a fair value basis. 

2. The column headed "KIL Pro forma consolidated 28 Feb 2010" comprises the unaudited consolidated 
management balance sheet of KIL as at 28 February 2010 adjusted only to include the value of financial 
assets at fair value through profit or loss based on the midpoint of the valuation range for unlisted logistics 
investments used in the Independent Expert's Report. 

3. The column headed "KEL Pro forma consolidated 28 Feb 2010" comprises the unaudited consolidated 
management balance sheet of KEL as at 28 February 2010 adjusted only to: 

(a) include the value of financial assets at fair value through profit or loss based on the midpoint of the 
valuation range for unlisted logistics investments used in the Independent Expert's Report; and 
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(b) exclude non-logistics assets held by KEL to be disposed of prior to completion of the Acquisition.  
See Section 6.2 for details. 

4. The column headed "Qube Pro forma consolidated 28 Feb 2010" has been prepared as if: 

(a) the Acquisition had taken place on 28 February 2010 and KIL issued 190,661,216 Units to the 
Sellers; 

(b) KIL provided for transaction costs associated with the Acquisition of $0.3 million on 28 February 
2010.  This is in addition to costs incurred up to 28 February 2010; 

(c) there is no deferred tax liability for the combined entity due to the election by KIL to form a 
consolidated tax group following the Acquisition.  As at 28 February 2010, KEL had deferred tax 
liabilities of approximately $8.9 million.  This is expected to be eliminated on formation of the 
consolidated tax group of KIL and KEL.  See Section 3.11 for details;  

(d) there is no impact of acquisition accounting including recognition of goodwill.  This will only be 
determined after the General Meeting as the consideration paid by KIL for the assets will be 
calculated for accounting purposes using the bid price of KIL Units on the day that Unitholders 
approve the Acquisition;  

(e) the increased investment in AAT announced on 26 March 2010 had not occurred.  See Section 5.3 
for details; and 

(f) KEL had disposed of its non-logistics investments for nil consideration. 

5. The value of the unlisted logistics assets taken up in the above table reflects the midpoint in valuation 
ranges of those assets set out in the Independent Expert's Report rather than the values taken into 
account in preparing the relevant KIL and KEL financial statements as at 28 February 2010.  See 
Appendix 2 to this Booklet for details.  The aggregate value of these assets applying the values used in 
preparing the KIL audit-reviewed financial statements for the half year ended 31 December 2009 would 
have been $371.3 million rather than $382.5 million used in calculating the table above. 

6. Based on the Units being issued for the Acquisition at a price per Unit of $0.8465, being the weighted 
average price of all Units traded on ASX in the 10 days prior to 2 February 2010. 

7. These amounts have been rounded to 2 decimal places. 

3.7. Impact on KIL's net assets and NAV 

Based on the table set out in Section 3.6, had the Acquisition occurred on 28 February 2010, the net 
assets of KIL would increase from $237.4 million

1
 to $408.3 million.  On the same basis, the NAV 

(being the net asset backing per Unit) would fall from $0.98 to $0.94 representing a decrease of 
around 4%.   

3.8. Impact on KIL's investments 

If the Acquisition is approved and implemented, the size of KIL's logistics investments will roughly 
double.  The following table illustrates the anticipated impact of the Acquisition on KIL. 

Operating Logistics Businesses Existing 
Interest (%) 

Interests 
Being 

Acquired  
(%) 

New Interest 
Post 

Acquisition 
(%) 

Landside Logistics Division 

POTA  23.6% 
1, 2

 23.6% 
1, 2

 47.2% 
1, 2

 

Automotive and General Stevedoring Division 

POAGS  27.1% 27.1% 54.2% 

                                                      
1
  Based on the midpoint of the valuation range for unlisted logistics investments used in the Independent 

Expert's Report.  The net assets of KIL used in reporting the NAV of KIL as at 28 February 2010 included in 
the ASX announcement issued by KIL on 12 March 2010 was $231.9 million.  This net assets amount was 
determined using the same value of unlisted logistics investments applied in preparing the audit-reviewed 
financial statements of KIL for the half-year ended 31 December 2009.   



 

 

19 

Operating Logistics Businesses Existing 
Interest (%) 

Interests 
Being 

Acquired  
(%) 

New Interest 
Post 

Acquisition 
(%) 

NSS 19.2% 19.2% 38.3% 

Prixcar  9.7% 9.7% 19.4% 

AAT 6.6% 
3
 6.6% 

3
 13.3% 

3
 

Other Logistics Investments 

MIPT 15.0% 15.0% 30.0% 

 
Notes: 

1. Management of POTA owns approximately 5.5% of POTA following the exercise of employee options. 

2. KIL and KEL, through jointly owned K-POTA Pty Limited, have a call option to increase their shareholding 
to 72.2% exercisable from 1 January 2011. 

3. KIL and KEL can increase their combined shareholding to at least 27.1%.  KIL announced on 26 March 
2010 that this right would be exercised.  See Section 5.3 for details.  This proposed increase is not taken 
up in the above table as it is expected to be undertaken after completion of the Acquisition. 

KIL and KEL or their controlled entities are parties to shareholders agreements which govern the 
relationship between investors in each of the entities outlined above.  Under the relevant shareholders 
agreements, decisions regarding key matters affecting the operations of each of the above 
businesses are subject to approval by a special majority of investors.  See Section 9 for details.   

3.9. Impact on KIL's capital structure 

If the Acquisition proceeds, KIL will issue 190,661,216 new Units to the Sellers.  This will increase the 
Units on issue from 241,773,375 Units to 432,434,591 Units. 

Below is a table that illustrates the effect of completion of the Acquisition on the capital structure of 
KIL and the proportionate interest in KIL of the Sellers. 

Unitholders Number Percentage 

Existing Unitholders 241,773,375 55.9% 

Sellers 190,661,216 44.1% 

Total  432,434,591 100.0% 

 
The above table is based on the number of Units that KIL has on issue as at the date of this Booklet.   

As at the date of this Booklet, KIL does not have any options or other securities on issue other than 
those outlined above. 

3.10. Impact on control of KIL 

The issue of Units to the Sellers is not expected to have a material effect on the control of KIL.  On 
completion of the Acquisition, no Seller is expected to have voting power in KIL in excess of 20%. 

Based on the voting power of the Sellers in KIL as at the date of this Booklet and the number of Units 
anticipated to be issued under the Share Purchase Agreement, the following Sellers will hold voting 
power in excess of 5% in KIL following completion of the Acquisition: 
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Seller Number Percentage 

Taverners No.10 Pty Limited 
1
 82,732,246 19.1% 

Patterson Cheney Investments Pty Limited 
2
 33,730,131 7.8% 

Eagle Securities Limited 
3
 32,081,622 7.4% 

 
Notes: 

1. Interests associated with the Scanlon family including interests held by other associated entities. 

2. Interests associated with the Bertalli family. 

3. Interests associated with the Corrigan family including interests held by other associated entities. 

Details of the Units to be issued to the Sellers on completion of the Acquisition are set out in 
Section 8.1. Details of the interest of Taverners No.10 Pty Limited and Eagle Securities Limited in 
Kaplan Partners Limited, holding company of KFM, are set out in Section 7.2. 

3.11. Change of KIL's tax status 

KIL's strategy is to take a greater role in directing the affairs of its investments including assuming 
where possible positive and negative control over the boards and decision-making of some of the 
underlying logistics businesses.  As soon as KIL has the ability to exercise positive or negative control 
over at least 1 operating business, it will become a public trading trust for the purposes of taxation law 
for that income year (as well as subsequent income years in which the public trading trust test is 
satisfied).   

The Acquisition will be the first investment by KIL that will result in it having the requisite level of 
control over an operating business.  Accordingly, from completion of the Acquisition, it is expected 
that KIL will become a public trading trust for the purposes of taxation law in respect of the whole 
income year ending 30 June 2010. 

KFM presently expects that KIL will choose to consolidate for income tax purposes with its wholly-
owned subsidiaries including KEL (together the Group).  KFM believes that there are benefits of 
consolidating due to the potential step-up in the tax cost base of certain assets.  While the date from 
which KIL will elect to consolidate is still being considered, at this stage, it is likely to be 1 July 2010. 

Both the change in KIL to a public trading trust and the establishment of a consolidated tax group will 
result in a number of important changes to the tax treatment of KIL as well as distributions made by 
KIL to Unitholders.   

In summary: 

 KIL and its wholly owned subsidiaries (including KEL) will be considered to be a separate 
taxable entity from its investors and will be liable to Australian income tax at the corporate rate 
(currently 30% on its taxable income). 

 Distributions to Unitholders will be assessable as dividends paid to shareholders in a 
company, ie distributions grossed up for any franking credits are included in a Unitholder's 
assessable income in the year in which distributions are made.  Further, any attached 
franking credits may be used to off-set tax liabilities of Unitholders.   

 Under company taxation, the Group will not be entitled to the 50% CGT discount in respect of 
realised capital gains.  The Group will, therefore, include the entire capital gain (but subject to 
any deductable tax losses or capital losses) in its taxable income. 

 KIL, as the head company of the Group, will be responsible for the income tax liabilities of the 
Group. 

 Units will be treated for income tax purposes as a share in a company (and no longer an 
interest in a trust). 
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 As the head company of the Group, KIL will be deemed to have acquired the individual assets 
of each wholly-owned subsidiary (eg the assets held by KEL) upon formation of the tax 
consolidated group.  As a consequence, the cost of acquiring KEL will be broadly spread 
across the underlying assets of KEL and its wholly-owned subsidiaries.  Based on a number 
of assumptions, including that the value of KEL's assets at the time of the consolidation is the 
same as their current market value, the formation of a tax consolidated group should result in 
a "step-up" to the tax cost base of KEL's assets.  KFM anticipates that this will result in the 
elimination of the deferred tax liabilities of KEL.  For this reason, KEL’s deferred tax liabilities 
have not been included in the consolidated pro forma balance sheet prepared as at 28 
February 2010 included in Section 3.6. 

A detailed discussion of the consequences for both KIL and some Unitholders is set out in the Tax 
Report provided by PwC included in Appendix 3 to this Booklet.  The information set out above and in 
the PwC Tax Report included in Appendix 3 is intended to provide only a broad summary of the 
income tax implications for Unitholders should the Acquisition proceed.  It is provided as a guide only 
and does not apply to all Unitholders.   

No account has been taken of a Unitholder's particular circumstances in preparing the above.  
Accordingly, you are urged to seek your own professional advice to determine the taxation 
consequences of the Acquisition relevant to you. 

3.12. Change in investment entity status 

On commencement of official quotation of Units on ASX, KIL was classified by ASX as an investment 
entity as the principal part of its proposed activities consisted in investing in listed or unlisted 
securities and its objectives did not include exercising control over, or managing any entity or the 
business of any entity, in which it invests.  As a result, KIL was obliged to issue announcements of 
NAV at the end of each month under Listing Rule 4.12.  Details of all investments held by KIL and 
information regarding the management agreement with KFM were included in KIL's annual report. 

ASX has confirmed that, on completion of the Acquisition, KIL will cease to be classified as an 
investment entity.  This is in recognition that, on completion of the Acquisition, KIL will hold a 
significantly increased interest in operating logistics businesses in AGS and POTA.  It also recognises 
the role that KFM's appointees and staff have played in the management of the operations of its 
investee entities. 

From completion of the Acquisition, KIL will cease to be required to comply with the specific reporting 
obligations of an investment entity. 

3.13. Change to KFM investment mandate 

PIML has appointed KFM as the investment manager of KIL. 

The investment mandate held by KFM for KIL is presently subject to a number of limitations being 
primarily:  

 a restriction on gearing for KIL at 35% of gross assets;  

 a restriction on individual investments to 30% of the maximum gross asset value of KIL; and 

 a general principle that KIL will not assume long term management responsibility for the 
business operations of any of KIL's investments. 

Subject to these investment limitations and its general duties as a manager to undertake prudent 
investments and generally act as a fiduciary and overall supervision by PIML as responsible entity, 
KFM has a broad discretion regarding logistics, infrastructure and utilities investments to be made by 
KFM on behalf of KIL. 

These mandate limitations may be amended by agreement between PIML and KFM and implemented 
after 1 month’s notice of the proposed change has been given to Unitholders through the ASX.  These 
mandate restrictions will be removed on completion of the Acquisition as they are no longer 
considered appropriate for an entity with the expansion plans outlined in Section 2.3. 
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3.14. Change of name and future direction 

KIL intends to change its name on completion of the acquisition to Qube Logistics reflecting KIL’s 
strategy of focusing on acquiring and developing quality logistics businesses.  There will be no 
change to KIL’s strategy of owning and growing its investments based on a long term investment 
horizon.   

It is presently intended to internalise the management of KIL within 12 - 24 months once further 
progress has been made consolidating KIL’s ownership of its existing logistics businesses and subject 
to reaching commercial agreements with relevant parties including PIML and KFM.   

As part of that process, the benefits of restructuring KIL from a trust to a company will be considered. 

3.15. Recommendation 

PIML, responsible entity of KIL, considers that the Acquisition is in the best interests of Unitholders 
and recommends that Unitholders vote in favour of the Resolutions.  See the Responsible Entity's 
letter at the beginning of this Booklet for further information on the basis for PIML's recommendation. 

As investment manager of KIL, KFM has facilitated the Acquisition and promoted it to PIML and 
Unitholders.  KFM considers that there are significant advantages for KIL and its Unitholders arising 
from the Acquisition.  However, KFM does not consider it appropriate to make a recommendation in 
relation to the Acquisition as some of the Sellers also own shares in the holding company of KFM.  
Additionally, there will be an increase in fees payable to KFM as a result of the Acquisition resulting 
from the increase in gross assets of KIL although KFM will cease to earn management fees it 
presently receives for managing KEL.  See Section 7 for details. 

3.16. Independent Expert 

The Independent Expert has concluded that: 

“Whilst Non-Associated Unitholders will suffer a slight dilution in the fair market value per unit, 
this is offset by the advantages of the Proposed Transaction, in particular the enhanced ability 
of Non-Associated Unitholders to participate in growth opportunities afforded by the increased 
scale and improved financial capacity of Qube together with the possible market re-rating and 
improved liquidity. 

In our opinion the advantages of the Proposed Transaction outweigh the disadvantages and 
therefore the Proposed Transaction is fair and reasonable to the Non-Associated Unitholders.  
An individual unitholder’s decision in relation to the Proposed Transaction may be influenced 
by his or her particular circumstances.  If in doubt unitholders should consult an independent 
adviser who will have regard to the individual unitholder’s particular circumstances.” 

The Independent Expert's Report is set out in full in Appendix 2 of this Booklet and you are strongly 
encouraged to read that report as part of your assessment of the Acquisition.   
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4. Risk Factors 

4.1. Overview 

There are a number of factors, both specific to KIL and of a general nature, which may affect the 
future operating and financial performance of KIL and the outcome of an investment in KIL.  There 
can be no guarantees that KIL will achieve its stated objectives, that forecasts will be met or that 
forward looking statements will be realised. 

This Section 4 describes certain, but not all, risks associated with an investment in KIL.   

4.2. Risks associated with KIL's existing logistics investments 

KIL has an equity interest in a number of unlisted logistics businesses (each a Logistics Business).  
These include AGS, POTA and MIPT. 

KIL is indirectly exposed to certain risks associated with the Logistics Businesses.  This exposure will 
increase as a result of the Acquisition as it will result in an effective doubling of the KIL investment in 
the businesses.  These risks include the following: 

Economic conditions 

The operating and financial performance of the Logistics Businesses are influenced by a variety of 
general economic and business conditions including the level of inflation, interest rates and exchange 
rates and government fiscal, monetary and regulatory policies.  A prolonged deterioration in domestic 
or general economic conditions, including an increase in interest rates or a decrease in consumer and 
business demand, could be expected to have a material adverse impact on the financial performance 
of the Logistics Businesses.   

Key personnel 

The operational and financial performance of the Logistics Businesses is dependent on their ability to 
attract and retain experienced management.  The loss of key personnel involved in the management 
of these businesses could have an adverse impact on their financial performance.   

Key contracts and IT systems 

Major contracts of Logistics Businesses are constantly expiring.  Failure to renew such contracts, or to 
renew them on the same or more favourable terms, may have a material adverse effect on the 
Logistics Businesses' future financial performance and position of the Logistics Businesses. 

Some Logistics Businesses are heavily reliant upon key customer contracts which are generally of a 
short to medium term with some risk of contracts not being renewed or being renewed on less 
favourable terms and thereby impacting future revenues. 

Logistics Businesses make considerable use of information technologies or systems.  Failures of such 
technologies and systems could have an adverse effect on customer service and therefore future 
financial performance and position. 

Leasehold title risk 

Some Logistics Businesses lease significant infrastructure and other properties and assets such as 
rail terminals, container parks and stevedoring facilities.  These leases carry renewal risk upon expiry.  
These businesses are heavily reliant upon long term leases of critical sites/properties.  Any failure to 
renew, renewal on less favourable terms or termination of such key leases may have a material 
adverse effect on future financial performance and position. 

Capital expenditure 

The businesses carried on by some Logistics Businesses are capital intensive.  The operating and 
financial performance of these businesses will be partly reliant on their ability to effectively manage 
significant capital projects within required budgets and timeframes and on sufficient funding being 
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available for the capital expenditure requirements of the business, including the maintenance and 
replacement of equipment to meet operational requirements.  Capital expenditure requirements may 
impact the cash flow available to service financing obligations, pay dividends or otherwise make 
distributions. 

Competition risks 

Increased competition for the Logistics Businesses could result in price reductions, under-utilisation of 
personnel, assets or infrastructure, reduced operating margins and/or loss of market share, which 
may have a material adverse effect on future financial performance and position. 

Government policy and regulation 

The operations of Logistics Businesses depend on access to infrastructure including ports, terminals 
and associated infrastructure which is subject to government policy and legal and regulatory oversight 
- including access, accreditation, operational, security, tax, environmental and industrial (including 
occupational health and safety) regulation.  Changes in government policy and legal and regulatory 
oversight may have a material adverse effect on future financial performance and position. 

Employees/industrial action 

The majority of operational employees of Logistics Businesses are members of trade unions.  These 
employees are generally covered by collective agreements which are periodically renegotiated and 
renewed.  The risk of strikes and other forms of industrial action that may have a material adverse 
impact on these businesses would be primarily dependent on the outcomes of negotiations with 
representative unions regarding the terms of new collective agreements.  If there were a material 
dispute between Logistics Businesses and its unions or workforce, this could disrupt operations which 
may have a material adverse effect on future financial performance and position. 

Exposure to commodity flows and cycles 

Logistics Businesses including the AGS businesses are exposed, through their customers, to global 
demand for commodities.  Revenues from the provision of bulk stevedoring services may be 
adversely impacted by reduced global demand for bulk commodities.   

Taxation risk 

Changes in tax law (including in goods and services taxes and stamp duties) or changes in the way 
taxation laws are interpreted in the various jurisdictions in which Logistics Businesses operate may 
impact their future tax liabilities. 

Environmental risk 

National and local environmental laws and regulations may affect operations of Logistics Businesses.  
Standards are set by these laws and regulations regarding certain aspects of health and 
environmental quality, and they provide for penalties and other liabilities if such standards are 
breached, and establish, in certain circumstances, obligations to remediate and rehabilitate current 
and former facilities and locations where operations are, or were, conducted.  Logistics Businesses 
incur costs to comply with these environmental laws and regulations and in respect of violation of 
them, and changes to such laws and regulations, including changes to operating licence conditions, 
could result in penalties and other liabilities, which may have a material adverse effect on future 
financial performance and position. 

Occupational Health and Safety risk 

A number of the operational tasks conducted by Logistics Businesses involve the use of heavy 
machinery on infrastructure and heavy machinery to load and unload ships and trucks.  Any failure by 
Logistics Businesses to safely conduct its operations or otherwise to comply with the necessary 
occupational health and safety requirements across jurisdictions they operate in could result in death 
or injury to personnel, contractors and/or members of the public, criminal prosecution, fines, penalties 
and compensation for damages as well as reputational damage to them, which may have a material 
adverse effect on future financial performance and position. 
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4.3. Risks associated with holding Units 

Unitholders will continue to be exposed to certain risks through holding Units.  These include the 
following: 

Key personnel 

The ability of KFM to continue to identify and manage KIL's portfolio of investments may be 
dependent on a number of key personnel including members of the Investment Advisory Committee.  
The loss of one or more of these key personnel to undertake investment functions on behalf of KFM 
could have an adverse impact on KFM's operations in managing KIL's portfolio. 

Investment risk 

There are several types of investment risk that may affect your investment in KIL, including a decline 
in the market price of the Units (the initial capital value may decrease, especially if you are investing 
for the short term), the amount you receive as income may vary over time or the value of your 
investment may not keep pace with inflation.  This includes the possibility that KFM may not be able to 
achieve the medium to long term capital growth objectives. 

No guarantee of return 

No guarantee is provided that KFM or PIML will be able to make distributions as this will depend on 
the extent to which income and/or capital gain is derived from the underlying securities in the portfolio. 

Fund trading 

KIL's Units may trade at less than their NAV due to market conditions, and there may not be adequate 
demand for the Units to enable Unitholders to sell their Units on the ASX at a price that reflects the 
NAV.  This might result in you making a capital loss on your investment. 

Gearing 

Gearing is borrowing money to increase the amount available for investment.  KIL will meet borrowing 
costs and other obligations associated with gearing.   

The gearing within KIL will magnify the impact of any adverse movements in the prices of the 
underlying investments within KIL, and therefore the NAV of KIL.  This could result in a decrease in 
the Unit price of KIL.  Unitholders will face larger movements in the value of their Units than on an 
investment which is not geared. 

Suspension of trading of Units on ASX 

If ASX suspends trading of Units or a trading suspension is requested by PIML, Unitholders will not be 
able to buy or sell Units on ASX during the suspension period. 
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5. Profile of KIL 

5.1. Overview of KIL 

KIL is a registered managed investment scheme listed on the ASX.  KIL was established in late 2006 
for the purpose of investing in listed and unlisted infrastructure, utilities and logistics securities and 
investments.   

As at 28 February 2010, KIL had consolidated gross assets of approximately $262.6 million and net 
assets of approximately $237.4 million

1
. 

5.2. Principal assets of KIL 

As at 28 February 2010, the principal consolidated gross assets of KIL comprised: 

Principal asset Gross Value ($’000) Percentage 

Unlisted logistics investments $191,264
1 ,2, 3

 72.8% 

Listed securities $10,932 4.2% 

Cash and cash equivalents $60,356 23.0% 

Total $262,552 100.0% 

 
Notes: 

1. Based on the midpoint of the valuation ranges included in Appendix 4 to the Independent Expert's Report.  
See Appendix 2 of this Booklet for details.  The value of these assets applying the values used in 
preparing the KIL audit-reviewed financial statements for the half year ended 31 December 2009 was 
$185.6 million rather than $191.3 million as indicated above. 

2. Includes secured bank debt used to acquire interest in MIPT.  Secured consolidated gross bank debt for 
this investment was approximately $24.3 million as at 28 February 2010. 

3. Assumes that the proposed new investment in AAT announced on 26 March 2010 has not been 
completed.  See Section 5.3 for details. 

The value of KIL's unlisted logistics investments are as follows: 

Underlying 
business 

Major business activity Gross Value of 
KIL's investment 

($’000)  

AGS Division   

POAGS Stevedoring of vehicles, bulk and break bulk $53,778 

AAT Owner and manager of infrastructure used by general stevedores $19,755 
2
 

NSS Stevedoring in North Queensland $16,334 

Prixcar  Supplier of services to manufacturers, importers and exporters of 
motor vehicles 

$4,788 

POTA Port related land logistics $57,954 

MIPT / Other Strategic property for future inland terminal and other unlisted 
logistics investments 

$38,655 
3
 

Total  191,264 

 

                                                      
1
  Based on the midpoint of the valuation range for unlisted logistics investments used in the Independent 

Expert's Report.  The gross assets and net assets of KIL used in reporting the NAV of KIL as at 28 February 
2010 included in the ASX announcement issued by KIL on 12 March 2010 was $257.1 million and 
$231.9 million respectively.  The gross assets and net assets were determined using the same value of 
unlisted logistics investments applied in preparing the audit-reviewed financial statements of KIL for the half-
year ended 31 December 2009.   
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Notes: 

1. Based on the midpoint of the valuation ranges included in Appendix 4 to the Independent Expert's Report.  
See Appendix 2 to this Booklet for details.  The value of these assets applying the values used in 
preparing the KIL audit-reviewed financial statements for the half year ended 31 December 2009 was 
approximately $185.6 million rather than approximately $191.3 million as indicated above. 

2. Does not include proposed new investment in AAT announced on 26 March 2010.  See Section 5.3 for 
details. 

3. Includes secured bank debt used to acquire interest in MIPT.  Secured consolidated gross bank debt for 
this investment was approximately $24.3 million as at 28 February 2010. 

KEL has an equivalent investment in each of the above businesses. 

Further information regarding each of these businesses is set out in Section 5 of the Independent 
Expert's Report included in Appendix 2. 

5.3. Proposed new investment in AAT 

Each of KIL and KEL hold an interest in AAT through K-AATerminals Pty Limited (K-AAT), a joint 
venture investment vehicle.  K-AAT holds 49% of P&O Wharf Management Pty Limited (POWM), a 
joint venture company with the remaining 51% held by DP World Australia Limited (DPW).  POWM, in 
turn, owns 50% of Australian Amalgamated Terminals Pty Limited, the company operating AAT.  Each 
of KIL and KEL hold shares representing 27.1% of the issued share capital of K-AAT giving them an 
effective interest in 6.6% of AAT.   

On 26 March 2010, KIL announced that K-AAT has notified DPW that it will exercise a right to acquire 
the remaining 51% it does not presently own in POWM.  This will result in K-AAT increasing its 
indirect interest in AAT from 24.5% to 50%. 

The total investment by K-AAT to acquire DPW’s shares and to repay DPW’s share of shareholder 
loans is expected to be around $49 million (excluding stamp duty and other transaction costs).  
Funding for this acquisition will be provided by a pro rata rights issue to be undertaken by K-AAT.  
KIL's pro rata investment is expected to be $13.3 million.  To the extent that any of the other K-AAT 
shareholders do not contribute their pro rata share of the funding, KIL will provide the shortfall up to 
100% of the total required investment outlined above.  If no other K-AAT shareholder takes up its 
interest, KIL’s cash and cash equivalents would be reduced and KIL will increase its shareholding in 
K-AAT to approximately 64%.  This would increase to 77.3% following the Acquisition with a 
consequential increase in the value of KIL’s investment in AAT. 

KIL and KEL have agreed that KEL will not take up its pro rata share of the K-AAT rights issue.  KIL 
proposes to take up KEL's entitlement in full.  In the event that the Acquisition does not proceed, KEL 
will have the right to acquire up to 50% of the share of K-AAT taken up by KIL for this new investment 
based on KIL's investment cost plus an agreed funding cost payable to KIL. 

This acquisition is subject to a small number of conditions including receipt of all necessary third party 
approvals.  It is anticipated that completion will take place prior to 12 June 2010.   

As this increased investment in AAT is unlikely to be completed prior to completion of the Acquisition, 
the increased investment in AAT has not been taken up throughout this Booklet where references to 
interests of KIL and KEL in AAT are disclosed. 

5.4. KIL historical financial information 

A summary of KIL's financial performance for the years ended 30 June 2008 and 30 June 2009 and 
the half year ended 31 December 2009 is set out below: 
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 30 June 2008 
 1
  

($'000) 
30 June 2009 

2
  

($'000)
 
 

31 Dec 2009 
 3

  
($'000) 

Dividends and distribution income 10,589 10,966 3,679 

Interest income 3,248 2,475 942 

Net gain / (loss) on financial instruments held at fair 
value through profit and loss 

18,123 (20,070) 10,299 

Other 11 4  –  

Total revenue 31,971 (6,625) 14,920 

    

Management fee  2,396 2,895 1,499 

Finance Costs 1,182 1,846 949 

Amortisation 91 223 103 

Other 1,947 906 430 

Total expenses 5,616 5,870 2,981 

    

Net profit before tax 26,355 (12,495) 11,939 

 
Notes: 

1. The information in the column headed "30 June 2008" is drawn from the consolidated audited financial 
statements for KIL for the financial year ended 30 June 2008 set out in the KIL annual report for 2008 
released to the market through ASX on 29 September 2008. 

2. The information in the column headed "30 June 2009" is drawn from the consolidated audited financial 
statements for KIL for the financial year ended 30 June 2009 set out in the KIL annual report for 2009 
released to the market through ASX on 30 September 2009. 

3. The information in the column headed "31 Dec 2009" is drawn from the consolidated audit-reviewed 
financial statements for KIL for the half year ended 31 December 2009 released to the market through 
ASX on 17 February 2010. 

On 17 February 2010 KIL reported a profit for the half year to 31 December 2009 of approximately 
$12.0 million.  The result reflected a positive revaluation of KIL’s unlisted logistics investments of 
around $6.8 million as well as an increase in value in KIL’s other listed investments.  The result also 
benefited from the receipt of fully franked dividends from the logistics investments during the period.   

5.5. Financial year 2010 outlook 

KIL’s logistics investments have had a pleasing start to the 2010 calendar year with the businesses 
experiencing firm demand for their services.  KFM expects that this trend will continue in the short 
term although the sustainability of this demand for the full year will depend on global and domestic 
economic conditions.  The logistics businesses are well placed to grow their earnings from the levels 
achieved in the prior year. 

5.6. Management of KIL 

KFM acts as the investment manager of KIL pursuant to an investment management agreement 
entered into in November 2006.  Subject to a number of limitations, KFM has broad discretion 
regarding logistics, infrastructure and utilities investments to be made by KFM on behalf of KIL.  
These investment limitations are proposed to be removed on completion of the Acquisition.  See 
Section 3.12 for details. 

KFM receives fees for its management of the investments of KIL, comprising: 

(a) a management fee equal to: 
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(i) 0.66% per annum (being 0.6% plus GST) of the gross value of assets of KIL 
comprising listed infrastructure and utilities securities and cash; and 

(ii) 1.65% per annum (being 1.5% plus GST) of the gross value of other assets of KIL; 
and  

(b) an annual performance fee equal to 16.5% (being 15% plus GST) of the amount by which the 
increase in the net asset value of KIL exceeds a performance hurdle (being the 1 year swap 
reference rate + 2.5%).   

As a consequence of the Acquisition, the annual management fee payable to KFM will increase to 
reflect the increase in the gross value of assets of KIL and the existing management agreement 
between KFM and KEL will be terminated.  These fees are calculated and payable in accordance with 
the terms of the existing investment management agreement entered into in November 2006.  Based 
on the increase in gross assets set out in the consolidated pro forma balance sheet included in 
Section 3.6, the annual fees payable to KFM will increase by approximately $2.9 million (ex-GST).  
However, as KFM's management agreement with KEL will be terminated on completion of the 
Acquisition, KFM will cease to receive fees under that agreement. 

5.7. Trading in Units 

In the 12 months to 5 February 2010, the date of announcement of the Acquisition, Units have traded 
at a high of $1.00 (on 16

th
 November 2009) and a low of $0.46 (on 12

th
 March 2009).  The volume 

weighted average price at which Units have traded in this period was $0.74. 

In the 3 months to 5 February 2010, the date of announcement of the Acquisition, Units have traded 
at as high of $1.00 (on 16

th
 November 2009) and a low of $0.75 (on 5

th
 February 2010).  The volume 

weighted average price at which Units have traded in this period was $0.88. 

See Section 3.2.3 of the Independent Expert’s Report in Appendix 2 for further trading information for 
Units. 

5.8. Responsible entity 

The responsible entity of KIL, PIML, is ultimately wholly owned by Trust Company Limited (Trust).  
Trust has been a specialist fiduciary service provider in Australia delivering a personalised service to 
its key client markets – institutions, intermediaries and individuals.  A company listed on ASX, Trust is 
one of the largest trustees in Australia, operating outside the ownership of banks or other wealth 
management companies.  Trust employs over 230 staff in Melbourne, Sydney, Brisbane, Townsville 
and Singapore. 

PIML receives fees for acting as responsible entity.  These fees are calculated by reference to the 
gross asset value of KIL.  As a result of the Acquisition and the increase in KIL's gross assets, the 
fees payable to PIML will increase.  Based on the increase in gross assets set out in the consolidated 
pro forma balance sheet included in Section 3.6, the annual fees payable to PIML will increase by 
approximately $23,365. 

5.9. Investment Advisory Committee 

KFM has established an Investment Advisory Committee to oversee KIL's investment process.  The 
members of the Investment Advisory Committee are: 

 Chris Corrigan (Chairman)  Sam Kaplan 

 Maurice James (Deputy Chairman)  Chris Knott 

 Allan Davies  David Knight 
 
5.10. KIL is a disclosing entity 

As a registered managed investment scheme listed on the ASX and a "disclosing entity" under the 
Corporations Act, KIL is subject to regular reporting and disclosure obligations which require it to 
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announce price sensitive information as soon as it becomes aware of that information.  KIL's most 
recent announcements are available from its website. 

Further announcements concerning KIL will continue to be made available on the website after the 
date of this Booklet. 

ASX maintains files containing publicly available information about entities listed on their exchange.  
KIL's files are available for inspection from ASX during normal business hours and are available on 
the website at www.asx.com.au. 

KIL is required to lodge various documents with ASIC.  Copies of documents lodged with ASIC by KIL 
may be obtained, or inspected at, ASIC offices. 

The following documents are available for inspection free of charge prior to the General Meeting 
during normal business hours at the Sydney office of KFM: 

 Constitution of KIL; 

 KIL's annual reports for the financial years ended 30 June 2007, 30 June 2008 and 30 June 
2009; 

 KIL’s interim reports for the 6 month periods ended 31 December 2007, 31 December 2008 
and 31 December 2009; 

 KIL’s 24 November 2006 Initial Public Offering Prospectus; 

 KIL’s 17 November 2009 Rights Issue Offer Document; and 

 KIL’s public announcements. 

The annual and interim reports and public announcements are also available at KIL's website at 
www.kaplanfunds.com.au.   

http://www.asx.com.au/
http://www.kaplanfunds.com.au/
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6. Profile of KEL 

6.1. Overview of KEL 

KEL is an unlisted investment company.  It was established in 2001 to invest in a broad range of 
businesses. 

On an unaudited basis (and adjusted to allow a comparison to KIL by disregarding any tax assets and 
provisions and liabilities relating to tax as well as investments to be disposed of prior to Completion), 
as at 28 February 2010, KEL had consolidated gross assets of approximately $196.2 million and net 
assets of approximately $171.3 million.

1
 

6.2. Principal assets of KEL 

As at 28 February 2010, the principal consolidated gross assets of KEL comprised: 

Principal asset Gross Value 
($’000) 

Percentage 

Unlisted logistics investments $191,264 
1, 2

 97.5% 

Listed securities $2,364 1.2% 

Cash and cash equivalents $2,577 1.3% 

Total $196,205 100.0% 

 

Note: 

1. Based on the midpoint of the valuation ranges included in Appendix 4 to the Independent Expert's Report.  
See Appendix 2 of this Booklet for details.  The value of these assets applying the values used in 
preparing the KIL audit-reviewed financial statements for the half year ended 31 December 2009 was 
approximately $185.6 million rather than approximately $191.3 million as indicated above. 

2. Includes secured bank debt used to acquire interest in MIPT.  Secured consolidated gross bank debt for 
this investment was approximately $24.3 million as at 28 February 2010. 

Further information regarding each of these businesses is set out in Section 5 of the Independent 
Expert's Report included in Appendix 2. 

KEL also has a modest number of non-logistics investments.  These include investments in unlisted 
businesses addressing the financial services, marketing services and resources sectors.  These 
investments will be sold by KEL to an entity controlled by the Sellers prior to completion of the 
Acquisition.  The value of these investments has been excluded from the table of investments outlined 
above. 

See Section 3.3.2 of the Independent Expert's Report in Appendix 2 for a summarised pro forma 
statement of financial position for KEL as at 28 February 2010. 

Key differences in the summarised pro forma financial positions of KIL and KEL include: 

 KIL Property Investments Pty Limited, the entity that holds KIL's investment in MIPT, has a 
cash balance approximately $0.4 million greater than that held by KEL's respective holding 
company; 

 KEL holds approximately 8 million more shares than KIL in Singapore listed Freightlinks 
Express Holdings Limited (FreightLinks), worth approximately $0.3 million more on a mark to 
market basis; 

                                                      
1
  Based on the midpoint of the valuation range for unlisted logistics investments used in the Independent 

Expert's Report.  If the gross assets and net assets of KEL were determined using the same value of unlisted 
logistics investments applied in preparing the audit-reviewed financial statements of KIL for the half-year 
ended 31 December 2009, the gross assets and net assets of KEL as at 28 February 2010 would be 
$190.6 million and $165.7 million (or $158.4 million inclusive of the deferred tax liability) respectively. 



 

 

32 

 KIL holds approximately $8.7 million more than KEL in listed securities (excluding the 
investment in Freightlinks); and 

 KIL retains approximately $57.8 million in additional cash compared to KEL. 

6.3. Management of KEL 

KFM acts as the investment manager of KEL.  Unlike the KIL management agreement, KFM’s 
discretion to acquire, hold and dispose of investments is subject to any written directions or guidelines 
issued by the board of KEL from time to time. 

KFM receives fees for its management of the investments of KEL, comprising: 

(a) a management fee equal to 1.65% per annum (being 1.5% plus GST) of the subscribed 
capital of KEL; and  

(b) an annual performance fee, subject to achieving relevant performance hurdles and conditions. 

For convenience, the existing management agreement between KFM and KEL will be terminated and 
each party released from all ongoing liabilities.  No performance fee is payable by KEL to KFM in 
connection with the Acquisition.  No consideration is payable to KFM for termination of these 
management arrangements. 
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7. Relationship with KFM 

7.1. Role of KFM as manager 

KFM presently acts as investment manager for KIL pursuant to an investment management 
agreement entered into in November 2006.   

As set out in Section 5.6, KFM receives management fees and annual performance fees (subject to 
achieving relevant performance hurdles and conditions).  The management fees payable and the 
performance fee potentially payable to KFM will increase as a result of the Acquisition.  This increase 
arises as a result of the increase in the gross value of assets of KIL and is not a result of any other 
change in the relationship between KFM and KIL. 

KFM also acts as investment manager of KEL pursuant to a management agreement entered into on 
establishment of KEL in 2001.  This management role is described in more detail in Section 6.3.  As 
indicated in Section 6.3, the management agreement between KFM and KEL will be terminated on 
completion of the Acquisition.  This ensures that KFM does not receive double payment for providing 
the same management services, ie payment for managing KIL and its investments and continuing to 
manage KEL. 

7.2. Interest of Sellers in KFM 

KFM is a wholly-owned subsidiary of Kaplan Partners Pty Limited (KP). 

The largest shareholder in KP is Quintarna Pty Limited.  Quintarna Pty Limited holds 30% of the 
issued share capital of KP.  Quintarna Pty Limited holds no interest in KEL shares and is not a Seller.  
Quintarna does not own any Units in KIL. 

Each of Taverners No.10 Pty Limited, Eagle Securities Limited, Lutovi Investments Pty Ltd and 
Liangrove Media Pty Ltd holds shares representing 17.2% of the issued capital of KP.  None of these 
Sellers:  

 individually is in a position to control KP; 

 exercise any control over the operations of KFM; or 

 are Associates of each other with respect to any of KP, KFM or KIL. 

None of Taverners No.10 Pty Limited, Eagle Securities Limited, Lutovi Investments Pty Ltd and 
Liangrove Media Pty Ltd has a relevant interest in Units held by KP referred to in Section 7.3 and the 
anticipated voting power of Taverners No.10 Pty Limited and Eagle Securities Limited on completion 
of the Acquisition set out in Section 3.10 is calculated without including these Units. 

7.3. Unitholdings of KFM and KP in KIL 

KFM does not hold any Units in its personal capacity. 

Each of KFM and KP has a relevant interest in 18,475,869 Units giving KFM and KP voting power of 
approximately 7.64% in KIL.  This includes 12,354,016 Units held by KP and 6,121,853 Units held by 
other funds managed by KFM.  On completion of the Acquisition, the voting power of KFM and KP in 
KIL will drop to 4.3% as a result of the issue of Units to the Sellers. 

7.4. Voting by KP and KFM on the Resolutions 

KP does not constitute an Associate of PIML for the purposes of the Corporations Act.  Accordingly, 
KP is not legally constrained from voting on either of the Resolutions. 

KFM, as investment manager of KIL, may not vote on the Listing Rule 7.1 Resolution as it may 
receive a benefit as a result of passage of that Resolution other than in its capacity as a Unitholder.  
KP is an Associate of KFM and also may not vote on that Resolution.  KFM and KP are not prohibited 
by the Listing Rules from voting on the Listing Rule 10.1 Resolution.   

However, notwithstanding that KFM and KP could vote on the Resolutions, having regard to the fact 
that 4 Sellers hold an interest in KP, KFM and KP have indicated that they do not propose to vote on 
either of the Resolutions to be considered at the General Meeting. 
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8. Summary of Share Purchase Agreement 

8.1. Key obligations 

Parties 

The parties to the Share Purchase Agreement are PIML, the Sellers and KEL.   

The Sellers' obligations are several, not joint and several. 

Sale and purchase  

Under the Share Purchase Agreement, the Sellers agree to sell, and PIML agrees to buy, the entire 
issued share capital of KEL. 

Consideration 

Consideration for this acquisition consists of the issue of a total of 190,661,216 new Units to the 
Sellers.  A list of the Sellers, the number of Units that will be issued to each of them as consideration 
for the KEL Shares and the proportionate interest that those Units will represent of the new Units to 
be issued to the Sellers on completion of the Acquisition, is set out in the table below. 

Sellers Number Percentage 

Taverners No.  10 Pty Ltd  
(ACN 097 860 154) 

73,997,787 38.81% 

Taverners No.  4 Pty Ltd  
(ACN 056 280 338) 

114 0.0% 

DPC Administration Pty Ltd  
(ACN 092 246 501) 

18,887,312 9.91% 

Eagle Securities Limited 24,192,681 12.69% 

Lutovi Investments Pty Ltd  
(ACN 000 109 606) 

14,642,968 7.68% 

Laddara Pty Limited  
(ACN 007 353 568) 

16,341,898 8.57% 

Liangrove Nominees Pty Ltd  
(ACN 068 258 686) ATF Liangrove 
Superannuation Fund 

1,637,986 
0.86% 

Liangrove Media Pty Ltd  
(ACN 003 875 894) 

1,637,986 0.86% 

Patterson Cheney Investments Pty Ltd  
(ACN 004 332 549) 

33,730,131 17.69% 

Paul Abraham Lewis 2,417,930 1.27% 

The Knight Superannuation Company Pty Ltd  
(ACN 097 674 176) 

3,174,423 1.66% 

Total 190,661,216 100.00% 

 
8.2. Conditions Precedent 

The Share Purchase Agreement contains a number of conditions precedent to completion of the 
Acquisition and the issue of Units to the Sellers, which must be satisfied or waived on or before 
31 July 2010 (unless otherwise agreed).  The conditions and their status as at the date of this Booklet 
are as follows: 
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(a) Unitholders of KIL in general meeting approve the Acquisition for all purposes including for the 
purposes of Listing Rules 7.1 and 10.1; 

This condition will be addressed at the General Meeting the subject of this Booklet. 

(b) KEL completes the sale of certain non-logistics assets on agreed terms; 

The sale of these non-logistics assets is expected to be completed prior to the General 
Meeting. 

(c) to the extent required under any contracts to which any relevant entity is a party, each third 
party to those contracts has granted its consent to the Acquisition; 

Requests have been made to relevant contract counterparties for their consent to the 
Acquisition.  A small number of consents remain outstanding.  KFM has no reason to believe 
that the necessary consents will not be provided prior to Completion. 

(d) there has been no material adverse change in the net asset positions of KEL or KIL from their 
positions as at 31 January 2010.  In assessing this, any value attributed to the non-logistics 
assets to be disposed of by KEL will be disregarded, the net asset position of KEL will be 
calculated on the same basis as KIL and any changes in the net asset position as a result of 
the change of value of the logistics investments common to KIL and KEL which affect the net 
asset position of each of KIL and KEL on a comparable basis will be disregarded; 

KFM is not aware of any circumstances which will result in a material adverse change in the 
net asset positions of KIL or KEL from their positions as at 31 January 2010. 

(e) the Sellers are satisfied that the Units to be issued to them on completion of the Acquisition 
will receive official quotation with effect from completion and will not be classified by ASX as 
restricted securities under Chapter 9 of the Listing Rules. 

ASX has confirmed that the Units to be issued to the Sellers will not be classified as restricted 
securities.  As a result, this condition has been satisfied. 

Each of PIML and the Sellers have a right to waive conditions for their benefit. 

Completion of the Acquisition is expected to be shortly following the General Meeting, immediately 
following the satisfaction (or waiver) of the last of the conditions precedent.  The Share Purchase 
Agreement contains customary negative covenants affecting both KIL and KEL prior to completion of 
the Acquisition. 

8.3. Warranties and confirmation 

Under the Share Purchase Agreement, the Sellers and PIML provide each other with warranties in 
respect of authority and ability to enter into to the Share Purchase Agreement, solvency of the parties 
and controlled entities, the capital structure of the parties and controlled entities and the accuracy of 
the list of investments.   

The maximum aggregate amount which KIL and the Sellers may recover from each other from all 
claims in respect of the Share Purchase Agreement (including for breach of warranties) is the total 
market value of the Units issued to the Sellers in consideration for the acquisition of the KEL Shares.  
The market value of each Unit issued is 84.6548 cents being the average traded price of Units for all 
sales on ASX (including certain transactions) for the period of 10 Business Days ending on 
1 February 2010. 

KFM has confirmed to PIML that it is not aware of any liability of KEL other than as disclosed in the 
unaudited management balance sheet as at 31 January 2010.  As KEL is being run in the ordinary 
course of business, it has and will continue to incur ongoing monthly management fees and internal 
operating costs.  The liabilities set out in the pro forma consolidated balance sheet for KEL set out in 
Section 3.6 reflect the liabilities included in the 31 January 2010 unaudited balance sheet, adjusted to 
reflect these operating costs and management fees for the month of February 2010.  KFM expects 
that these costs will be partially off-set by interest income and potentially distributions received from 
its investments. 
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9. Ownership Structure of Key Logistics Investments  

9.1. AGS Division 

The AGS Division comprises KIL's existing investments in POAGS, NSS, Prixcar and AAT.  KIL and 
KEL have joint venture partners in respect of each of these businesses.  Details of the ownership 
structure and shareholding arrangements for the AGS Division is set out below. 

POAGS 

Each of KIL and KEL hold their interest in POAGS through K-POAGS Pty Limited (K-POAGS), a joint 
venture investment vehicle.  Each of KIL and KEL hold shares representing 27.1% of the issued share 
capital of K-POAGS.  On completion, their aggregate interest will total 54.2%.   

The relationship between KIL, KEL and other joint venture parties in K-POAGS is governed by a 
shareholders agreement dated 30 April 2007. 

Following implementation of the Acquisition, KIL will have the ability to veto the implementation of any 
substantial transaction or change in business operations of POAGS as a result of the increased 
interest in K-POAGS.  KIL will also have a significantly greater influence in determining the outcome 
of resolutions on these matters although it will not be in a position to ensure the passage of a 
resolution approving that major transaction or change in business operations without the support of 
other joint venture parties. 

On completion of the Acquisition, KIL will be in a position to appoint one half of the board of 
K-POAGS and the subsidiary operating entities conducting POAGS.  KIL may also appoint the 
chairman of these entities.  The chairman does not hold a casting vote.  While KIL will not be in a 
position to control the outcome of strategic decisions made by the board of these entities, it will have 
negative control in that it has the ability to veto any matter brought before the relevant board for 
approval.   

NSS 

Each of KIL and KEL hold their interest in NSS through K-NSS Pty Limited (K-NSS), a joint venture 
investment vehicle.  K-NSS in turn indirectly holds 50% of Northern Stevedoring Services Pty Limited 
which conducts NSS with the remaining 50% held by a subsidiary of Xstrata PLC.  Each of KIL and 
KEL hold shares representing 38.3% of the issued share capital of K-NSS.  On completion, their 
aggregate interest will total 76.6% representing an effective interest of 38.3% in NSS. 

The relationship between KIL, KEL and other joint venture parties in K-NSS is governed by a 
shareholders agreement dated 30 April 2007. 

Following implementation of the Acquisition, KIL will have significantly greater influence in determining 
the outcome of decisions regarding the business and operations of NSS although it will not be in a 
position to ensure implementation of major transactions or changes in business operations without the 
support of other joint venture parties. 

On completion of the Acquisition, KIL will be in a position to appoint two thirds of the board of K-NSS 
and 1 of the 2 nominees of K-NSS to the board of Northern Stevedoring Services Pty Limited.  While 
KIL will not be in a position to control the outcome of strategic decisions made by the board of NSS, it 
will have negative control in that it has the ability to veto any matter brought before the relevant board 
for approval. 

Prixcar 

Each of KIL and KEL hold their interest in Prixcar through KW Auto Logistics Pty Limited (KWAL), a 
joint venture investment vehicle.  KWAL holds 50% of "K" Line Auto Logistics Pty Limited, a joint 
venture company, with the remaining 50% held by Kawasaki (Australia) Pty Limited (Kawasaki), 
which in turn owns 50% of Prixcar Services Pty Limited, the company operating Prixcar.  Each of KIL 
and KEL hold shares representing 38.8% of the issued share capital of KWAL giving them an 
effective interest in 9.7% of Prixcar.  On completion, their aggregate interest will total 77.5% of KWAL 
representing an effective interest in 19.4% of Prixcar. 
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The relationship between shareholders in KWAL, KLAL and Prixcar Services Pty Limited are 
governed by shareholders agreement for each particular company. 

Following implementation of the Acquisition, KIL will have significantly greater influence in determining 
the outcome of decisions regarding the business and operations of Prixcar although it will not be in a 
position to ensure implementation of major transactions or changes in business operations without the 
support of other joint venture parties. 

On completion of the Acquisition, KIL will be in a position to appoint a majority of the board of KWAL 
and 1 of the 3 nominees of KLAL to the board of Prixcar Services Pty Limited with one other 
appointed by agreement between KWAL and Kawasaki.  While KIL will not be in a position to control 
the outcome of strategic decisions made by the board of these entities, it will have negative control in 
that it has the ability to veto any matter brought before the relevant board for approval.   

AAT 

Each of KIL and KEL hold their interest in AAT through K-AAT, a joint venture investment vehicle.  K-
AAT holds 49% of POWM, a joint venture company, with the remaining 51% held by DPW.  POWM in 
turn owns 50% of Australian Amalgamated Terminals Pty Limited, the company operating AAT.  Each 
of KIL and KEL hold shares representing 27.1% of the issued share capital of K-AAT giving them an 
effective interest in 6.6% of AAT.  On completion, their aggregate interest will total 54.2% of K-AAT 
representing an effective interest in 13.3% of AAT. 

K-AAT has the right to acquire the remaining 51% it does not presently own in POWM.  If this right is 
exercised and the Acquisition is completed, the effective interest of KIL in AAT would increase to at 
least 27.1%. 

KIL announced on 26 March 2010 that it would exercise this right.  Funding for this acquisition will be 
provided by a pro rata rights offer to K-AAT shareholders.  KEL and KIL have agreed that KIL will take 
up KEL’s entitlement under this rights issue.  See Section 5.3 for details.   

The relationship between shareholders in K-AAT, POWM and Australian Amalgamated Terminals Pty 
Limited are governed by shareholders agreement for each particular company. 

Following implementation of the Acquisition, KIL will have significantly greater influence in determining 
the outcome of decisions regarding the business and operations of AAT although it will not be in a 
position to ensure implementation of major transactions or changes in business operations without the 
support of other joint venture parties. 

On completion of the Acquisition, KIL will be in a position to appoint a majority of the board of K-AAT 
and 1 of 2 nominees of POWM to the board of Australian Amalgamated Terminals Pty Limited.  While 
KIL will not be in a position to control the outcome of strategic decisions made by the board of POWM 
and Australian Amalgamated Terminals Pty Limited, it will have negative control in that it has the 
ability to veto any matter brought before the relevant board for approval.   

9.2. Landside Logistics Division 

The Landside Logistics Division comprises the business conducted by POTA Holdings Pty Limited 
and its subsidiaries known as POTA. 

Each of KIL and KEL hold their interest in POTA through K-POTA Pty Limited (K-POTA), a joint 
venture investment vehicle.  Each of KIL and KEL hold shares representing 50% of the issued share 
capital of K-POTA.  On completion, their aggregate interest will total 100%.  K-POTA in turn holds 
47.2% (plus 1 share) of POTA Holdings Pty Limited, the holding company of the group carrying on 
POTA.  DPW also holds 47.2 % (less 1 share) with the balance held by members of the management 
team.   

K-POTA has the right to acquire half of the DPW interest in POTA from 1 January 2011 or earlier in 
respect of all DPW’s shares in the case of a dispute regarding funding of POTA.  If this right is 
exercised and the Acquisition is completed, the effective interest of KIL in POTA would increase to 
72.2%.  DPW also has the right to sell all or half of its interest in POTA to K-POTA from 1 January 
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2011.  If this right is exercised and the Acquisition is completed, the effective interest of KIL in POTA 
would increase to around 94.4%. 

The relationship between shareholders in K-POTA and POTA Holdings Pty Limited are governed by 
shareholders agreement for each particular company. 

Following implementation of the Acquisition, KIL will have the ability to veto the implementation of any 
substantial transaction or change in business operations of POTA as a result of its effective 
ownership of K-POTA although it will not be in a position to ensure the passage of a resolution 
approving that major transaction or change in business operations without the support of DPW. 

On completion of the Acquisition, KIL will be in a position to appoint one half of the board of POTA 
Holdings Pty Limited and the subsidiary operating entities conducting POTA.  KIL may also appoint 
the chairman of these entities.  The chairman does not hold a casting vote.  While KIL will not be in a 
position to control the outcome of strategic decisions made by the board of these entities, it will have 
negative control in that it has the ability to veto any matter brought before the relevant board for 
approval.   

KIL and KEL are presently in a position to exercise day-to-day management control of the operations 
of POTA through a management committee.  On completion of the Acquisition, control of these day-
to-day operations will be held by KIL alone.   

9.3. MIPT 

The Moorebank Industrial Property Trust is a wholesale trust with Stockland Trust Management 
Limited as responsible entity (Stockland).  MIPT holds a strategic site at Moorebank which is 
intended to be developed and to operate as an inland port. 

Each of KIL and KEL hold their interest in MIPT through special purpose subsidiaries.  These entities 
in turn hold units representing 15% of the issued units in MIPT.  Following implementation, KIL’s 
effective interest in MIPT will be 30%. 

The relationship between unitholders in MIPT is governed by a unitholders agreement dated 
December 2007. 

The affairs of MIPT are conducted by Stockland under the directions of a unitholders committee which 
provides directions to Stockland in respect of the day to day control of MIPT.  Following 
implementation of the Acquisition, KIL will not have the ability to veto the implementation of any 
substantial transaction or change in business operations of MIPT through its representation on the 
unitholder committee.  KIL will have a greater influence in determining the outcome of resolutions on 
these matters although it will not be in a position to ensure the passage of a resolution approving that 
major transaction or change in business operations without the support of other joint venture parties. 
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10. Additional information 

10.1. Introduction 

This Section includes additional information that KFM considers is material to the decision on how to 
vote on the Resolutions to be considered at the General Meeting. 

10.2. Resolutions interconditional 

Resolutions 1 and 2 are interconditional.  This means that each of these Resolutions needs to be 
passed for the approval sought in respect of the Acquisition to be effective. 

Both Resolutions are proposed as ordinary resolutions, requiring the approval by a simple majority of 
votes cast by eligible Unitholders present and voting at the General Meeting. 

10.3. Regulatory requirements 

This Section summarises the Listing Rule requirements relevant to Resolution 1 (approval of issue of 
Units) and Resolution 2 (approval of acquisition of substantial asset).  This summary is followed by an 
explanation in Section 10.4 of the purpose and effect of the Resolutions. 

Listing Rule 7.1 

Under Listing Rule 7.1, KIL is restrained from issuing or agreeing to issue equity securities without 
Unitholder approval if the number of equity securities would, together with all issues undertaken in the 
last 12 months without Unitholder approval or pursuant to an exception to Listing Rule 7.1, exceed 
15% of the number of equity securities then on issue. 

Under the Share Purchase Agreement, the Units to be issued to the Sellers in consideration for the 
KEL Shares will exceed this limit. 

Listing Rule 10.1 

Listing Rule 10.1 restrains KIL from acquiring a substantial asset from persons in a position to 
influence KIL without the approval of Unitholders.  While the Sellers are not strictly parties to whom 
Listing Rule 10.1 applies, given the relationship between the Sellers and KIL (as described in 
Section 7), PIML and KFM consider it appropriate that the Acquisition be approved by Unitholders for 
the purposes of Listing Rule 10.1.  Disclosure in this Booklet reflects what would be required by 
Listing Rule 10.1. 

As the KEL Shares will constitute a substantial asset, Unitholder approval is being obtained for the 
purposes of this Listing Rule. 

10.4. Purpose of relevant information 

Purpose 

The purpose of Resolution 1 is to seek the approval of Unitholders under Listing Rule 7.1 for the issue 
by KIL of new Units that would exceed the limit otherwise imposed by that Listing Rule. 

The purpose of Resolution 2 is to enable KIL to acquire the KEL Shares, being a substantial asset, 
from the Sellers. 

Voting restrictions 

PIML will disregard any votes cast on:  

 Resolution 1 by the Sellers and any of their Associates; and 

 Resolution 2 by the Sellers, PIML and any of their Associates.   
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However, PIML will not disregard a vote if: 

 it is cast by a person as proxy for a person who is entitled to vote, in accordance with the 
directions on the proxy form; or 

 it is cast by the person chairing the meeting as proxy for a person who is entitled to vote, in 
accordance with the direction on the proxy form to vote as the proxy decides. 

Specific information required for approval under Listing Rule 7.1 

The information set out below is required to be provided to Unitholders under the Listing Rules in 
respect to obtaining approval for the issue of new Units under Listing Rule 7.1: 

 The maximum number of Units KIL is to issue if the Resolutions are approved is 190,661,216 
Units. 

 The Units will be issued to the Sellers on completion of the acquisition of the KEL Shares 
under the Acquisition, if the Resolutions are approved.  It is currently anticipated that this will 
occur 2 business days after the General Meeting on 17 May 2010, however, this date is 
subject to change.  In any event, if the Resolutions are approved, the new Units will be issued 
no later than 3 months after the date of the General Meeting. 

 The issue price of the Units to the Sellers is 84.6548 cents per Unit. 

 The allotees of the new Units are the Sellers.  A table setting out the name of the Sellers and 
the number of Units to be allotted to each of them is set out in Section 8.1. 

 The Units to be issued if the Resolutions are approved will be fully paid ordinary units in KIL 
and will have the same terms as, and rank equally with, all other Units on issue from the date 
of issue. 

 No funds will be raised from the issue of Units under the Acquisition.  This issue is to be made 
in consideration for the acquisition of the KEL Shares.   

 PIML will disregard any votes on the Resolution by the Sellers and any of their Associates. 

10.5. ASX waivers 

No waiver from the Listing Rules has been granted by ASX to KIL in relation to the Acquisition.  The 
ASX has, however, confirmed that Listing Rule 11.1 does not apply to the Acquisition and that ASX 
will not consider the Units to be issued to the Sellers as restricted securities for the purposes of 
Chapter 9 of the Listing Rules. 

10.6. Independent advice 

Unitholders should consult their legal, financial, taxation or other professional adviser if they have any 
queries regarding: 

 the Acquisition; 

 the taxation implication for them if the Acquisition is implemented; 

 PIML's recommendations and intentions in relation to the Acquisition; or 

 any other aspects of this Booklet. 

10.7. Other material information 

Depending on the nature and timing of the changed circumstances and subject to obtaining any 
relevant approvals, PIML may circulate and publish any supplementary document by: 

 making an announcement to ASX; and/or 
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 placing an advertisement in a prominently published newspaper which is circulated generally 
throughout Australia; and/or 

 posting the supplementary document to Unitholders at their registered address as shown in 
the KIL register of Unitholders; and/or 

 posting a statement on the PIML corporate website, as PIML in its absolute discretion 
considers appropriate. 
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11. Glossary 

The following terms used in this Booklet (including the Notice of Meeting in Appendix 1 to this 
Booklet) have the meanings given to them below, unless the context otherwise requires. 

AAT the Australian Amalgamated Terminals business of owning and 
managing infrastructure used by general stevedores conducted by 
Australian Amalgamated Terminals Pty Limited 

AGS the Automotive and General Stevedoring Division comprising 
POAGS, NSS, AAT and Prixcar 

Acquisition the proposal of KIL to acquire all of the issued shares of KEL in 
consideration for the issue of Units under the Share Purchase 
Agreement 

ASIC Australian Securities & Investment Commission 

Associate has the meaning given in the Corporations Act  

ASX ASX Limited (ACN 008 624 691) or, as the context requires, the 
financial market conduct by it 

Corporations Act  means the Corporations Act, 2001 (Cth) 

Deloitte or  
Independent Expert 

Deloitte Corporate Finance Pty Limited (ACN 003 833 127) 

Explanatory Memorandum this explanatory memorandum dated 15 April 2010 in relation to the 
Acquisition 

General Meeting the meeting of Unitholders to be convened in respect of the 
Acquisition on Monday, 17 May 2010.  The notice convening the 
General Meeting is contained in Appendix 1 of this Booklet 

Independent Expert's Report the report of the Independent Expert expressing an opinion on the 
Acquisition.  The Independent Expert's Report is set out in 
Appendix 2 of this Booklet 

KEL Kaplan Equity Limited (ACN 096 840 318) 

KEL Shares shares in the capital of KEL to be acquired under the Share 
Purchase Agreement 

KFM Kaplan Funds Management Pty Limited (ACN 079 218 643), the 
investment manager of KIL 

KIL KFM Diversified Infrastructure and Logistics Fund (ARSN 122 556 
441) 

Listing Rules the listing rules of ASX 

Logistics Business AGS, POTA and MIPT 

MIPT the Moorebank Industrial Property Trust which owns a strategic  
property for a future inland terminal at Moorebank, Sydney 

NAV the net asset backing of Units determined in accordance with the 
Listing Rules 

Non-Associated Unitholder has the meaning given in the Independent Expert’s Report 

Notice of Meeting the notice for the General Meeting dated 15 April 2010, as set out in 
Appendix 1 of this Booklet 
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NSS the business of general stevedoring conducted in North 
Queensland by Northern Stevedoring Services Pty Limited 

PIML Permanent Investment Management Limited (ACN 003 278 831) as 
the responsible entity of KIL 

POAGS  the P&O Automotive & General Stevedoring business of 
stevedoring of vehicles, bulk and break bulk conducted by P&O 
Automotive & General Stevedoring Pty Limited 

POTA  the P&O Trans Australia landside logistics business conducted by 
POTA Holdings Pty Limited and its controlled entities 

Prixcar the business of supplying services to manufacturers, importers and 
exporters of motor vehicles conducted by Prixcar Services Pty 
Limited 

PwC PricewaterhouseCoopers 

Qube means KIL following the Acquisition being renamed Qube Logistics  

Registry Computershare Investor Services Pty Limited (ACN 078 279 277) 

Resolutions the resolutions set out in the Notice of Meeting 

Sellers means the shareholders of KEL 

Share Purchase Agreement the share purchase agreement under which KIL will acquire the 
KEL Shares, as described in Section 8 

Tax Report the report of PwC regarding taxation issues.  The Tax Report is set 
out in Appendix 3 of this Booklet 

Unitholder a registered holder of Units 

Units ordinary units in the capital of KIL 
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Appendix 1 – Notice of General Meeting 

KFM Diversified Infrastructure and Logistics Fund 
(ARSN 122 556 441) 

Notice of Meeting 

for the General Meeting of Unitholders 

To be held at 11:00 am (Sydney time) on Monday, 17 May 2010 at Yangtze Room, Mezzanine 
Level, Christie Corporate Building, 3 Spring Street, Sydney NSW 2000 

IMPORTANT INFORMATION 

This is an important document that should be read in its entirety. 

This Notice of Meeting is an appendix to an Explanatory Memorandum.  An Independent Expert's 
Report is also an appendix to the Explanatory Memorandum.  The Explanatory Memorandum and its 
appendices have been prepared to assist Unitholders in determining whether or not to vote in favour 
of the Resolutions set out in this Notice of Meeting. 

The Explanatory Memorandum and its appendices should be read in conjunction with this Notice of 
Meeting. 

 
 
 
You are encouraged to attend the meeting, but if you cannot, you are requested to complete and 
return the enclosed proxy form without delay: 

by post to: 

Computershare Investor Services Pty Limited 
GPO Box 242 
Melbourne  VIC  3001 
Australia 

or by facsimile to: 

1800 783 447 from within Australia, or +61 3 9473 2555 from outside Australia. 
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The business of the meeting is to consider the following proposed resolutions. 

1. Approval of issue of Units to the Sellers 

To consider and, if thought fit, to pass the following resolution as an ordinary resolution: 

"That, for the purposes of Rule 7.1 of the Listing Rules of the ASX and all other purposes, and 
subject to the approval of Resolution 2, approval is given for the issue by PIML of 
190,661,216 Units to the Sellers, as further described in the Explanatory Memorandum." 

2. Approval of acquisition of substantial assets 

To consider and, if thought fit, to pass the following resolution as an ordinary resolution: 

"That, for the purposes of Rule 10.1 of the Listing Rules of the ASX and all other purposes, 
and subject to the approval of Resolution 1, approval is given for the acquisition by KIL of the 
KEL Shares from the Sellers on the terms described in this Booklet." 

Explanatory Memorandum 

Unitholders are referred to the Explanatory Memorandum accompanying and forming part of this 
Notice of Meeting.  Terms defined in Section 11 of the Unitholder Booklet have the same meaning in 
this Notice of Meeting. 

Entitlement to vote 

The Directors have decided that for the purpose of determining entitlements to attend and vote at the 
General Meeting, units will be taken to be held by the persons who are the registered holders at 7:00 
pm (Sydney time) on Friday, 14 May 2010.  Accordingly, units transfers registered after that time will 
be disregarded in determining entitlements to attend and vote at the meeting. 

Voting restrictions and exclusions in respect of the Resolutions are set out in Section 10.4 of the 
Unitholder Booklet. 

How to vote 

Unitholders entitled to vote at the General Meeting may vote: 

 by attending the meeting and voting in person; or 

 by appointing an attorney to attend the meeting and vote on their behalf or, in the case of 
corporate members or proxies, a corporate representative to attend the meeting and vote on 
its behalf; or 

 by appointing a proxy to attend and vote on their behalf, using the proxy form accompanying 
this Notice.  A proxy may be an individual or a body corporate. 

Voting in person (or by attorney) 

Unitholders or their proxies, attorneys or representatives (including representatives of corporate 
proxies) wishing to vote in person should attend the General Meeting and bring a form of personal 
identification (such as their driver's licence). 

To vote by attorney at this meeting, the original or a certified copy of the power of attorney or other 
authority (if any) under which the instrument is signed must be received by KIL before 11:00 am 
(Sydney time) on Saturday, 15 May 2010 in any of the following ways: 

By post to the Registry:  

Computershare Investor Services Pty Limited 
GPO Box 242 
Melbourne  VIC  3001 
Australia 

By fax to the Registry on: 

1800 783 447 from within Australia, or +61 3 9473 2555 from outside Australia. 
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To vote in person, you or your proxy, attorney, representative or corporate proxy representative must 
attend the General Meeting to be held at Yangtze Room, Mezzanine Level, Christie Corporate 
Building, 3 Spring Street, Sydney NSW 2000 on Monday, 17 May 2010 commencing at 11.00 am 
(Sydney time). 

 A vote cast in accordance with the appointment of a proxy or power of attorney is valid even if 
before the vote was cast the appointor: 

o died; 

o became mentally incapacitated; 

o revoked the proxy or power; or 

o transferred the Units in respect of which the vote was cast, 

unless KIL received written notification of the death, mental incapacity, revocation or transfer 
before the meeting or adjourned meeting. 

Voting by proxy 

 Unitholders wishing to vote by proxy at this meeting must: 

o complete and sign or validly authenticate the proxy form, which is enclosed with this 
Booklet; and 

o deliver the signed and completed proxy form to KIL by 11:00 am (Sydney time) on 
Saturday, 15 May 2010 in accordance with the instructions below. 

 A person appointed as a proxy may be an individual or a body corporate. 

Submitting proxy votes 

 Unitholders wishing to submit proxy votes for the General Meeting must return the enclosed 
proxy form to KIL in any of the following ways: 

By post to the Registry:  

Computershare Investor Services Pty Limited 
GPO Box 242 
Melbourne  VIC  3001 
Australia 

By fax to the Registry on: 

1800 783 447 from within Australia, or +61 3 9473 2555 from outside Australia. 

Note: proxies may not be returned by email nor is internet voting available (other than for custodians 
that are subscribers of Intermediary Online). 

For custodians who are subscribers of Intermediary Online, please go to www.intermediaryonline.com 
to submit your vote. 

Notes for proxies 

1. A Unitholder entitled to attend and vote at the meeting is entitled to appoint not more than two 
proxies to attend and vote at the meeting on that Unitholder's behalf. 

2. A proxy need not be a Unitholder. 

3. A proxy may be an individual or a body corporate.  A proxy that is a body corporate may 
appoint a representative to exercise the powers that the body corporate may exercise as the 
Unitholder's proxy. 

4. If a Unitholder appoints two proxies and the appointment does not specify the proportion or 
number of the Unitholder's votes each proxy may exercise, each proxy may exercise half the 
votes. 
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5. A proxy may vote or abstain as he or she chooses except where the appointment of the proxy 
directs the way the proxy is to vote on a particular resolution.  If an appointment directs the 
way the proxy is to vote on a particular resolution: 

o if the proxy is the chair - the proxy must vote on a poll and must vote in the way 
directed; and 

o if the proxy is not the chair - the proxy need not vote on a poll, but if the proxy does 
so, the proxy must vote in the way directed. 

6. If a proxy appointment is signed or validly authenticated by the Unitholder but does not name 
the proxy or proxies in whose favour it is given, the Chairman may either act as proxy or 
complete the proxy appointment by inserting the name or names of one of more Directors or 
the Company Secretary. 

If: 

o a Unitholder nominates the Chairman of the meeting as the Unitholder's proxy; or 

o the Chairman is to act as proxy if a proxy appointment is signed by a Unitholder but 
does not name the proxies in whose favour it is given or otherwise under a default 
appointment according to the terms of the proxy form, 

then the person acting as Chairman in respect of an item of business at the meeting must act 
as proxy under the appointment in respect of that item of business. 

7. Proxy appointments in favour of the Chairman of the meeting, the Company Secretary or any 
Director which do not contain a direction will be voted in support of the Acquisition resolutions 
(in the absence of a superior proposal prior to the date of the meeting). 

Corporate representatives 

1. To vote in person at the General Meeting, a Unitholder or proxy which is a body corporate 
may appoint an individual to act as its representative. 

2. To vote by corporate representative at the meeting, a corporate Unitholder or proxy should 
obtain an Appointment of Corporate Representative Form from the Registry, complete and 
sign the form in accordance with the instructions on it.  The appointment should be lodged at 
the registration desk on the day of the meeting. 

3. The appointment of a representative may set out restrictions on the representative's powers. 

4. The original form of appointment of a representative, a certified copy of the appointment, or a 
certificate of the body corporate evidencing the appointment of a representative is prima facie 
evidence of a representative having been appointed. 

5. The Chairman of the meeting may permit a person claiming to be a representative to exercise 
the body's powers even if he or she has not produced a certificate or other satisfactory 
evidence of his or her appointment. 

By order of the Board 

 
 
 
Adrian Lucchese 
Company Secretary 
Permanent Investment Management Limited 
Responsible Entity 
15 April 2010 
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Deloitte Corporate Finance Pty Limited, ABN 19 003 883 127, AFSL 241457 of Level 1 Grosvenor Place, 225 George Street, Sydney NSW 
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Deloitte Corporate Finance Pty Limited 
A.B.N. 19 003 833 127 

AFSL 241457 
Grosvenor Place 

225 George Street 
Sydney  NSW  2000 

PO Box N250 Grosvenor Place 
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What is a Financial Services Guide? 

This Financial Services Guide (FSG) provides 

important information to assist you in deciding 

whether to use our services. This FSG includes 

details of how we are remunerated and deal with 

complaints.   

Where you have engaged us, we act on your behalf 

when providing financial services. Where you have not 

engaged us, we act on behalf of our client when 

providing these financial services, and are required to 

give you an FSG because you have received a report or 

other financial services from us. 

What financial services are we licensed to 

provide? 

We are authorised to provide general financial product 

advice or to arrange for another person to deal in 

financial products in relation to securities, interests in 

managed investment schemes and government 

debentures, stocks or bonds. 

Our general financial product advice 

Where we have issued a report, our report contains 
only general advice. This advice does not take into 

account your personal objectives, financial situation or 

needs. You should consider whether our advice is 

appropriate for you, having regard to your own 

personal objectives, financial situation or needs. If our 

advice is provided to you in connection with the 

acquisition of a financial product you should read the 

relevant offer document carefully before making any 

decision about whether to acquire that product. 

How are we and all employees remunerated? 

Our fees are usually determined on a fixed fee or time 

cost basis and may include reimbursement of any 

expenses incurred in providing the services. Our fees 

are agreed with, and paid by, those who engage us. 

Other than our fees, we, our directors and officers, any 

related bodies corporate, affiliates or associates and 

their directors and officers, do not receive any 

commissions or other benefits. All employees receive 

a salary and while eligible for annual salary increases 

and bonuses based on overall performance they do not 
receive any commissions or other benefits as a result 

of the services provided to you. The remuneration paid 

to our directors reflects their individual contribution to 

the organisation and covers all aspects of performance. 

We do not pay commissions or provide other benefits 

to anyone who refers prospective clients to us. 

 

 

 

Associations and relationships 

We are ultimately owned by the Deloitte member firm 

in Australia (Deloitte Australia). Deloitte refers to one 

or more of Deloitte Touche Tohmatsu, a Swiss Verein, 

and its network of member firms, each of which is a 

legally separate and independent entity. Please see 

www.deloitte.com/au/about for a detailed description 

of the legal structure of Deloitte Touche Tohmatsu and 

its member firms. We and Deloitte Australia (and 

other entities related to Deloitte Australia): 

 do not have any formal associations or 

relationships with any entities that are issuers 

of financial products; and 

  may provide professional services to issuers 

of financial products in the ordinary course of 

business. 

What should you do if you have a complaint? 

If you have any concerns regarding our report or 

service, please contact us. Our complaint handling 
process is designed to respond to your concerns 

promptly and equitably. All complaints must be in 

writing to the address below. If you are not satisfied 

with how we respond to your complaint, you may 

contact the Financial Ombudsman Service (FOS). FOS 

provides free advice and assistance to consumers to 

help them resolve complaints relating to the financial 

services industry. FOS‟ contact details are also set out 

below. 

 

The Complaints Officer 

PO Box N250 

Grosvenor Place 

Sydney NSW 1220 

complaints@deloitte.com.au 

Fax: +61 2 9255 8434 

 

Financial Ombudsman 

Service 

GPO Box 3 

Melbourne VIC 3001 

info@fos.org.au 

www.fos.org.au 

Tel: 1300 780 808 

Fax: +61 3 9613 6399 

 

What compensation arrangements do we 

have? 

Deloitte Australia holds professional indemnity 

insurance that covers the financial services provided 

by us. This insurance satisfies the compensation 

requirements of the Corporations Act 2001 (Cth). 

. 
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Deloitte Corporate Finance Pty Limited 

A.B.N. 19 003 833 127 
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225 George Street 

Sydney  NSW  2000 

PO Box N250 Grosvenor Place 

Sydney NSW 1220 Australia 

 

DX 10307SSE 

Tel:  +61 (0) 2 9322 7000 

Fax:  +61 (0) 2 9322 7001 
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Dear Directors 

Independent expert’s report 

Introduction 

On 5 February 2010, Kaplan Funds Management Pty Limited (KFM), the manager of the KFM 

Diversified Infrastructure and Logistics Fund (KIL) announced that KIL had entered into a binding 

agreement to acquire 100% of the outstanding shares in Kaplan Equity Limited (KEL) (the Proposed 
Transaction).  

KIL will issue 190,661,216 units as consideration to existing KEL shareholders, representing 
approximately 44.1% of the enlarged KIL. The newly issued units will trade on the Australian 

Securities Exchange (ASX) on par with KIL‟s existing units. KIL will also be renamed Qube 

Logistics (Qube). In this report, references to KIL are to the entity before the Proposed Transaction 

whilst references to Qube are to the entity after the Proposed Transaction (and assuming the Proposed 
Transaction is approved by Non-Associated Unitholders). 

The Proposed Transaction will consolidate the largely identical investments in companies that operate 
in the logistics and stevedoring industries (collectively the Assets) currently owned by KIL and KEL. 

On completion of the Proposed Transaction Qube will be considered to be an operating trust rather 

than an investment trust from a tax perspective and it is intended that many of its current investment 
mandate restrictions will be removed.  

KFM has prepared a booklet for unitholders (Unitholder Booklet) containing the detailed terms of the 
Proposed Transaction and an overview of the Proposed Transaction is provided in Section 1 of our 

detailed report.  

Purpose of the report 

ASX Listing Rule 10.1 (Listing Rule 10) requires a listed entity to obtain unitholder approval before it 

acquires a substantial asset from, or disposes of a substantial asset to, an entity that is in a position of 
significant influence, when the consideration to be paid constitutes more that 5% of the equity interest 

of that entity.  Some of the shareholders in KEL are also shareholders in the holding company of 

KFM and KFM is the investment manager of both KIL and KEL.   

We understand that the shareholders in KEL are not strictly parties to whom Listing Rule 10.1 

applies.  Nevertheless, given the relationship between the KEL shareholders and KFM, Permanent 

Investment Management Limited (PIML) as responsible entity of KIL and KFM consider it 
appropriate that the Proposed Transaction be put to KIL unitholders for approval as if it was required 

under Listing Rule 10.   
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PIML has consequently engaged Deloitte Corporate Finance Pty Limited (Deloitte) to prepare an 

independent expert‟s report (IER) advising whether the Proposed Transaction is fair and reasonable to 

KIL unitholders who are not associated with the shareholders of KEL (Non-Associated Unitholders), 
as if it was required pursuant to Listing Rule 10. 

In evaluating whether the Proposed Transaction is fair and reasonable to the Non-Associated 
Unitholders we have considered the ASX Listing Rules, ASIC Regulatory Guides and common 

market practice. 

This report is to be included in the Unitholder Booklet and has been prepared for the exclusive 

purpose of assisting Non-Associated Unitholders in their consideration of the Proposed Transaction.  

We are not responsible to you, or anyone else, whether for our negligence or otherwise, if the report is 
used by any other person for any other purpose. 

Basis of evaluation 

In our opinion the most appropriate basis on which to evaluate whether the Proposed Transaction is 
fair and reasonable, is to consider the overall effect of the Proposed Transaction on the Non-

Associated Unitholders and to form a view as to whether the expected benefits to the Non-Associated 

Unitholders outweigh any disadvantages that may result from the Proposed Transaction. In 
undertaking this analysis we have considered the fair market value per unit in KIL before and after the 

completion of the Proposed Transaction and consequently whether the Proposed Transaction is value 

accretive so far as Non-Associated Unitholders are concerned. 

In this context, value is an important element, but not the only element of this assessment. Therefore, 

we have also considered various other factors relevant to the Proposed Transaction so far as Non-
Associated Unitholders are concerned. 

In forming our opinion as to whether the Proposed Transaction is fair and reasonable we have treated 
the concepts of fairness and reasonableness as a single opinion, that is, the Proposed Transaction is, or 

is not, fair and reasonable.  

Summary and conclusion 

In our opinion the Proposed Transaction is fair and reasonable to Non-Associated Unitholders.  In 

forming our opinion we have considered the advantages and disadvantages of the Proposed 

Transaction to the Non-Associated Unitholders: 

Advantages of the Proposed Transaction 

Increased scale and financial capacity 

Following completion of the Proposed Transaction Qube will have a significantly larger capital base 

which should enhance its ability to pursue future growth opportunities compared to KIL‟s ability to 

pursue such opportunities on a stand-alone basis. This enlarged capital base should facilitate the 
raising of any new capital required to fund larger scale acquisitions and pursue organic growth.  

Market re-rating  

The combination of KIL and KEL may result in a positive re-rating of the unit trading price by the 

stock market as a consequence of a reduction in the perceived complexity of the ownership structure 
through which the interests in the Assets are held. The trust itself will change from a passive 

investment entity to an operating entity which should facilitate more information being provided to 

the market in respect of the operations of some of the Assets, in turn resulting in a better 

understanding of the operations of each of the Assets and more efficient value assessments being 
made by the market.  Through the combination of the ownership interest KIL and KEL have in the 

Assets, Qube will also be able to exercise greater influence over the strategy and management of the 

key investments in the portfolio.   
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Providing an estimate of the re-rating that may be experienced by Qube‟s units after the 

implementation of the Proposed Transaction is inherently uncertain and is likely to change over time 

as a consequence of future developments with Qube and the general market sentiment. 

Improved liquidity  

Qube‟s units may be included in the Standard and Poor‟s ASX 200 (ASX 200) index once it 
commences trading. Whilst there are typically a number of conditions to be met prior to inclusion in 

the ASX 200, based purely on size, Qube should have a market capitalisation of sufficient size for 

inclusion. 

Benefits of index inclusion could include improved share trading liquidity driven by demand for the 

security from investors such as index tracking funds seeking to acquire a holding as part of an 
investment strategy. Likewise, fund managers whose mandates prohibit investment in securities not 

included in the ASX 200 would be permitted to acquire units in Qube.  Inclusion in the index is also 

likely to result in greater coverage by analysts which in turn may facilitate increased liquidity. 

Risks associated with Proposed Transaction are mitigated  

As KFM manages the Assets on behalf of both KIL and KEL, KIL is familiar with the investment 

portfolio of KEL which reduces the risk of this acquisition as compared to buying unrelated assets 

from third parties. 

Disadvantages of the Proposed Transaction 

Dilution of fair market value per unit 

Should the Proposed Transaction proceed, the fair market value per unit in KIL will be diluted by 4% 

or $0.04 per unit at the mid-point of our valuation ranges. The table below presents the fair market 

value per unit (after allowing for corporate overheads) prior to and following the Proposed 

Transaction. 
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Table 1: Fair market value per unit summary  

 
Value per unit 

Low 
Value per unit 

mid-point 
Value per unit 

High 
    

KIL (prior to the Proposed Transaction)     

Net asset value ($ million) 225.9 237.2 248.4 

Units outstanding (million) 241.8 241.8 241.8 

NAV per unit ($) 0.93 0.98 1.03 

Corporate overheads ($ million) (22.8) (22.8) (22.8) 

Fair market value ($ million) 203.2 214.4 225.7 
    

Estimated fair market value of a unit in KIL prior to the 

Proposed Transaction ($) 
0.84  0.89 0.93  

    

Qube (following the Proposed Transaction)    

Net asset value ($ million) 385.9 408.4 430.9 

Units outstanding (million) 432.4 432.4 432.4 

NAV per unit ($) 0.89 0.94 1.00 

Corporate overheads ($ million) (40.0) (40.0) (40.0) 

Fair market value ($ million) 345.9 368.4 390.9 
    

Estimated fair market value of a unit in Qube following the 

Proposed Transaction ($) 
0.80  0.85 0.90  

    

Dilution per unit ($) 0.04 0.04 0.03 

Dilution % 5% 4% 3% 
    

Source: Deloitte analysis 

In estimating the fair market value of KIL and Qube we performed a sum of the parts valuation which 
aggregates the fair market value of their respective interests in each of the Assets and deducts the 

value of their respective liabilities including the valuation impact of corporate overheads. We have 

estimated the fair market value of KIL and KEL‟s interests in the Assets using discounted cash flow 

analyses and have applied, where appropriate, discounts to recognise the minority interest nature of 
the holdings and any restrictions on the marketability of those interests. We have utilised independent 

property valuers to support the value of certain property interests. 

KIL will contribute 58% of the underlying net asset value of Qube and existing unitholders in KIL 

will hold 56% of the units in Qube on issue after the Proposed Transaction has been completed. This 

contribution has been calculated based on the underlying net asset values of KIL and Qube before 
taking into consideration any future corporate overheads. This contribution ratio is presented in the 

figures below.  
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Figure 1: Underlying value contributed (excluding 

corporate overheads) 

Figure 2: Unitholding interest post Proposed Transaction 

 

 

 

 

 

Source: Deloitte analysis Source: Deloitte analysis 

 

Whilst Non-Associated Unitholders will experience a small dilution in attributable net asset value 

(NAV) per unit, this is likely to be substantially less than would be the case if KIL sought to fund the 

acquisition of KEL (or its interest in the Assets) through a placement or a rights issue.  For example, 

the one for six rights issue undertaken by KIL in November 2009 was at a discount of approximately 
27% to the five-day volume weighted average price (VWAP) of its units prior to the announcement of 

the rights issue.  In order to raise sufficient equity capital (an amount much larger than that raised in 

November 2009) to fund the acquisition of KEL whilst maintaining existing cash reserves it is likely a 
larger discount would be necessary.   

It could also be argued that KIL and KEL‟s combined interests in the Assets would be more attractive 
to potential purchasers than those interests on a standalone basis and hence the marketability 

discounts attached to these interests, in particular to those in P&O Holdings Pty Limited (POTA) and 

P&O Automotive and General Stevedoring Pty Limited (POAGS), should be reduced.  All things 
being equal, this would result in a reduction in the level of dilution experienced by Non-Associated 

Unitholders.  Should the marketability discount applied to the interests in POTA and POAGS be 

reduced from 10% to 5%, the dilution suffered by Non-Associated Unitholders would be reduced to 

close to nil.  

In summary the quantum of the dilution being suffered by Non-Associated Unitholders is relatively 

small and could be mitigated by a number of factors including the extent any consequential re-rating 
as a result of the Proposed Transaction being executed which would result in a reduction in the 

discount to NAV (reflected in historical stock market traded unit prices).   

Other matters 

Taxation implications 

Upon completion of the Proposed Transaction, Qube will be regarded as a public trading trust for 
taxation purposes resulting in it being taxed in a manner similar to a public company. Qube will be 

able to pay franked dividends to the extent that franking credits are available for distribution and the 

value of the gross dividend will be treated as assessable income in the hands of unitholders. The 
Australian taxation implications of the Proposed Transaction are outlined further in the Unitholder 

Booklet. 

KIL 58%

KEL 42%

KIL 56%

KEL 44%
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Share price trading 

We note that KIL‟s unit price has improved since the Announcement Date and is trading at a slight 

discount to NAV.  A number of factors may be contributing to this including an assessment by the 
market as to the likelihood of the Proposed Transaction proceeding.  To the extent that the market is 

of the view that the Proposed Transaction is likely to proceed, the recent trading will incorporate the 

market‟s views of the impact that the Proposed Transaction may have. In the event that the Proposed 
Transaction does not proceed it is likely that the unit price and observed discount to NAV will return 

to levels observed in the period leading up to the Announcement Date.   

Fees paid to KFM and PIML 

The quantum of fees paid by Qube to KFM will increase substantially. This increase is in line with the 

increase in net assets of Qube and with agreements entered into at the time of listing of KIL. We note 
that KFM will no longer receive fees from KEL. The quantum of fees paid by Qube to PIML will also 

increase. This increase is consistent with the terms of the constitution of KIL. 

Opinion 

Whilst Non-Associated Unitholders will suffer a slight dilution in the underlying fair market value of 
their units, this is offset by the advantages of the Proposed Transaction, in particular the enhanced 

ability of Non-Associated Unitholders to participate in growth opportunities afforded by the increased 

scale and improved financial capacity of Qube together with the possible market re-rating and 

improved share trading liquidity.  

In our opinion the advantages of the Proposed Transaction outweigh the disadvantages and therefore 
the Proposed Transaction is fair and reasonable to the Non-Associated Unitholders. An individual 

unitholder‟s decision in relation to the Proposed Transaction may be influenced by his or her 

particular circumstances.  If in doubt unitholders should consult an independent adviser who will have 

regard to the individual unitholder‟s particular circumstances.   

This opinion should be read in conjunction with our detailed report which sets out our scope and 

findings.  

 

Yours faithfully 

DELOITTE CORPORATE FINANCE PTY LIMITED 

   

Rachel Foley-Lewis Mark Pittorino 

Director Director 

  

 

 

Note: All amounts stated in this report are Australian dollars ($) unless otherwise stated, and may be 

subject to rounding. 
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1 Terms of the Proposed Transaction 

1.1 Summary 

On 5 February 2010 KFM announced that KIL had entered into a binding agreement to acquire 100% 

of the outstanding shares in KEL. KEL is a private equity fund that is also managed by KFM and 
primarily invests in the logistics and related infrastructure sector in Australia and overseas. 

KIL will issue 190,661,216 units as consideration to existing KEL shareholders, representing 
approximately 44.1% of the enlarged KIL.  The newly issued units will trade on the ASX on par with 

KIL‟s existing units. KIL will also be renamed Qube. 

The Proposed Transaction will consolidate the largely identical investments in the Assets currently 

owned by KIL and KEL. On completion of the Proposed Transaction Qube will be considered to be 

an operating trust rather than an investment trust from a tax perspective and it is intended that many 
of its current investment mandate restrictions will be removed. 

Table 2: Summary of the Assets 

Investment 

KIL  

interest
1
 

KEL  

interest
1
 

   

Australian Amalgamated Terminals Pty Limited (AAT) 6.6% 6.6% 

P&O Automotive and General Stevedoring Pty Limited (POAGS) 27.1% 27.1% 

Northern Stevedoring Services Pty Limited (NSS) 19.2% 19.2% 

Prixcar Services Pty Limited (Prixcar) 9.7% 9.7% 

P&O Holdings Pty Limited (POTA) 23.6% 23.6% 

Moorebank Industrial Property Trust (Moorebank) 15.0% 15.0% 

   

Source: KFM 

Notes  

1. Refers to beneficial economic interest 

The Assets are described in greater detail in Section 5. 

In addition to their investments in the Assets, KIL and KEL hold differing interests in the following 

assets: 

 shares in various listed logistics and infrastructure companies in both Australia and Singapore 

 cash and cash equivalents. 

These other investments are described further in Section 3.3.2. 
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1.2 Key conditions of the Proposed Transaction 

Completion of the Proposed Transaction is subject to a number of conditions (some of which may in 

some circumstances be waived by either or both parties). These conditions include: 

 KIL Unitholders approving the resolutions necessary to give effect to the Proposed Transaction 

 the consent (where applicable) of third parties to any contracts with entities relevant to the 

Proposed Transaction  

 there being no material adverse change in the net asset position of KEL or KIL from their net 

asset positions as at 31 January 2010 (excluding common assets) 

 KEL completes the sale of its non-logistics assets on agreed terms 

 KEL Unitholders being satisfied that the Units to be issued to them in consideration for the 

acquisition of their KEL units will receive official quotation with effect from completion of the 

Proposed Transaction and will not be classified by ASX as restricted securities. 

Further details of the conditions precedent to the Proposed Transaction are included in the Unitholder 

Booklet. 

1.3 Future direction of Qube 

On completion of the Proposed Transaction, the newly formed entity will be renamed Qube Logistics 

and will have a majority interest in POTA and POAGS.  As a consequence Qube will be considered 
an operating trust rather than an investment trust. It is likely that this will result in changes in Qube‟s 

reporting obligations and taxation status going forward.  

In addition, investment mandate restrictions including those relating to gearing levels and the size of 

individual investments will be removed to reflect Qube‟s objective of becoming a large integrated 

logistics entity. 

It is intended that the management of Qube will be internalised within a period of 12 to 24 months 

following the completion of the Proposed Transaction and as part of this, the benefits of restructuring 
KIL from a trust to a company will be considered.  

Further information on key changes in Qube following the Proposed Transaction is presented in the 
Unitholder Booklet. 
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2 Scope of the report 

2.1 Purpose of the report 

Listing Rule 10 requires a listed entity to obtain unitholder approval before it acquires a substantial 

asset from, or disposes of a substantial asset to, an entity that is in a position of significant influence, 
when the consideration to be paid constitutes more that 5% of the equity interest of that entity.  Some 

of the shareholders in KEL are also shareholders in the holding company of KFM and KFM is the 

investment manager of both KIL and KEL.   

We understand that the shareholders in KEL are not strictly parties to whom Listing Rule 10.1 

applies.  Nevertheless, given the relationship between the KEL shareholders and KFM, PIML as 
responsible entity of KIL and KFM consider it appropriate that the Proposed Transaction be put to 

KIL unitholders for approval as if it was required under Listing Rule 10.   

PIML has consequently engaged Deloitte to prepare an IER advising whether the Proposed 

Transaction is fair and reasonable to Non-Associated Unitholders, as if it was required pursuant to 

Listing Rule 10. 

In evaluating whether the Proposed Transaction is fair and reasonable to the Non-Associated 

Unitholders we have considered the ASX Listing Rules, ASIC Regulatory Guides and common 
market practice. 

This report is to be included in the Unitholder Booklet and has been prepared for the exclusive 
purpose of assisting Non-Associated Unitholders in their consideration of the Proposed Transaction.  

We are not responsible to you, or anyone else, whether for our negligence or otherwise, if the report is 

used by any other person for any other purpose. 

2.2 Basis of evaluation 

2.2.1 Guidance 

Neither the ASX Listing Rules, nor the Corporations Act 2001 (Cwlth) provide a definition of fair and 
reasonable for the purposes of ASX Listing Rule 10.  In evaluating whether the Proposed Transaction 

is fair and reasonable to the Non-Associated Unitholders we have considered the Listing Rules, ASIC 

Regulatory Guides (in particular Regulatory Guide 111 (RG 111) in relation to the content of 
independent expert‟s reports) and common market practice. 

Listing Rule 10 can encompass a wide range of transactions.  Accordingly, fair and reasonable must 
be capable of broad interpretation to meet the particular circumstances of each transaction.  This 

involves judgement on the part of the expert as to the appropriate basis of evaluation to adopt given 

the particular circumstances of the transaction. 

RG 111 provides guidance in relation to the content of independent expert‟s reports prepared for 

various transactions.  It does not provide specific guidance on the form and content of reports 
prepared in respect of related party transactions.  RG111 provides general guidance that an expert, in 

deciding the appropriate form of analysis for the report, should ensure that reasonably anticipated 

concerns of the people affected by the Proposed Transaction are adequately dealt with. 

We have also had regard to the requirement of Listing Rule 10, which is to state whether the 

transaction is fair and reasonable to unitholders of the entity‟s ordinary securities whose votes are not 

to be disregarded.  
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2.2.2 Fair and reasonable 

In our opinion the most appropriate basis on which to evaluate whether the Proposed Transaction is 

fair and reasonable, is to consider the overall effect of the Proposed Transaction on the Non-
Associated Unitholders and to form a view as to whether the expected benefits to the Non-Associated 

Unitholders outweigh any disadvantages that may result from the Proposed Transaction. In 

undertaking this analysis we have considered the fair market value per unit in KIL before and after the 
completion of the Proposed Transaction and consequently whether the Proposed Transaction is value 

accretive so far as Non-Associated Unitholders are concerned. 

In this context, value is an important element, but not the only element of this assessment. Therefore, 

we have also considered various other factors relevant to the Proposed Transaction so far as Non-

Associated Unitholders are concerned. 

In forming our opinion as to whether the Proposed Transaction is fair and reasonable we have treated 

the concepts of fairness and reasonableness as a single opinion, that is, the Proposed Transaction is, or 
is not, fair and reasonable. 

Fair market value is defined as the amount at which assets or shares would be expected to change 
hands between a knowledgeable willing buyer and a knowledgeable willing seller, neither of whom is 

under any compulsion to buy or sell. 

Special purchasers may be willing to pay higher prices to reduce or eliminate competition, to ensure a 

source of material supply or sales, or to achieve cost savings or other synergies arising on business 

combinations which could only be enjoyed by the special purchaser.  Our valuation analysis has not 
been premised on the existence of a special purchaser. 

2.2.3 Individual circumstances 

We have evaluated the Proposed Transaction for the Non-Associated Unitholders as a whole and have 

not considered the effect of the Proposed Transaction on the particular circumstances of individual 

Non-Associated Unitholders.  Due to their particular circumstances, individual unitholders may place 
a different emphasis on various aspects of the Proposed Transaction from the one adopted in this 

report.  Accordingly, individual unitholders may reach different conclusions to ours on whether the 

Proposed Transaction is fair and reasonable.  If in doubt, unitholders should consult an independent 
adviser. 

2.3 Limitations and reliance on information 

The opinion of Deloitte 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.  This 

report should be read in conjunction with the declarations outlined in Appendix 10. 

This engagement has been conducted in accordance with professional standard APES 225 Valuation 

Services issued by the Accounting Professional and Ethical Standards Board Limited (APESB).   

Our procedures and enquiries do not include verification work nor constitute an audit or a review 

engagement in accordance with standards issued by the Auditing and Assurance Standards Board. 
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3 Profile of KIL and KEL 

3.1 Background 

In late 2006, KFM identified a number of opportunities to invest in a range of logistics businesses 

including several that were, at the time, owned and operated by DP World Limited (DP World).  

KFM formed a group of investors (the Consortium) who provided funds in the form of equity and 

shareholder loans to invest in the identified logistics businesses.  The Consortium included: 

 KIL – the ASX listed investment vehicle managed by KFM 

 KEL – the unlisted private equity investment vehicle managed by KFM 

 Wilh Wilhelmsen ASA (Wilhelmsen) –  a global maritime industry group listed on the Oslo Stock 

Exchange 

 Kawasaki (Australia) Pty Limited (Kawasaki) – the Australian subsidiary of Kawasaki Kisen 

Kaisha, Limited the Japan based provider of marine, land and air transportation 

 various members of the proposed management teams associated with the Assets with experience 

in the Australian and international ports and logistics industries that were identified by KFM to fill 

senior management and operational positions.  

In April 2007, varying members of the Consortium (but in all cases KIL and KEL) acquired the 

following investments for a total investment of $197 million: 

 a 24.5% indirect interest in AAT  

 a 75% interest in POAGS.  This interest was increased to 100% in October 2009 following the 

exercise of a put option granted to DP World by the Consortium‟s investment holding company 

 a 50% interest in NSS  

 a 50% interest in POTA.  This interest has subsequently been diluted to 47.2% following the 

exercise of options issued to POTA management. 

Following these investments KIL and KEL each acquired a 15% interest in Moorebank in December 

2007 for consideration of $21.5 million (net of debt of $27.1 million) each.  In November 2009 KIL 
and KEL also acquired a 19.4% indirect interest in Prixcar for a combined investment of 

approximately $12.0 million. On 26 March 2010 KIL announced that K-AA Terminals Pty Limited 

(K-AAT), the intermediary company that KIL holds a 27.1% interest in, would be increasing its 
indirect interest in AAT from 24.5% to 50% through the exercise of a certain right. 

The ownership interest of each member of the Consortium in the Assets is presented in Section 5 of 
this report.  

KIL and KEL manage these investments based on the following segments: 

 automotive and general stevedoring businesses (the AGS Businesses); this includes the AAT, 

POAGS, NSS and Prixcar businesses 

 landside logistics; this includes the POTA business 

 other logistics; this includes the Moorebank property (the Property).  

In addition to the investments in the Assets, KIL and KEL hold other investments as described in the 

Sections below. 
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3.2 KIL 

KIL was established as a listed investment trust by way of a public offering in November 2006 and 

subsequently commenced trading on the ASX on 2 January 2007 with a market capitalisation of 

approximately $200 million. KIL was established with a mandate to invest in both listed and unlisted 

investments in the infrastructure and logistics sectors and over time, the scope and scale of the 
mandate has been amended to take advantage of investment opportunities within these sectors and to 

focus on logistics opportunities. 

In May 2008, KFM announced that it was considering restructuring KIL to take advantage of future 

opportunities which was subsequently postponed in light of prevailing volatility in equity and debt 

markets.  The Proposed Transaction in part involves some of these previously announced initiatives.  

In July 2008, KFM announced that in light of KIL‟s depressed unit price it would commence an on 

market buyback of up to 10% of KIL‟s outstanding units.  The total number of units bought back 
under this scheme totalled 2.4 million as at March 2010.  

On 17 November 2009, KFM announced that KIL was to undertake a one for six pro-rata non-
renounceable rights issue at an offer price of $0.70 per unit to raise approximately $24 million. This 

represented a discount of 27% to the five day VWAP immediately prior to the announcement.   

Proceeds from the rights issue were earmarked for KIL to take advantage of future growth 
opportunities within its existing businesses and in the wider logistics industry in general. 

Key entities involved in the operation of KIL are summarised below. 

PIML 

PIML is the responsible entity of KIL and holds KIL‟s assets on trust for the unitholders. PIML is 

responsible for the overall operation of KIL and the associated administrative functions. As 

responsible entity of KIL, PIML is ultimately responsible to KIL‟s unitholders and acts in a similar 
capacity to that of a board of directors that other listed companies maintain.  In return for responsible 

entity services provided, PIML is entitled to a responsible entity fee based on KIL‟s gross asset value. 

PIML has retained KFM as the investment manager of KIL. 

KFM 

KFM is the investment manager of KIL and has been appointed for an initial term of 10 years 
commencing on the date of listing on the ASX (with an automatic extension for an additional 10 

years). KFM may terminate its investment management agreement with 90 days notice to KIL‟s 

responsible entity.  In return for investment management services, KFM is entitled to a management 
fee calculated as a percentage of KIL‟s gross asset value. Depending on unitholder return, KFM may 

also be entitled to a performance fee calculated with reference to KIL‟s performance in excess of a 

predefined benchmark. 

KFM is responsible for identifying, assessing and developing investment opportunities and 

divestment recommendations for submission to the responsible entity of KIL. Once an investment has 
been made, KFM is responsible for managing the investment which includes providing strategic and 

commercial advice and assistance to the underlying businesses. KFM has appointed an Investment 

Advisory Committee (IAC) which provides KFM with advice and feedback in relation to KIL‟s 

existing and prospective investments. The role of the IAC is described further below.  
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Investment Advisory Committee (IAC) 

KFM has established an IAC to advise on KIL‟s investment portfolio. Members of the IAC are 

appointed by KFM and meet on a regular basis to provide input and advice on KIL‟s portfolio and 
new investments being considered. The IAC also provides KFM with insights into relevant market, 

industry and economic issues. The IAC comprises individuals who have past experience in the 

logistics sector at both an operational and managerial level. The current members of the IAC are: 

 Christopher Corrigan (Chairman) 

 Maurice James (Deputy Chairman) 

 Allan Davies 

 Sam Kaplan 

 Chris Knott 

 David Knight. 

3.2.2 Unitholders 

A summary of KIL‟s unitholders with an interest greater than 5% is summarised in the table below. 

Table 3: KIL unitholders with interest greater than 5% as at 10 March 2010  

Unitholder Number of units held 
% of issued 

capital 

   

Perpetual Limited 27,688,876 11.5% 

Kaplan Funds Management Pty Limited 18,473,869 7.6% 

   

Remaining 195,610,630 80.9% 

   

Total 241,773,375 100% 

   

Source: ASX, KFM 
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3.2.3 KIL unit price performance 

A summary of KIL‟s trading price, key events influencing movements in unit trading price and/or 

volume sold and the published NAV per unit since listing is presented in the figure below. 

Figure 3: KIL unit price and published NAV  

 

Source: Bloomberg, KIL announcements, Deloitte analysis 

Note: 

1. KIL unit price per Bloomberg has been adjusted retrospectively for the November 2009 rights issue 

2. KIL‟s published NAV per share has not been adjusted retrospectively for the November 2009 rights issue 

A summary of KIL‟s unit price performance over the period immediately prior to and post the 

5 February 2010 announcement of the Proposed Transaction (Announcement Date) is summarised in 

the table below. 

Table 4: KIL unit price observations
1
 

 

Low 
($) 

High 
($) 

VWAP 
($) 

    

Twelve months prior to the Announcement Date 0.46 1.00 0.73 

Three months prior to the Announcement Date 0.80 1.00 0.88 

One month prior to the Announcement Date 0.80 0.90 0.84 

One week prior to the Announcement Date 0.80 0.83 0.81 

One trading day prior to the Announcement Date 0.80 0.83 0.80 
    

Announcement Date to 15 March 2010 0.75 0.96 0.91 
    

Source: Bloomberg, Deloitte analysis 

Note: 

1. KIL unit price per Bloomberg has been adjusted retrospectively for the November 2009 rights issue 
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Over the six months to 5 February 2010, 29.3 million KIL units were traded which represents 

approximately 12% of total weighted units outstanding as quoted by Bloomberg.  This is compared to 

the turnover of companies in the All Ordinaries Index which averaged 35% in the last six months.   

3.2.4 Key financial information 

A summary of KIL‟s pro forma financial position as at 31 December 2009 is presented in the table 
below. 

Table 5: KIL summarised pro forma financial position 31 December 2009 (parent) 

   
Pro forma 

($ million) 

  

Cash and cash equivalents1 57.9 

Listed securities 10.3 

  
The Assets 

 
AGS Businesses 89.3 

POTA 53.7 

Moorebank2 18.4 

  

NAV 229.7 

  

Source: KFM  

Note: 

1. Cash balance is net of operating debtors and creditors and includes KIL‟s share of cash in non operating logistics businesses 

excluding MoorebankNet of financial debt 

We note the following with regard to the above summary financial position: 

 the summarised financial position includes the investment in Moorebank net of financial debt held 

within the subsidiary investment holding company.  This debt is secured by KIL‟s interest in 

Moorebank  

 KIL‟s unlisted investments are revalued by directors on a semi annual basis 

 KIL does not directly have any external financing other than unitholder funds 

 balances for the Assets are based on the responsible entity‟s valuations used to prepare the 

financial statements for the half-year ended 31 December 2009 which have been reviewed by the 

auditor. 
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A summary of KIL‟s audited financial performance for the years ended 30 June 2008 and 30 June 

2009 and the reviewed financial performance for the six months ended 31 December 2009 has been 

presented in the table below. 

Table 6: KIL summarised consolidated financial performance  

 
30 June 2008 

Audited 

($’000) 

30 June 2009 
Audited 

($’000) 

 
31 Dec 2009 
Reviewed

1
 

($’000) 

    

Dividends and distribution income 10,589 10,966 3,679 

Interest income 3,248 2,475 942 

Net gain / (loss) on financial instruments held at fair 

value through profit and loss  

18,123 (20,070) 10,299 

Other 11 4 - 

Total revenue 31,971 (6,625) 14,920 

 

 

 

 

Management fee 2,396 2,895 1,499 

Finance costs 1,182 1,846 949 

Amortisation 91 223 103 

Other 1,947 906 430 

Total expenses 5,616 5,870 2,981 

    

NPBT 26,355 (12,495) 11,939 

    

Source: KFM,  

Note: 

1. YTD 31 December 2009 represents performance for the six months ended 31 December 2009 

We note the following with regard to the above summary financial performance: 

 KIL‟s financial performance is driven by dividends received from listed and unlisted investments, 

revaluations of these investments and interest received on cash balances 

 KIL incurs overhead expenses in the course of its operation as an ASX listed entity. Expenses 

include management and performance fees paid to KFM, responsible entity fees and audit and 

valuation fees.  

3.3 KEL 

KEL is a private equity company which is administered and managed by KFM.  The company‟s 

principal business activity is investment in logistics and related infrastructure assets.  A number of 

KEL‟s directors are also directors of Kaplan Partners Pty Limited, the parent entity of KFM.  Mr Sam 
Kaplan, the managing director of KFM is also a director of KEL. 
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3.3.1 Shareholders 

A summary of the five largest shareholders in KEL is presented in the table below. 

Table 7: KEL’s five largest shareholders as at 18 February 2010 

Shareholder % of issued capital
1
 

  

Taverners No. 10 Pty Ltd 38.8% 

Patterson Cheney Investments Pty Ltd 17.7% 

Eagle Securities Ltd 12.7% 

DPC Admin Pty Ltd 9.9% 

Laddara Pty Ltd 8.6% 

  

Remaining 12.3% 

  

Total 100.0% 

  

Source: KFM 

Note:  

1. Legal ownership disclosed 

3.3.2 Key financial information 

A summary of KEL‟s pro forma financial position as at 31 December 2009 is presented in the table 
below. 

Table 8: KEL summarised pro forma financial position 31 December 2009 (parent) 

  Pro forma 
($ million) 

  
Cash and cash equivalents1 1.5 

Listed securities 2.3 

  The Assets 
 AGS Businesses 89.3 

POTA 53.7 

Moorebank2 17.9 

  

NAV 164.8 

  

Source: KFM 

Notes: 

1. Cash balance is net of operating debtors and creditors and includes KEL‟s share of cash in non operating logistics businesses excluding 
Moorebank 

2. Net of financial debt 

In relation to KEL‟s pro forma financial position, we note that balances for the Assets are based on 
the responsible entity‟s valuations used to prepare the financial statements for the half-year ended 31 

December 2009 which have been reviewed by the auditor.  
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The above summarised financial position of KEL has been prepared on an adjusted basis for the 

purposes of the Proposed Transaction (KEL Pro Forma Financial Position). KEL‟s statement of 

financial position as at 30 June 2009 provides limited comparability to KEL‟s Pro Forma Financial 
Position, firstly due to the adjustments described below and secondly due to the June 2009 accounts 

including a previously consolidated subsidiary which has subsequently been sold. 

Adjustments have been made to exclude the following: 

 non-logistics investments that are to be disposed of prior to the completion of the Proposed 

Transaction. The disposal of these investments, as noted in Section 1.2, is a condition to the 
Proposed Transaction 

 deferred tax liabilities relating to unrealised capital gains on KEL‟s pro forma logistics 

investments. This balance at June 2009 was approximately $8 million. KFM has advised that this 
liability is likely to be eliminated upon KIL electing to form a tax consolidation group which is 

expected to result in KIL being entitled to a step-up in the cost base of each of the KEL assets. 

Section 3.12 of the Unitholder Booklet and the tax report provided by PricewaterhouseCoopers set 
out in Appendix 3 to the Unitholder Booklet, provide further information on this.   

While KIL and KEL have similar financial drivers, key differences in the summarised adjusted 
financial positions of KIL and KEL include: 

 KIL Property Investments Pty Limited, the entity that holds KIL‟s investment in Moorebank, has 

a cash balance approximately $0.4 million greater than that held by KEL‟s respective holding 
company 

 KEL holds approximately 8 million more shares than KIL in Singapore listed Freightlinks Express 

Holdings (Australia) Limited (FreightLinks), worth approximately $0.3 million more on a mark to 
market basis 

 KIL holds approximately $8.9 million more than KEL in listed securities (excluding the 

investment in Freightlinks) 

 KIL retains approximately $57.2 million in additional cash compared to KEL. 
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4 Key industry drivers  

4.1 Australian port logistics industry 

The Australian port logistics industry, as relevant to the Assets, comprises the following five key sub-

sectors: 

 Port authorities: Services provided by port authorities are generally classified between core and 

non-core.  Core services entail the provision and allocation of core infrastructure such as 

channels, breakwaters, navigation aids and berths, as well as port promotion, safety regulations, 
integration of land based transport and trade facilitation   

 Port facility managers: provide port infrastructure management services to port operators 

 Port operators:  mainly comprise provision of stevedoring services including the labour and 

equipment necessary to load or unload cargo ships. At present, none of the Assets operate in the 

container stevedoring sector 

 Landside port logistics:  provision of services including the transportation and distribution of 

products to and from seaports, directly and also through distribution centres, through a range of 

modes (such as road, rail, sea and air) 

 Motor vehicle pre-delivery and inspection services: provision of automobile storage and 

vehicle processing facilities typically following importation or being prepared for export.   

The Assets operate in all the above sub-sectors except for port authorities, although primarily in the 

port operators and the landside port logistics sub-sectors. 

Other areas of the wider logistics industry such as domestic road, rail and air freight transport are not 

as relevant when considering the Assets and thus have not been analysed in this report. 

The five sub-sectors identified above are underpinned by several common drivers which are discussed 

in further detail below. Factors specific to each sub-sector are set out later in this report. Common 

drivers include: 

 gross domestic product (GDP) – strong economic growth in Australia is expected to result in a 

greater level of consumption of both domestically produced and imported goods in Australia.  The 
Economist Intelligence Unit (EIU) forecasts that Australia‟s GDP will grow at an average 

nominal rate of 5.4% over the period from 2010 to 2014
1
.  This incorporates an average rate of 

inflation of 2.5% over the same period.  Australia‟s economic growth will increase the flow of 

trade and it is expected that this will flow on to the logistics industry in Australia.   

                                                   
1
 EIU February 2010 
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The figure below presents forecast annual GDP nominal growth over the period to 2014. 

Figure 4: Australia’s GDP nominal growth forecast  

 
Source: EIU, Deloitte Analysis 

The primary downside risks to GDP growth may include: 

 any renewed deceleration in global growth in 2011 due to premature removal of government 

stimulus packages and other factors 

 sovereign debt issues triggering further turmoil in international financial markets 

 a decline in world commodity prices  

 any decrease in Australian domestic house prices.  

Australia‟s GDP is forecast to grow at 5.9%
2
 per annum from 2015 to 2030. This is in part attributed 

to growth in the Australian population.  

 import and export volumes – Australian exports are expected to grow at a CAGR of 3.5% and 

imports at a CAGR of 5.5% over the period from 2010 to 2014.  In 2008, Australia‟s main export 

partners were Japan (22.7% of total exports) and China (14.6%), whilst the main import partners 

were China (15.6% of total imports) and the United States (11.8%).  Australia‟s trade with China 
has grown significantly over the past 10 years reflecting the growth in the Chinese economy. 

Share prices of global logistics companies, especially those with exposure to dry bulk goods, 

came under pressure in January and February 2010 when the government of China restricted 

lending and increased bank reserve requirements  

 commodities and resources - demand for exports is forecast to increase in the foreseeable future 

due to continued international demand for commodities and resources.  POAGS is exposed to 

demand for a number of bulk commodities and industrial metals 

 light motor vehicles imports - in January 2010, total vehicle sales (locally produced and 

imported) decreased 3.4%
3
 on a year on year basis impacted by the expiry of federal tax breaks 

for capital expenditure. In the last five years imported vehicles have made up 80% of all new 

motor vehicle sales
4
.  Motor vehicle sales will be affected by a number of factors, including:  

o rising demand for new vehicles as the country recovers from the global financial crisis.  This 

contributes to the forecast increase in sales over the next few years as illustrated in Figure 5    

                                                   
2
 EIU February 2010 

3 Australian Bureau of Statistics 
4
 Australian Automotive Intelligence 
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o uncertainty over the future of Australian manufactured motor vehicles. Some manufacturers 

have recently ceased all local production whilst others are relying on demand for new 

product lines  

o changing social factors including a shift towards inner city living, an increase in car pooling, 

smaller cars, more efficient cars and the use of public transport in response to higher fuel 
and parking costs 

o a forecast increase in large car replacement (e.g. Ford Falcons and Holden Commodores) 
which have been sluggish over the last few years due to high fuel prices, poor residual 

values and the weak economic environment
5
. 

The net result of these factors is that a small increase in sales is expected over the period to 2014 

as illustrated in the figure below. 

Figure 5: Australian sales of light motor vehicles (2008 - 2014)  

 
Source: Australian Automotive Intelligence, Deloitte Analysis 

 heavy equipment imports – demand for heavy mining and agricultural equipment is expected to 

increase due to continued international demand for commodities and resources  

 the Australian dollar - the current high value of the Australian dollar compared to the currencies 

of key trading partners such as the United States, Japan and Europe may hinder export volumes as 

Australian goods have become comparatively more expensive on a global scale. In contrast, this 
may result in an increased level of imports into Australia from countries with relatively weaker 

currencies. 

In the sections below we discuss in further detail specific factors impacting the industries in which the 

Assets operate. 
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4.2 Australian port facility management industry 

AAT is a port terminal operator with key ports in Victoria, New South Wales, Queensland and 

South Australia. 

4.2.1 Structure of industry 

The port facility management industry is generally comprised of port authorities and port facility 

managers.  Companies that operate in this industry do not engage in stevedoring activities themselves, 
but rather provide services and facilities to stevedores.   

Port facility managers such as AAT lease facilities from port authorities which are typically state-
owned enterprises.  Longer term leases are general offered in conjunction with higher capital 

expenditure commitments. Port facilities managers are therefore subject to significant expenses 

relating to rental of port land and facilities.  Such costs are usually fixed on a long-term basis (based 
on an annual price increase and periodic market reviews).  Port facility managers typically charge 

their customers on a per unit basis so their revenue fluctuates with the level of cargo that passes 

through their facilities.  Since revenue is significantly dependent on volumes and most costs are fixed, 

there can be a mis-match in timing of revenue earned and costs incurred.  This business model 
exposes port facility management companies to significant operating leverage.   

4.2.2 Critical success factors 

The key factors that determine the success of port facility managers include the following: 

 securing high quality facilities in strategic locations through long term lease tenures or 

acquisitions 

 optimum capacity utilisation and efficient port management to increase throughput  

 superior financial management and debt management, which enable industry participants to have 

better control of cash flows and pricing activities 

4.2.3 Barriers to entry 

Barriers to entry in the port facilities management industry are high and include the following: 

 availability of scarce port land and berths 

 obtaining access to land near the berth in order to provide port services 

 developing and maintaining relations with the relevant local port regulatory body (Port 

Authorities) to ensure continuity of supply of infrastructure and related services 

 significant land acquisition costs/high port rental expenses 

 significant capital costs involved in establishing port facilities.  

4.2.4 Regulation 

Generally, relevant port authorities are responsible for the management of the port and surrounding 

facilities as well as the provision of certain services such as shipping navigation and safety. Port 
facility managers will typically enter into contracts with port authorities for the provision of leasehold 

land. Terms governing these agreements vary depending on the nature and term of the facility 

manager contract. 
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In December 2009, the Australian Competition and Consumer Commission (ACCC) granted 

conditional authorisation to AAT allowing it to continue operating its terminals in pre-existing ports. 

The ACCC review was brought about due to AAT‟s operations being effectively a monopoly in some 
of the ports in which it operated and ACCC claims that, in relation to the formation of AAT, the 

relevant joint venture (JV) parties had entered into anti-competitive agreements.  The case brought by 

the ACCC was dismissed with no adverse findings for AAT and authorisation was granted to AAT on 

the basis that the company complies with the following conditions:  

 AAT to provide a mechanism for stevedores to seek access to AAT‟s terminals 

 the implementation of a process for independent review of AAT‟s price increases to terminal end-

users  

 AAT to provide end-users with a dispute resolution process for non-price disputes
6
. 

4.2.5 Future expectations 

AAT‟s revenues are predominantly driven by import and export volumes of motor vehicles, heavy 
mobile machinery for the mining and agriculture industries, break-bulk cargo and some bulk cargo, 

the drivers of which have been highlighted in the sections above. 

IBISWorld
7
 expects port operators‟ revenues to grow at 6.6% per annum for the period 2010 to 2014. 

We note that this is inclusive of operators that retain ownership of landside port property and as such 

receive rental revenues in addition to any operational revenue. 

4.3 Australian stevedoring industry 

4.3.1 Structure of industry 

POAGS provides stevedoring services at a number of ports throughout Australia for motor vehicles, 
bulk and break bulk cargo.  NSS provides stevedoring services at ports in Townsville, Gladstone, 

Cairns and Mackay in North Queensland. 

The general stevedoring industry can be segmented according to the type of cargo handled as follows: 

 bulk – cargo such as coal, grain, iron ore, oil and gasoline that is loaded or unloaded in bulk and 

can be dry or liquid in nature 

 break bulk – cargo that is not containerised and includes unitised cargo as well as miscellaneous 

goods in boxes, bales, cases or drums such as steel coil, aluminium and timber. It requires the 
most labour intensive loading and unloading procedures of the three types of cargo 

 roll-on, roll-off vehicles: vehicle cargo including passenger cars and heavy mobile machinery.  

Regional ports in Australia primarily focus on the export of commodities in the form of bulk cargo, 

while metropolitan ports primarily focus on delivering consumer goods via containers.  IBISWorld 

estimates that containerised cargo represents 75% of the Australian stevedoring industry.  

The Bureau of Transport and Regional Economics (BTRE) forecasts that the volume of non-

containerised trade will grow at 3.8% p.a. over the 20 year period to 2024-2025
8
.  Trade between 

Australian ports is also expected to increase, however not as significantly. 

                                                   
6
 ACCC determination, 3 December 2009 

7 IBISWorld is a strategic business information provider offering information on industries, major companies and business environments 
8
 BTRE – Working Paper 65 – Container and Ship Movements through Australian Ports 
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The Australian general (non-containerised) stevedoring industry is dominated by two key national 

operators, with a number of much smaller operators.  The ownership and structure of the major 

operators have changed over recent times.  In their current form the two major operators are Patrick 
Corporation Limited (Patrick), which is a wholly owned subsidiary of Asciano Group (Asciano) and 

POAGS.   

4.3.2 Critical success factors 

The key factors that drive the success of stevedore businesses include the following: 

 the ability to service customers at multiple port locations around Australia 

 effective labour arrangements which provide flexibility during periods of high and low demand 

 import and export volumes  

 optimum capacity utilisation of equipment, which results in increased productivity and 

profitability 

 access to a skilled workforce to operate and manage stevedoring equipment and facilities 

 access to appropriate facilities to ensure vessels are able to dock at appropriate sites as well as 

having the necessary terminal facilities to be able to handle customer requirements.  

4.3.3 Barriers to entry 

Barriers to entry in the stevedoring industry are high and include the following: 

 ability to offer Australia-wide services to customers.  This is a key factor as many shipping lines 

operate in a number of Australian ports and therefore seek consistent service levels 

 the current position of the two major players makes it difficult for entrants to gain sufficient 

market share to realise the necessary economies of scale to achieve adequate returns given the 

significant capital investment required 

 long term nature of both customer and supplier contracts  

 securing the required skilled stevedoring labour. 

4.3.4 Future expectations 

The performance of stevedores in Australia is largely driven by import and export volumes (as 

revenue is typically earned on a per lift or movement basis) and the management of industrial 

relations. Future expectations of import and export volumes are discussed above in Section 4.1. 

IBISWorld expects stevedore revenues are to grow at 5.7% per annum for the period 2010 to 2014. 

4.4 Australian landside port logistics industry 

POTA is one of only two national integrated providers of a range of port focused land logistics 

services, including port containerised transport, empty and full container parks, container freight 

stations, land-bridge rail services, rail terminals and incidental warehousing, local distribution and 

freight forwarding. 

4.4.1 Structure of industry 

The landside port logistics segment represents a portion of the overall logistics industry in Australia, 

however, it is a growing segment.  The segment comprises companies providing transport and cargo 

handling solutions, specifically: 



 

27 

Deloitte: KFM Diversified Infrastructure and Logistics Fund 

 

 transportation of full and empty containers by road and rail 

 customs bonding and Australian Quarantine and Inspection Services (AQIS) support  

 empty container repair and storage facilities 

 container freight station operations 

 warehousing and freight distribution 

 customs clearance and international freight forwarding. 

There are numerous ports around Australia, ranging from single berth locations handling a hundred 
tonnes per annum to multi-purpose facilities handling millions of tonnes per annum.  POTA operates 

mainly in capital cities around Australia.  To remain competitive these ports must ensure transport 

and logistics services are available to move goods in a timely and efficient manner.   

Figure 6: 2010 market share of competitors within the industry 

 

Source: IBISWorld  

Figure 6 above shows that despite the dominance of the two largest players, the landside port logistics 

industry is fragmented.  POTA management estimates there are over 250 recognised port logistics 

operators in Australia which are typically operating in only one segment of the market.  It is due to 

this fragmentation that the segment is also highly competitive.  Currently, POTA and Asciano are the 
only two operators that provide a broad range of services across the logistics supply chain on a 

national basis.       

Industry size and capacity will increase over the next few years due to new port terminals being 

developed in Brisbane, Sydney and Melbourne. It is expected that a third container stevedore will 

commence operations at these ports on completion of the construction phase. 

The industry has a diverse customer base including many of Australia‟s largest manufacturers, 

agricultural exporters, retailers, wholesalers, consumer and industrial importers and all major shipping 
lines.  In the future, industry observers expect landside port logistics operators to play an increasingly 

important role in managing the supply chain of companies.    

4.4.2 Critical success factors 

The success of the landside port logistics sector is highly dependent on import and export volumes.  

Specifically, the industry‟s business volumes reflect variations which are dependent on global and 
Australian GDP.  An adverse change in either may have a material adverse effect on the industry.   
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Additional factors impacting the success of landside port logistics companies include: 

 strategic locations in terms of port access 

 capital investment to ensure optimum productivity levels 

 successful industrial relations policies  

 superior financial and debt management 

 access to infrastructure through long term leasing contracts or ownership.  

4.4.3 Barriers to entry 

Operators in the landside port logistics industry require significant resources and the scale of a 

national operation in order to compete effectively and profitably. The cost involved in developing 
assets and infrastructure represents a deterrent to new entrants. 

 Barriers to entry include:significant land acquisition and or leasehold commitments near port and 

rail facilities 

 large capital investment required to develop and sustain the national integrated service offerings 

sought by larger customers 

 developing national customer relationships and reputation necessary to commence operations 

 relatively low industry returns as reflected in profit margins of around 5% to 7% of earnings 
before interest and tax (EBIT) 

 obtaining regulatory permits to operate rail services. 

4.4.4 Regulation 

A sizeable portion of the industry‟s operations revolves around customs and other security 

regulations.  Government agencies such as AQIS protect Australian borders with controls on products 
that enter the country.  Operators within the landside port logistics industry provide services to ensure 

their customers continue to comply with changing government regulations. 

4.4.5 Future expectations 

Generally, growth in the landside port logistics sector is expected to have similar drivers to that of the 
stevedoring industry, which as described above include the growth in imports and exports and the 

strength of the Australian economy. 

Going forward, the use of trucks to collect containers from ports may decline due to a combination of 

factors including portside road congestion and portside land constraints. It is expected that industry 

participants will look to derive scale and efficiencies through the increased use of rail as a 
transportation medium between the ports and intermodal freight centres. 

4.5 Australian motor vehicle pre-delivery and inspection 

services industry 

The Australian motor vehicle pre-delivery and inspection (PDI) services industry covers various 

services including on-wharf inspections, storage and before market customisation. 
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Patrick Autocare Pty Limited (Autocare) is the only end-to-end provider of all the aforementioned 

services and the only company with on-wharf processing facilities at major ports. Vehicles therefore 

do not need to be transported to another facility before services are carried out prior to delivery to 
dealerships. Merrill Lynch estimates that Autocare has 50% market share in Australia with Prixcar, 

AutoNexus Pty Limited and CEVA Logistics (Australia) Pty Limited its main competitors
9
. 

Compared to the other key segments of the logistics industry, barriers to entry are high and include:  

 obtaining storage and processing facilities in strategic locations preferably on-wharf 

 achieving significant economies of scale  

 developing relationships with car manufacturers, importers and dealerships 

 ability to offer potential customers a vertically integrated service 

 development of information technology systems capable of providing visibility and tracking to 

customers across the supply chain. 

Future growth in the industry is expected to be correlated with the level of new motor vehicle imports, 

and to a lesser extent exports. The outlook for each of these is discussed above. 

                                                   
9
 Merrill Lynch - Asciano Group Broker Report – 3 February 2010 
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5 Profile of the Assets 

A brief outline of each of the companies comprising the Assets is provided below. 

5.1 AAT 

5.1.1 Overview 

AAT is a berth and port facilities management provider.  The company leases and maintains multi-
user and open-access facilities for stevedores, which in turn hold licences granting them access to 

AAT‟s terminals.  AAT has operations in Webb Dock, Port Kembla, Fisherman Island, Outer 

Harbour (Adelaide) and Bell Bay (Tasmania) covering all major automotive ports in Australia except 

Fremantle. AAT offers fully approved Australian customs systems and procedures for stevedores and 
their shipping line customers.   

AAT has approximately 50 employees and has a customer base that is characterised by a number of 
stevedoring groups with major customers being POAGS and Asciano subsidiary Patrick Limited.   

The company has the right to use land facilities under operating leases with Port Authorities which 

are typically in place for terms of five to 20 years with an option to renew upon expiry in some cases.  

Lease terms vary based on capital expenditure commitments with larger capital investments required 

to obtain longer lease periods.  Typically, lease payments increase by the consumer price index (CPI) 
over the lease term and also contain market rental review components.   

AAT is a 50/50 JV between Plzen Pty Limited (Plzen), a wholly-owned subsidiary of Asciano and 
P&O Wharf Management Pty Limited (POWM). An overview of AAT‟s legal structure is provided 

below. 

Figure 7: AAT legal structure 

  

Source: KFM 

AAT

Asciano Group 

(Plzen Pty 

Limited)

DP World POWM

K-AATKIL

KEL Wilhelmsen Kawasaki

Management

22.5%
27.1% 22.5%

<1%27.1%

51.0%

49.0%

50.0%

50.0%

Call Option



 

31 

Deloitte: KFM Diversified Infrastructure and Logistics Fund 

 

5.1.2 Call option  

K-AAT, the investment vehicle through which the members of the Consortium hold their interest in 

AAT, currently has a call option to acquire the remaining 51% in POWM that it does not already own 
from DP World.  The exercise price of the option is based on an escalation of the original purchase 

price and the settlement of all outstanding loans. On 26 March 2010, K-AAT notified DP World, its 

co-shareholder in POWM, of its intention to exercise the call option over the remaining 51% interest 
in POWM it does not already own. The option is exercisable at any time prior to April 2017 however 

after June 2010, exercise is subject to certain pre-emptive rights and other conditions. 

5.1.3 Legal proceedings 

As outlined in Section 4.2.4, the ACCC recently granted an authorisation for AAT to continue 

operating as part of a settlement of court proceedings commenced by the ACCC in relation to alleged 
breaches of the Trade Practices Act arising in connection with the establishment of the AAT JV, 

which were subsequently dismissed with no adverse findings for AAT. As part of the determination 

the ACCC issued a list of conditions that need to be satisfied in order for the JV to remain authorised. 
Authorisation was granted subject to AAT: 

 providing a mechanism for stevedores to seek access to AAT‟s terminals 

 imposing a process for independent review of AAT‟s price increases to terminal end-users 

 providing end-users with a dispute resolution process for non-price disputes. 

5.1.4 Key financial drivers 

In relation to AAT‟s FY09 financial performance, we note the following: 

 revenues declined substantially due to lower volumes of motor vehicle imports and bulk products 

consistent with industry conditions described in Section 4.2 

 margins declined as a result of AAT‟s relatively fixed cost base associated with property and 

depreciation expenses and the reduction in volumes referred to above. 

In respect of AAT‟s financial position at 31 December 2009, we note the following: 

 the company has a high fixed asset base commensurate with major capital expenditure undertaken 

and the provision of leasehold land and associated infrastructure to its stevedore customer base 

 AAT has non-interest bearing shareholder loans from POWM and Plzen as at 31 December 2009.  

For the purpose of our valuation we have treated these loans as equity and therefore have 

excluded them from our net debt calculations.  

AAT‟s future financial performance is expected to be driven by: 

 achieving an acceptable return on the substantial capital investment of approximately $100 

million undertaken at Port Kembla and other facilities 

 the benefit of higher throughput at its port facilities 

 further pressure on earnings margins as port authorities increase rental charges and uncertainty in 

relation to the ACCC process to obtain approval to pass on any increased charges. 
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5.1.5 Competitive position  

Key competitive considerations in relation to AAT include:  

 long-term leases over existing facilities with options to extend lease terms in some cases 

 facilities leased from port authorities who are effectively monopoly providers 

 significant capital expenditure undertaken at facilities such as Port Kembla.  The magnitude of the 

capital expenditure required to establish facilities generally limits the number of facilities 

management providers at any port to one or two players  

 AAT has a strong management team with significant experience in the port facilities management 

industry 

 high fixed cost base increases operating leverage making financial performance more sensitive to 

changes in volumes 

 uncertainty around price increases under ACCC authorisation processes.  

5.2 POAGS 

5.2.1 Overview 

POAGS is one of two national stevedores of automotive and non-containerised freight and has 

operations in 24 multi-purpose ports across Australia including Port Kembla, Brisbane, Melbourne, 
Adelaide and Perth.   

The customers of POAGS include a number of large, established international shipping lines and 

mining and commodity processing companies which generally utilise POAGS at more than one site.  

Two of the largest customers are shareholders of the ultimate holding company of POAGS and utilise 

its services at a number of ports around Australia giving POAGS some stability in revenues.   

The Consortium, along with management of POAGS, own their interests indirectly through an 

investment vehicle, K-POAGS Pty Limited (K-POAGS), in which KIL and KEL each have a 27.1% 
interest.   

The company was formed in 1852 as a shipping company, vessel agent and stevedore performing port 

development, management and cargo handling services.  Prior to being acquired by the Consortium 

members, POAGS operated as a division of P&O Ports Limited, a wholly-owned subsidiary of DP 

World.  

POAGS currently has over 1,000 employees and its workforce is expected to grow in line with 

economic growth and the rising demand for commodities (i.e. bulk freight) and motor vehicles.  
Current growth in the resources sector in Australia is also expected to positively contribute to the 

demand for mining equipment and other machinery (i.e. non-containerised cargo).   

KFM has advised that the introduction of a third container-based stevedore in Brisbane, Sydney and 

Melbourne is expected to have a limited impact on POAGS operations due to there being limited 

overlap in both geographical presence and type of trade (i.e. containerised versus non containerised 
trade). 
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An overview of POAGS‟ legal structure is provided below.   

Figure 8: Legal structure of POAGS 

 

Source: KFM 

Other projects 

POAGS is currently considering a number of opportunities to develop and/or operate  multi-user bulk 

export facilities for medium sized mining companies.  POAGS management estimates that each 
project is likely to require a capital commitment of at least $50 million.  One current opportunity is at 

Utah Point, a project being developed in conjunction with the Port Hedland Port Authority (PHPA).  

Operations at Utah Point are expected to commence in late 2010 and POAGS will be involved in the 

operation of the facility on behalf of mining customers.  

5.2.2 POAGS ESOP  

In May 2007, the board of POAGS approved an executive share option plan (POAGS ESOP) to 

reward senior management and to encourage longevity and achievement amongst members of the 

senior management team (Group 1).  Entitlement to shares under the POAGS ESOP is satisfied 
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5.2.3 Key financial drivers 

In relation to POAGS‟ FY09 financial performance we note the following: 

 revenue growth has historically been driven by CPI price increases and volume increases based 

on GDP growth and increased economic activity.  In 2009, revenues declined as a result of:  
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o lower motor vehicle imports due to the destocking of high levels of inventory built up during 

the global financial crisis  

o generally bulk volumes, such as iron ore were unaffected by the global financial crisis as 

demand from Asian countries continued 

o a higher Australian dollar which reduced the attractiveness of Australian exports overseas, in 

particular motor vehicles.  

 in FY09, POAGS achieved EBITDA and EBIT margins which were relatively consistent with 

2008 levels, as a result of: 

o POAGS‟ flexible workforce consisting of a mix of full-time, part-time and casual employees.  

As labour costs represent a significant portion of the costs of the business, this flexibility 

allowed POAGS to respond quickly to changes in the demand for stevedoring services 

o other cost management strategies including a focus on reducing discretionary expenditure.  

In respect of POAGS‟ financial position as at 31 December 2009, we note the following: 

 goodwill relates to the 2007 acquisition of POAGS from DP World  

 shareholder loans were provided to fund working capital.  These loans are non interest-bearing 

and are repayable.  

POAGS‟ future financial performance is expected to be influenced by: 

 the volume of automotive and bulk imports/exports by existing customers 

 the commencement of key projects, including Utah Point to take advantage of the demand for 

Australian iron ore 

 gaining market share through offering customers an integrated service 

 a continued recovery from the global financial crisis which will restore demand for imported 

motor vehicles and break bulk products 

 capital investment to improve productivity.  

5.2.4 Competitive position  

Key competitive considerations in relation to POAGS include:  

 the ability to offer customers a national service  

 experienced management team with strong knowledge of port operations and stevedoring 

 strong blue chip customer base 

 flexible workforce enabling POAGS to maintain margins in periods of lower demand 

 current customer contracts are generally short to medium term in nature 

 earnings are sensitive to import and export volumes 

 dependence on skilled employees and management‟s relationships with key customers 

 price taker in terms of charges for port facilities and infrastructure 

 large capital expenditure required for new facilities and to continue productivity improvements. 
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5.3 NSS 

5.3.1 Overview 

NSS is a provider of stevedoring services and related supply chain solutions including transport, 

equipment and labour hire, warehouse and cargo handling, mooring and logistics.  NSS is based in 
Queensland and has operations at major ports including Townsville, Cairns, Mackay and Gladstone.  

NSS is a major integrated stevedoring and supply chain service provider within regional Queensland, 
supported by a strong workforce and a fleet of mobile equipment.  The company services a number of 

large blue chip customers including Xstrata and Queensland Nickel and a number of smaller 

businesses.  The top five customers of NSS generated approximately 58% of revenue in the year to 30 
June 2009.   

NSS predominantly generates its revenue through the stevedoring of bulk and break bulk cargo, such 
as minerals, grain, cotton, iron, oil and petroleum and utilises a workforce of approximately 80 staff. 

NSS is 50% owned by a subsidiary of Xstrata plc (Xstrata) with the remainder held by the 
Consortium.  An overview of NSS‟ legal structure is provided below. 

Figure 9: Legal structure of NSS 

  

Source: KFM 
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5.3.3 Key financial drivers 

NSS‟s performance in 2009 was characterised by the following: 

 an increase in revenue largely due to the acquisition of Colborne and to the provision of 

additional services to customers including cargo securing and transport and an increase in 

container volumes 

 an improvement in earnings margins due to cost rationalisation programs taking affect, the 

provision of higher value services and capital investment. 

In respect of NSS‟s financial position as at 30 June 2009, related party loans and finance leases were 

used to fund the acquisition of Colborne and other capital expenditures.  

NSS‟s future financial performance is expected to be driven by: 

 maintaining and improving current margins following the integration of recent acquisitions  

 stevedoring relating to new projects including coal seam gas developments in the Gladstone area  

 maintaining existing relationships and developing new relations with key mine operators in the 

region. 

5.3.4 Competitive position  

 Key competitive considerations in relation to NSS include: long term contracts and key 

relationships with major shipping lines and export customers 

 experienced management team with strong knowledge in port operations and stevedoring 

 strategic locations of existing operations 

 reliance on existing management and key customers 

 dependence on volumes of imports/exports, in particular resources 

 should benefit from any growth in bulk and industrial metals 

 significant capital investment in heavy equipment including cranes.   

5.4 Prixcar 

5.4.1 Overview 

Prixcar provides vehicle processing, storage, pre-delivery detailing and inspection, accessory fittings, 

project management and other services to importers, manufacturers and exporters of motor vehicles. 

The company is one of two main providers of this service in Australia with the other being Asciano 

subsidiary Patrick Autocare. The company has storage facilities in major Australian cities as well as 
wharf-side storage processing facilities in NSW, QLD, WA and a facility in Rayong, Thailand.   

Prixcar is 50% owned by Toll Holdings Limited with KIL and KEL (9.7% each), Wilhelmsen (5.6%) 
and Kawasaki (25%) all holding interests through intermediary holding companies. Prixcar is 

expected to complement KIL and KEL‟s investment in the POAGS business of which automotive 

stevedoring is a significant part (discussed in Section 5.2).   

Prixcar‟s clients include a number of large international motor vehicle manufacturers and distributors 

and third party logistics providers.   
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An overview of Prixcar‟s legal structure is summarised below.   

Figure 10: Prixcar legal structure 

 

Source: KFM 

5.4.2 Key financial drivers  

In relation to Prixcar‟s FY09 financial performance we note that growth has historically been driven 

by storage and processing volumes and CPI price increases, a key driver of which has been the 
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Prixcar‟s future financial performance is expected to be driven by: 
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maintained by manufacturers 
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 the future demand mix between domestically manufactured and imported motor vehicles 

 maintaining and improving current margins through an increased focus on maximising utilisation 

for high fixed cost activities such as storage services  

 the ability to offer customers an integrated service offering in conjunction with POAGS and other 

partners. 
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5.5 POTA 

5.5.1 Overview 

POTA is one of two major national providers of a broad range of port-focused land logistics services 

in Australia.  The company operates across multiple elements of the logistics supply chain including 
rail and road transport, container parks, warehousing, customs, quarantine and international freight 

forwarding.  POTA has operations in all capital city ports around Australia.   

The company has approximately 900 employees and generated revenue of $222.8 million in the 2009 

financial year (FY09).  An overview of POTA‟s customer base is provided in Section 5.5.4.  

POTA is a JV between K-POTA Pty Limited (K-POTA), an investment vehicle of the Consortium, 

DP World and members of POTA‟s management team.  KIL has a 50% interest in K-POTA, with the 

remaining 50% interest held by KEL.  K-POTA acquired its original 50% interest in POTA from DP 
World in April 2007.  In December 2009, K-POTA‟s interest in POTA was diluted to 47.2% 

following the exercise of options under POTA‟s executive share option plan, discussed in 

Section 5.5.3 below. An overview of POTA‟s legal structure is presented below. 

Figure 11: POTA legal structure 

  

Source: KFM 

POTA is pursuing a strategy of expanding its rail services to support imports and exports through the 
provision of both port shuttles and bulk long haul services.  POTA is currently exploring a number of 

opportunities to provide these services for both bulk and containerised goods.  

In March 2008, POTA announced that it would be forming an industrial intermodal rail hub in 

Yennora, Western Sydney in partnership with QR Limited (QR), offering a port shuttle service, 

designed to carry international cargo to and from Port Botany.  POTA commenced rail service in 
March 2008 through a sub-contracting agreement with QR, and in March 2009 brought the rail 

services in-house. The Yennora terminal is connected to the Sydney rail network and is in close 

proximity to major trucking routes.  Alongside its freight transport services, POTA also offers 
warehousing facilities at the Yennora centre.  
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Since K-POTA‟s acquisition of its interest in POTA, the company has made a number of strategic 

acquisitions for a total consideration of $55 million including: 

 Sea Cargo in Brisbane in April 2007 

 PackTainers in Sydney in June 2007 

 POTA South Australia in February 2008 

 Baguley Containers and Baguley Hire and Sales in Fremantle (Baguley) in November 2008 

 South Spur Rail Services Pty Ltd, from Coote Industrial Ltd in March 2010.  Completion of this 

acquisition is pending and remains subject to a number of factors including appropriate due 

diligence and board approval.   

KFM has advised that at present, the introduction of a third container stevedore in Brisbane, Sydney 

and Melbourne will have a limited impact on POTA‟s operations at these ports as typically freight 

forwarders or recipients of containers identify the portside logistics operator to collect freight rather 

than the stevedoring company. 

5.5.2 Call and put options 

Following K-POTA‟s acquisition of its interest in POTA from DP World, a number of options were 

issued as follows: 

 DP World issued a call option to K-POTA to purchase either 50% of DP World‟s remaining 

interest in POTA, or in the event of a funding deadlock, 100% of DP World‟s remaining interest 

in POTA (the POTA Call Options).  The POTA Call Options are exercisable on or after 1 January 

2011 and are calculated based on a predetermined earnings multiple 

 K-POTA granted DP World an option to sell either 50% or 100% of DP World‟s interest in 

POTA (the POTA Put Options).  The POTA Put Options are exercisable on similar terms to the 

POTA Call Options. 

5.5.3 The POTA ESOP 

In April 2008, the board of POTA approved an ESOP (POTA ESOP) to reward senior management 

and to encourage longevity and achievement amongst the senior management team (the POTA ESOP 

Recipients). Entitlement to shares issued under the POTA ESOP is satisfied through the issue of 
shares in POTA.  

In 2009 the vesting of some of the original options were accelerated and the Board approved the issue 
of new options to align the long-term interests of shareholders and the company‟s management.  The 

options are exercisable at pre-defined exercise prices.   

5.5.4 Customers 

POTA‟s customer base is characterised by large blue chip businesses and a number of smaller 

businesses. POTA typically looks to provide a broad range of services to its customers.  

A key focus of POTA is expanding its port shuttle and bulk rail operations, particularly where the rail 

transport can be combined with other services offered by POTA to provide an integrated logistics 
solution for its customers. As part of this strategy, in August 2009 POTA announced that it had 

entered into a memorandum of understanding with Legend International Holdings, Inc. (Legend) for 

the provision of haulage and handling services associated with Legend‟s phosphate project at 
Georgina Bay in the Northern Territory (NT).  POTA is currently in negotiations with Legend to 

finalise the arrangement.  
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5.5.5 Key financial drivers 

An overview of POTA‟s historical and forecast financial performance and financial position is 

presented in Appendix 2.   

In relation to POTA‟s FY09 financial performance, we note the following: 

 a marginal decline in revenue of 1% to $222.8 million largely due to lower import and export 

volumes as a result of the global financial crisis.  This was offset by: 

o additional revenue generated from the commencement of new contracts and services 

o the inclusion of revenue from the Baguley acquisition. 

 POTA experienced an improvement in earnings margins in FY09, due to the implementation of 

cost management strategies and improved productivity and customer service.  

In respect of POTA‟s financial position as at 31 December 2009, we note the following: 

 goodwill relates to the acquisition of PackTainers and the Baguley business 

 interest bearing shareholder loans incur interest at a rate of 7.5% p.a. 

POTA‟s future financial performance is expected to be driven by: 

 increases in import and export volumes 

 improved asset utilisation 

 the extension of operating efficiencies in respect of capital equipment including trucks and rail 

services 

 further emphasis on rail as a means of transporting bulk and containerised cargo 

 the expansion and vertical  integration of the company‟s freight forwarding business both locally 

and internationally 

 consolidation of existing business acquisitions as well as any future acquisitions  

 cross-selling of non-traditional logistics offerings to existing customers 

 increased focus on bulk rail and port shuttle service offerings 

 capital investment in infrastructure to improve efficiency.  

5.5.6 Competitive position  

Key competitive considerations in relation to POTA include:  

 one of only two national port logistics services companies that provide a broad range of services 

from strategic locations  

 experienced management team with strong knowledge in ports services, land logistics and freight 

forwarding  

 diversified customer base including a number of blue chip businesses 

 ability to offer an integrated logistics supply service  

 customer base typically not secured by long-term contracts. 
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5.6 Moorebank 

5.6.1 Overview 

The National Defence Storage and Distribution centre is located at Moorebank, approximately 26 

kilometres (km) south-west of the Sydney CBD.  The site currently comprises over 238,000m
2
 of 

existing buildings, representing site coverage of approximately 30% and has direct access to 

motorway interchanges.  Moorebank is currently leased to the Commonwealth Government 

Department of Defence until 2013, with two five year options to extend the lease period beyond that 

term. 

Moorebank has been identified by the NSW State Government Infrastructure Advisory Board as one 
of two sites for a multi-user open access intermodal rail facility to manage continually increasing 

container volumes coming to Sydney
10

.   

In December 2007, KFM announced that KIL and KEL had joined with Stockland and QR 

(Moorebank Consortium) in acquiring an interest in Moorebank with a view to developing an 

intermodal facility with direct, dedicated rail access to Port Botany.  KIL and KEL each invested 

$21.5 million, with net debt of approximately $27.1 million for an interest of 15% each.  Stockland 
remains the largest unitholder with a 55% interest.  

An overview of Moorebank‟s legal structure is outlined below. 

Figure 12: Moorebank legal structure 

  

Source: KFM 

Notes: 

1. Entity owned by Stockland 

2. Entity owned by QR Limited 

3. KILPI - KIL Property Investments Pty Limited 

4. KFMPL - KFM Property Logistics 1 Pty Limited 

5. MIPT – Moorebank Industrial Property Trust, the vehicle that retains ownership of the underlying Moorebank property 

                                                   
10

 Stockland ASX Announcement “Stockland to Assume Ownership of Defence Distribution Centre at Moorebank”, 31 October 2007 

KFMPL
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KILPI
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5.6.2 Proposed re-development 

The proposed intermodal freight facility at Moorebank will provide access for rail services between 

Port Botany and Moorebank and will be built on approximately 81 hectares of remaining developable 
land.  Preliminary construction costs for the initial phase are estimated to be approximately 

$49 million
11

.   The terminal, once complete, will have capacity to service approximately one million 

twenty foot equivalent units (TEU) per annum, making it the largest intermodal freight facility in 
Australia.  

The proposed development is dependent on the completion of the Southern Sydney Freight Line 
(SSFL), a dedicated freight rail line connecting Sefton and Macarthur (via Moorebank), bypassing 

commuter designated rail lines. Construction of the SSFL commenced in 2009, however it was 

subsequently deferred in November 2009 for a period of five months due to service relocation 
requirements with signal changes not expected to be made until November 2010 or early 2011

12
.  The 

Moorebank development is expected to be completed after the SSFL is completed. The 

commencement of the Moorebank development is contingent on the existing tenant vacating at least 

part of the property (in the initial phase) as well as relevant planning approvals being obtained.  

5.6.3 Rights to operate  

The Moorebank intermodal facility will be operated by KIL, KEL and QR through a dedicated 

terminal operations company that will operate on the Moorebank site.  Additionally, each of KIL, 

KEL and QR will be offered the right to lease part of the Moorebank property and land adjacent to the 

terminal in proportion to their respective unitholdings to operate warehousing associated with the 
terminal.   

Under the Terminal Operating Agreement, the terminal operations company will have the exclusive 

right to operate the terminal for a term of 10 years from commencement of operations, with an option 

to extend this right for an additional 10 years.    

 

                                                   
11 Defence National Storage and Distribution Centre, Moorebank NSW, Jones Lang LaSalle, 28 February 2010 
12

 Southern Sydney Freight Line – Adjustment to Project Delivery Schedule, ARTC, 2 November 2009 
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6 Valuation of KIL 

We have estimated the fair market value of a unit in KIL using a net asset based approach. A 

summary of applicable valuation methodologies and basis for our selection is presented in 
Appendix 3. 

6.1 Investment in the Assets 

We have estimated the current fair market value of KIL‟s interest in the Assets based on an analysis 
of the underlying operations of each of the Assets. A summary of the selected valuation 

methodologies is presented in Appendix 3. Our assessment of the fair market value of KIL‟s interest 

in each of the Assets is presented in Appendix 4. The table below summarises the estimated fair 
market value of KIL‟s interest in each of the Assets. 

Table 9: Current fair market value of KIL’s interest in the Assets  

Investment  

Value of KIL’s 

interest 
Low 

($ million) 

Value of KIL’s 

interest 
High 

($ million) 

    

AGS Businesses    

AAT  18.1 21.4 

POAGS  48.8 58.8 

NSS  15.2 17.5 

Prixcar  4.6 5.0 

    

Landside logistics    

POTA  55.2 60.7 

    

Other    

Moorebank                15.0  15.9 

    

Fair market value of KIL’s interest in the Assets  156.8 179.3 

    

Source: Deloitte analysis 

6.2 Non-Asset investments  

In addition to the investment in the Assets and as set out in KIL‟s balance sheet at Table 5, KIL also 

holds cash, both directly and indirectly through non-operating subsidiaries and has a portfolio of listed 

investments.  We have adopted the trading price of listed investments as at 28 February 2010 as 

sourced from Bloomberg to estimate the market value of KIL‟s holdings.  Cash and cash equivalent 
balances are as at 28 February 2010 and have been adjusted to take account of KIL‟s interim 

dividend. 
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6.3 Corporate overheads 

KIL incurs corporate overheads in the day to day running of the fund, the Assets and its other 

investments. These costs include investment management fees, responsible entity fees, audit fees, 

Investment Advisory Committee fees and independent valuation fees. Fees are charged either based 

on KIL‟s gross assets or on a fee per service basis. Expenses associated with corporate overheads 
have not been included in the underlying cash flow projections prepared for the Assets and 

accordingly are not reflected in the value of the Assets as set out above. Such overheads would 

continue to be payable as long as KIL remains an externally managed and publicly listed entity.   

It could be argued that costs such as management fees should not be taken into account when 

assessing the fair market value of an investment holding entity. These costs are predominantly 
incurred for the purpose of improving the performance of KIL either by sourcing new investment 

opportunities or by increasing the return from the existing portfolio.  Accordingly, it can be argued 

that the ongoing costs associated with such management services produces a return equal to or higher 
than the cost of providing these services. 

On the other hand, corporate overheads such as management fees are subject to contractual 
arrangements that may last for a number of years and any alternate purchaser would likely be required 

to provide compensation to the fund manager and/or responsible entity to restructure this arrangement 

in the event they wished to terminate existing arrangement. The amount of any compensation would 

be a matter for commercial negotiation. We consider it likely that any compensation payable would 
make reference to the net present value of the profit stream associated with the management 

agreement. 

For the purpose of our valuation we have estimated corporate overheads to be approximately $3.5 

million per annum based on the costs incurred in the past two financial years.   

We have capitalised the corporate overheads at an earnings multiple of 6.5 times having regard to the 

earnings multiples implied from our assessed enterprise value of the AGS Businesses and POTA on a 

minority basis (we have assumed an implicit control premium of 30% for the purpose of calculating a 
minority interest multiple. Further information on control premiums is provided in Appendix 8). 

Based on these factors we have estimated the negative value impact of future corporate overheads to 

be in the region of $22.8 million. Our assessed value of corporate overheads excludes the value of any 
performance fees on the basis that any future performance fees should be offset by proportionate 

increases in unitholder returns. 
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6.4 Fair market value of a unit in KIL 

The estimated fair market value of a unit in KIL is presented in the table below. 

Table 10: Fair value unit in KIL 

 

Value of KIL’s interest 

Low 
($ million) 

Value of KIL’s interest 

High 
($ million) 

   

Cash and cash equivalents1 59.4 59.4 

Listed investments1 10.8 10.8 

KIL‟s investments in the Assets 156.8 179.3 

   

Net value of assets of KIL  227.0 249.5 

   

Number of units outstanding (million)2 241.8 241.8 

   

Net asset value per unit ($)               0.94 1.03 

   

Corporate overheads (22.8) (22.8) 

Fair market value of 100% of the equity of KIL 204.3  226.8 

   

Fair market value per unit ($)               0.84               0.94 

   

Source: KFM, Deloitte analysis 

Notes:  

1. Cash and cash equivalents balance as at 28 February 2010.  Value of listed investments is based on market data as at 28 February 2010 as 

sourced from Bloomberg 

2. KIL units outstanding adjusted to include additional units issued under the dividend reinvestment plan pursuant to KIL‟s interim dividend 

payment 

We note that in estimating the fair market value of the Assets we have performed our valuation on the 
premise that KIL and KEL, as both managed by KFM, would make similar strategic decisions in 

terms of their investment in the Assets. As such if KIL and KEL were not associated through a 

common investment manager the value of a unit in KIL may be lower than that presented in the table 
above. 
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6.5 KIL unit price valuation crosscheck 

The table below sets out a comparison of recent trading in KIL units with our assessed fair market 

value of a unit in KIL. 

Table 11: KIL valuation – recent unit price trading  

  Premium/(Discount) to 

fair market value 

 VWAP ($) Low High 
    

Estimated fair market value of a unit in KIL  $0.84 $0.94 
    

Share price at one day prior to Announcement Date  0.80 (4.8)% (14.2%) 
    

One week prior to Announcement Date 0.84 (0.5)% (10.4)% 

One month prior to Announcement Date 0.85 0.4% (9.5)% 

Three months prior to Announcement Date 0.88 4.4% (5.9)% 

Twelve months prior to Announcement Date 0.74 (13.0)% (21.6)% 
    

Source: Bloomberg, Deloitte analysis 

Note:  

1. Numbers in brackets reflect a discount whilst numbers not in brackets reflect a premium to the estimated fair market value of a unit in KIL 

2. KIL unit price per Bloomberg has been retrospectively adjusted for the November 2009 rights issue 

Prior to the Announcement Date KIL units traded at a discount and towards the lower end of our 

assessed fair market value of $0.84 to $0.94 per unit. We are of the opinion this is mainly due to the 
following circumstances: 

 KIL is an investment holding company with a wide range of investments, most of which were 

acquired on a minority basis.  In general, investment holding companies trade at a discount to 
their underlying asset values to reflect the lack of liquidity and/or control associated with the 

underlying investments.  This “holding company” discount can also reflect the fact that the 

underlying value may not be realised until the investments are sold and the entity‟s assets are 

distributed to unitholders.  In addition, the strategy of KIL and the structure through which each 
of the investments is held could be regarded as somewhat complex and less transparent than for 

many other listed entities.  Accordingly, unitholders have no direct access to the value of these 

investments other than through distributions over time 

 we observe that over the 12 months prior to the Announcement Date the average discount to the 

reported NAV at which the units traded was 30%.  We note that reported NAV does not take into 

account the value impact of future corporate overheads.  The observed discount range implied to 
our estimate of the fair market value of a KIL unit is lower than the average discount to NAV 

observed over 12 months which is mainly attributable to the exclusion of corporate overheads 

from the reported NAV and negative general market sentiment during the early part of 2009. 
During this period the decrease in KIL‟s unit price may have been in excess of the decrease in the 

reported NAV as investors sought out defensive and less risky investments.  Over the three 

months prior to the Announcement Date the average discount to the reported NAV observed was 

11% 

 the majority of KIL‟s assets consist of interests held in associates and JVs. Since a large 

proportion of these interests are in unlisted entities and their financial performance is not 
disclosed to capital markets, it may be difficult for market participants to fully assess the ongoing 

profitability and future prospects of these investments. 
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Taking these factors into account, we consider our estimate of the fair market value of a unit in KIL is 

consistent with the recent observed trading in KIL‟s units prior to the Announcement Date. 
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7 Valuation of Qube  

Following the implementation of the Proposed Transaction, the combined entity of KIL and KEL will 

be renamed Qube Logistics and will retain a controlling interest in two key operating businesses.  It 
will effectively combine the interests of both KIL and KEL in AAT, POAGS, NSS, Prixcar, POTA 

and Moorebank creating a larger diversified logistics trust. Qube‟s increased balance sheet size will 

provide a platform for future investment and growth. A summary of Qube‟s effective interests in the 
Assets is presented in the below figure. 

Figure 13: Qube structure 

 

 
 
Source: Deloitte analysis 

Notes:  

1. Whilst Qube will hold an effective interest of 47.2% in POTA, it will retain operational control.  Interests held by management are 
able to be acquired by K-POTA for fair market value at any point in time 

Capital structure 

Consideration for the acquisition of KEL is to be satisfied through the issuance of new units that will 

trade on the ASX, on par with existing KIL units.  Following the completion of the Proposed 
Transaction, the unitholders of KIL will retain approximately 56% of Qube‟s outstanding units with 

the remainder to be held by KEL shareholders based on their proportionate interest in KEL.  
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KEL shareholders and other unitholders that will hold voting power of greater than 5% in Qube 

following the Proposed Transaction are summarised in the table below. 

Table 12: Qube beneficial unitholders with interests greater than 5% 

 

Beneficial 
Ownership  

(%) 

  
Taverners No.10 Pty Limited1 19.1% 

Patterson Cheney Investments Pty Limited 7.8% 

Eagle Securities Limited1 7.4% 

Perpetual Limited2 6.4% 

  Source: KFM 

Notes:   

1. Unitholder holds an interest in both KIL and KEL.  Figure reflects combined holdings 

2. Unitholder held interest in KIL only prior to Proposed Transaction 

KFM have advised that Taverners No.10 Pty Limited and Eagle Securities Pty Limited hold an 

interest in the ultimate holding company of KFM.  Neither of these entities: 

 individually is in a position to control the ultimate holding company of KFM 

 exercise any control over the operations of KFM 

 are associates of each other with respect to KFM or KIL. 

As is currently the case with KIL, should the Proposed Transaction proceed, only one unitholder will 
have an interest of greater than 10%.  

Value of a unit in Qube 

We have estimated the fair market value of a unit in Qube based on the value of KIL‟s and KEL‟s 

underlying assets. As noted in Section 3, KIL and KEL have near identical interests in the Assets.  

In estimating the value of a unit in Qube we have made an adjustment for future corporate overheads. 

Approximately 80% of corporate overheads, such as investment management fees and responsible 

entity fees are expected to be determined based on Qube‟s gross asset value. We have estimated the 
value of Qube‟s future corporate overheads based on the assumption that, in general, 80% of 

corporate overheads incurred by KIL will increase proportionately to the increase in gross asset value 

with the remainder to remain constant.  Consistent with our valuation of KIL, we have capitalised the 

estimated corporate overheads to be incurred by Qube of $6.0 million by an earnings multiple of 6.5 
times. On this basis we estimate the negative value impact of Qube‟s future corporate overheads to be 

in the region of $40.0 million. 
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The estimated fair market value of a unit in Qube is presented in the table below. 

Table 13: Estimated fair market value of a unit in Qube  

 

Value of KIL 

($ million) 

Value of KEL 

($ million) 

Assessed value of Qube 

($ million) 

 

Low High Low High Low High 

 

      

Cash and cash equivalents1 58.3  58.3  1.1  1.1  59.5 59.5  

Listed securities 10.8  10.8  2.4  2.4  13.2  13.2  

       

AGS Businesses       

AAT 18.1 21.4  18.1 21.4  36.2 42.8  

POAGS  48.8  58.8  48.8 58.8  97.5 117.6  

NSS 15.2  17.5  15.2 17.5  30.3  35.0  

Prixcar 4.6  5.0  4.6 5.0  9.1 10.0  

       

Landside logistics       

POTA 55.2   60.7  55.2 60.7  110.4 121.4  

       

Other       

Moorebank2 15.0  15.9  14.6  15.5  29.6 31.4  

       

Net asset value  225.9  248.4  159.9  182.4  385.9  430.9  

       

Units outstanding (million) 241.8 241.8 190.7 190.7 432.4 432.4 

       

NAV per unit ($) 0.93  1.03  0.84  0.96  0.89  1.00  

       

Corporate overheads3 (22.8) (22.8) n/m n/m (40.0) (40.0) 

       

Fair market value 203.2  225.7  159.9  182.4  345.9  390.9  

       

Fair market value  per 

unit ($) 

0.84  0.93  0.84  0.96  0.80  0.90  

       

Source: KFM, Deloitte analysis  

Note: 

1. Cash balance is net of operating debtors and creditors and includes share of cash in non operating logistics businesses excluding 

Moorebank 

2. KIL and KEL‟s interest in Moorebank differs based on differing net debt balances. Interests in the operating asset are identical. 

3. Corporate overheads as incurred by KEL are not reflective of those that will be incurred by Qube going forward. On this basis, as noted 

above, we have estimated the corporate overheads that may be incurred by Qube going forward 

4. n/m - not meaningful 

Further information regarding Qube may be found in the Unitholder Booklet. 
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8 Evaluation and conclusion  

In forming our opinion as to whether the Proposed Transaction is fair and reasonable to Non-

Associated Unitholders, we have considered the advantages and disadvantages of the Proposed 
Transaction to the Non-Associated Unitholders. 

8.1 Advantages of the Proposed Transaction 

The likely advantages to Non-Associated Unitholders if the Proposed Transaction is approved 
include: 

Increased scale and financial capacity 

Following completion of the Proposed Transaction Qube will have a significantly larger capital base 

which should enhance its ability to pursue future growth opportunities compared to KIL‟s ability to 
pursue such opportunities on a stand-alone basis. This enlarged capital base should facilitate the 

raising of any new capital required to fund larger scale acquisitions and pursue organic growth. 

Market re-rating  

The combination of KIL and KEL may result in a positive re-rating of the unit trading price by the 

stock market as a consequence of a reduction in the perceived complexity of the ownership structure 
through which the interests in the Assets are held. The trust itself will change from a passive 

investment entity to an operating entity which should facilitate more information being provided to 

the market in respect of the operations of some of the Assets, in turn resulting in a better 
understanding of the operations of each of the Assets and more efficient value assessments being 

made by the market.  Through the combination of the ownership interest KIL and KEL have in the 

Assets, Qube will also be able to exercise greater influence over the strategy and management of the 

key investments in the portfolio.   

Providing an estimate of the re-rating that may be experienced by Qube‟s units after the 
implementation of the Proposed Transaction is inherently uncertain and is likely to change over time 

as a consequence of future developments with Qube and the general market sentiment. 

Improved liquidity 

Qube‟s units may be included in the ASX 200 index once it commences trading. Whilst there are 

typically a number of conditions to be met prior to inclusion in the ASX 200, based purely on size, 
Qube should have a market capitalisation of sufficient size for inclusion. 

Benefits of index inclusion could include improved trading liquidity driven by demand for the 
security from investors such as index tracking funds seeking to acquire a holding as part of an 

investment strategy. Likewise, fund managers whose mandates prohibit investment in securities not 

included in the ASX 200 would be permitted to acquire units in Qube.  Inclusion in the index is also 
likely to result in greater coverage by analysts which in turn may facilitate increased liquidity.  

Risks associated with Proposed Transaction are mitigated 

As KFM manages the Assets on behalf of both KIL and KEL, KIL is familiar with the investment 

portfolio of KEL which reduces the risk of this acquisition as compared to buying unrelated assets 

from third parties. 
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8.2 Disadvantages of the Proposed Transaction 

The likely disadvantages to Non-Associated Unitholders if the Proposed Transaction is approved 

include: 

Dilution of fair market value per unit 

Should the Proposed Transaction proceed, the fair market value per unit in KIL will be diluted by 4% 

or $0.04 per unit at the mid-point of our valuation ranges. The table below presents the fair market 
value per unit (after allowing for corporate overheads) prior to and following the Proposed 

Transaction. 

Table 14: Fair market value per unit summary  

 
Value per unit 

Low 
Value per unit 

mid-point 
Value per unit 

High 
    

KIL (prior to the Proposed Transaction)     

Net asset value ($ million) 225.9 237.2 248.4 

Units outstanding (million) 241.8 241.8 241.8 

NAV per unit ($) 0.93 0.98 1.03 

Corporate overheads ($ million) (22.8) (22.8) (22.8) 

Fair market value ($ million) 203.2 214.4 225.7 
    

Estimated fair market value of a unit in KIL prior to the 

Proposed Transaction ($) 
0.84  0.89 0.93  

    

Qube (following the Proposed Transaction)    

Net asset value ($ million) 385.9 408.4 430.9 

Units outstanding (million) 432.4 432.4 432.4 

NAV per unit ($) 0.89 0.94 1.00 

Corporate overheads ($ million) (40.0) (40.0) (40.0) 

Fair market value ($ million) 345.9 368.4 390.9 
    

Estimated fair market value of a unit in Qube following the 

Proposed Transaction ($) 
0.80  0.85 0.90  

    

Dilution per unit ($) 0.04 0.04 0.03 

Dilution % 5% 4% 3% 
    

Source: Deloitte analysis 

In estimating the fair market value of KIL and Qube we performed a sum of the parts valuation which 

aggregates the fair market value of their respective interests in each of the Assets and deducts the 
value of their respective liabilities including the valuation impact of corporate overheads. We have 

estimated the fair market value of KIL and KEL‟s interests in the Assets using discounted cash flow 

analyses and have applied, where appropriate, discounts to recognise the minority interest nature of 
the holdings and any restrictions on the marketability of those interests. We have utilised independent 

property valuers to support the value of certain property interests. 

KIL will contribute 58% of the underlying net asset value of Qube and existing unitholders in KIL 

will hold 56% of the units in Qube on issue after the Proposed Transaction has been completed. This 

contribution has been calculated based on the underlying net asset values of KIL and Qube before 
taking into consideration any future corporate overheads. This contribution ratio is presented in the 

figures below.  
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Figure 14: Underlying value contributed (excluding 

corporate overheads) 

Figure 15: Unitholding interest post Proposed 

Transaction 
 

 

 

 

 

Source: Deloitte analysis Source: Deloitte analysis 

Whilst Non-Associated Unitholders will experience a small dilution in attributable NAV per unit, this 

is likely to be substantially less than would be the case if KIL sought to fund the acquisition of KEL 

(or its interest in the Assets) through a placement or a rights issue.  For example, the one for six rights 
issue undertaken by KIL in November 2009 was at a discount of approximately 27% to the five-day 

VWAP of its units prior to the announcement of the rights issue.  In order to raise sufficient equity 

capital (an amount much larger than that raised in November 2009) to fund the acquisition of KEL 
whilst maintaining existing cash reserves it is likely a larger discount would be necessary.   

It could also be argued that KIL and KEL‟s combined interests in the Assets would be more attractive 
to potential purchasers than those interests on a standalone basis and hence the marketability 

discounts attached to these interests, in particular to those in POTA and POAGS, should be reduced.  

All things being equal, this would result in a reduction in the level of dilution experienced by Non-

Associated Unitholders.  Should the marketability discount applied to the interests in POTA and 
POAGS be reduced from 10% to 5%, the dilution suffered by Non-Associated Unitholders would be 

reduced to close to nil.  

In summary the quantum of the dilution being suffered by Non-Associated Unitholders is relatively 

small and could be mitigated by a number of factors including the extent any consequential re-rating 

as a result of the Proposed Transaction being executed which would result in a reduction in the 
discount to NAV (reflected in historical stock market traded unit prices)..   

8.3 Other considerations 

Taxation implications 

Upon completion of the Proposed Transaction, Qube will be regarded as a public trading trust for 

taxation purposes resulting in it being taxed in a manner similar to a public company. Qube will be 

able to pay franked dividends to the extent that franking credits are available for distribution and the 
value of the gross dividend will be treated as assessable income in the hands of unitholders. The 

Australian taxation implications of the Proposed Transaction are outlined further in the Unitholder 

Booklet. 

KIL 58%

KEL 42%

KIL 56%

KEL 44%
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Share price trading 

We note that KIL‟s unit price has improved since the Announcement Date and is trading at a slight 

discount to NAV.  A number of factors may be contributing to this including an assessment by the 
market as to the likelihood of the Proposed Transaction proceeding.  To the extent that the market is 

of the view that the Proposed Transaction is likely to proceed, the recent trading will incorporate the 

market‟s views of the impact that the Proposed Transaction may have. In the event that the Proposed 
Transaction does not proceed it is likely that the unit price and observed discount to NAV will return 

to levels observed in the period leading up to the Announcement Date. 

Fees to KFM and PIML 

The quantum of fees paid by Qube to KFM will increase substantially. This increase is in line with the 

increase in net assets of Qube and with agreements entered into at the time of listing of KIL. We note 
that KFM will no longer receive fees from KEL. The quantum of fees paid by Qube to PIML will also 

increase. This increase is consistent with the terms of the constitution of KIL. 

8.4 Conclusion 

Whilst Non-Associated Unitholders will suffer a slight dilution in the underlying fair market value of 

their units, this is offset by the advantages of the Proposed Transaction, in particular the enhanced 

ability of Non-Associated Unitholders to participate in growth opportunities afforded by the increased 
scale and improved financial capacity of Qube together with the possible market re-rating and 

improved share trading liquidity.  

In our opinion the advantages of the Proposed Transaction outweigh the disadvantages and therefore 

the Proposed Transaction is fair and reasonable to the Non-Associated Unitholders. An individual 

unitholder‟s decision in relation to the Proposed Transaction may be influenced by his or her 
particular circumstances.  If in doubt unitholders should consult an independent adviser who will have 

regard to the individual unitholder‟s particular circumstances. 
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Appendix 1: Glossary 

Reference Definition 

  

$ Australian dollars 

AAT Australian Amalgamated Terminals Pty Limited 

ACCC Australian Competition and Consumer Commission 

AFSL Australian Financial Services Licence 

AGSM Australian Graduate School of Management 

AGS Businesses Automotive and general stevedoring businesses including, AAT, POAGS, NSS 

and Prixcar 

α Specific company risk premium 

AMEX American Stock Exchange 

AMSA Australian Maritime Safety Authority 

Announcement Date 5 February 2010 

APESB Accounting Professional and Ethical Standards Board Limited 

AQIS Australian Quarantine and Inspection Services 

Asciano Asciano Group 

ASIC Australian Securities and Investments Commission 

Assets, the Commonly held assets between KIL and KEL, namely AAT, POAGS, POTA, 

NSS, Prixcar and Moorebank 

ASX Australian Securities Exchange  

ASX200 Standard and Poor‟s ASX 200 

AUASB Auditing and Assurance Standards Board  

Autocare Patrick Autocare Pty Limited 

Autologic Autologic Holdings plc 

Baguley Baguley Containers and Baguley Hire and Sales in Fremantle 

β beta 

BTRE The Bureau of Transport and Regional Economics 

CAPM Capital Asset Pricing model 

CBD Central business district 

Colborne S.Colborne Pty Limited 

Consortium, the  Group formed by KFM who provided funds in the form of equity and 

shareholder loans to invest in the identified logistics businesses 

CPOL Capital P&O Logistics 

Damodaran Aswath Damodaran 

Deloitte Deloitte Corporate Finance Pty Limited 

Deloitte Australia Deloitte member firm in Australia 

DP World DP World Limited 

EBIT Earnings before interest and tax 

EBITDA Earnings before interest, tax, depreciation and amortisation 

EIU Economist Intelligence Unit 



 

56 

Deloitte: KFM Diversified Infrastructure and Logistics Fund 

 

Reference Definition 

EMRP Equity Market Risk Premium 

FOS Financial Ombudsman Service 

FreightLinks Freightlinks Express Holdings (Australia) Limited 

FSG Financial Services Guide 

FY Financial year 

GDP Gross domestic product 

Group 1 Members of the senior management team of POAGS 

Group 2 New members of the senior management team of POAGS  

Hub Hub Group, Inc. 

IAC Investment Advisory Committee 

IBISWorld IBIS World Pty Ltd 

Independent Directors, the Independent directors of PIML 

JLL Jones Lang LaSalle 

K2 KFM Logistics Investments 2 Pty Limited 

Kawasaki Kawasaki (Australia) Pty Limited 

K-AAT K-AA Terminals Pty Limited 

K-NSS K-NSS Pty Limited 

K-POAGS K-POAGS Pty Limited 

K-POTA K-POTA Pty Limited 

Kd Cost of debt capital 

Ke Cost of equity capital 

KFM Kaplan Funds Management Pty Limited 

KFMPL KFM Property Logistics 1 Pty Limited 

KIL KFM Diversified Infrastructure and Logistics Fund 

KILPI KIL Property Investments Pty Limited  

KEL Kaplan Equity Limited 

KEL Pro Forma Financial 

Position 

Financial position of KEL prepared on a pro forma basis for the purposes of the 

Proposed Transaction 

KLAL KLine Auto Logistics (Australia) Pty Ltd 

km Kilometres 

KWAL KW Auto Logistics Pty Limited 

Legend Legend International Holdings, Inc. 

Listing Rules, the Listing Rules of the Australian Securities Exchange 

Listing Rule 10 ASX Listing Rule 10.1 

LNG Liquefied natural gas (LNG) 

MIPT Moorebank Industrial Property Trust 

Moorebank Investment in MIPT and the underlying property interest 

Moorebank Consortium Stockland, QR, KIL and KEL as invested in Moorebank 

Morningstar Morningstar Inc 

mt Million tonnes 

mtpa Million tonnes per annum 

Nasdaq National Association of Securities Dealers Automated Quotation System  
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Reference Definition 

NAV Net asset value 

Non-Associated Unitholders KIL unitholders not associated with KEL 

NPAT Net profit after tax 

NQS North Queensland Stevedoring Pty Limited 

NSS Northern Stevedoring Services Pty Limited 

NT Northern Territory 

NYSE New York Stock Exchange 

O&G Overseas & General Stevedoring Company Pty Limited 

OPR Oakajee Port and Rail  

Pacer Pacer International, Inc. 

Patrick Patrick Corporation Limited 

PBO Performance-based options 

PDI Pre-delivery and inspection 

PHPA Port Hedland Port Authority 

PIML Permanent Investment Management Limited 

Plzen Plzen Pty Limited 

POAGS P&O Automotive and General Stevedoring Pty Limited 

POAGS ESOP Executive share option plan approved by the board of POAGS 

Port Authorities The relevant local port regulatory bodies 

POTA P&O Holdings Pty Limited 

POTA Call Options, the Call option issued by DP World to K5 to purchase either 50% of DP World‟s 

remaining interest in POTA, or in the event of a funding deadlock, 100% of DP 

World‟s remaining interest in POTA 

POTA ESOP Board approved employee share option plan for POTA 

POTA ESOP Recipients, the Senior management of POTA 

POTA Put Options, the Put option granted by K5 to DP World to sell either 50% or 100% of DP World‟s 

interest in POTA 

POWM P&O Wharf Management Pty Limited 

Prixcar Prixcar Services Pty Limited 

Property, the the Moorebank property as held by MIPT 

Property Valuation Report Independent valuation report prepared on the Property as at 28 February 2010 by 

JLL 

Proposed Transaction KIL‟s offer to acquire all of the outstanding shares in KEL 

p.a. Per annum 

Qube Qube Logistics, the newly proposed merged entity comprising of KIL and KEL 

stapled units post the Proposed Transaction 

Queensland Nickel Queensland Nickel Pty Limited 

QR QR Limited 

Rf Risk free rate of return 

Rm Expected return on the market portfolio 

RG111 Regulatory Guide 111 

SBO Service Based Options 

SSFL Southern Sydney Freight Line 
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Reference Definition 

Toll Toll Holdings Limited 

Unitholder Booklet Disclosure document in respect of the Proposed Transaction between KIL and 

the holders of KEL units 

VWAP Volume weighted average price 

WACC Weighted average cost of capital 

Wilhelmsen Wilh Wilhelmsen ASA 

Xstrata Xstrata plc 
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Appendix 2: Financial statements of the Assets 

The projections presented in the tables below are based on the first year of cash flow projections 

prepared by management used in performing our discounted cash flow analysis. Our analysis of the 
assumptions used in the preparation of the cash flow projections is presented in Appendix 4. 

 

AGS Businesses  

Table 15: AGS Businesses – Financial performance 

   Dec-09 
Unaudited 

Dec-10 
Projection 

 ($’000) ($’000) 

 
 

  Revenue  284,073  317,068  

Revenue growth  n/a 12% 

 
 

  
EBITDA  52,880  67,057  

Margin (%)  19% 21% 

 

 

  EBIT  37,771  49,938  

Margin (%)  13% 16% 

 
 

  Source: KFM 

Note: 1. Based on management accounts and cash flow projections prepared by management and excludes the impact of the POAGS ESOP 
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Table 16: AGS Businesses – Financial position 

   Dec-09 

   
Unaudited 

($'000s) 

 
 

 

Cash  11,150  

Receivables  47,189  

Other  6,061  

Total current assets  64,400  

 

 

 

Property, plant and equipment  158,406  

Goodwill  137,878  

Deferred tax assets  7,873  

Investments and other  5,778  

Total non-current assets  309,936  

Total assets  374,336  

 
 

 

Payables, provisions and accruals  43,540  

Interest bearing liabilities  5,405  

Deferred tax liabilities  1,324  

Other  11,433  

Total current liabilities  61,702  

 
 

 

Interest bearing liabilities  4,609  

Non-interest bearing shareholder loans1  133,059  

Provisions  6,316  

Deferred tax liabilities  1,637  

Total non-current liabilities  145,621  

Total liabilities  207,323  

 
 

 

Net assets  167,013  
     

Source: KFM 

Notes: Non-interest bearing shareholder loans treated as equity for valuation purposes 

POTA  

Table 17: POTA – Financial performance 

  

 

Dec-09 

Unaudited 
($’000) 

Dec-10 

Projection 
($’000) 

    

Revenue  222,823 246,441 

Revenue growth (%)  -1% 11% 
    

EBITDA  26,463 31,121 

Margin (%)  12% 13% 
    

Depreciation & Amortisation  (6,083) (6,324) 
    

EBIT  20,379 24,798 

Margin (%)  9% 10% 
    

Source: KFM  

Notes:  1. Based on management accounts and cash flow projections prepared by management and excludes the impact of the POTA ESOP 
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Table 18: POTA – Financial position 

 Dec-08 
Audited

1
 

($’000) 

Dec-09 
Unaudited

1
 

($’000) 
   

Cash 10,798 14,021 

Receivables 33,791 34,896 

Other 2,892 8,068 

Total Current Assets 47,481 56,985 
   

Property, plant and equipment 59,259 62,698 

Goodwill 15,093 15,093 

FITB 6,463 6,463 

Other 1,345 1,605 

Shareholders loan to JV - 608 

Total Non-Current Assets 82,160 86,467 
   

Total Assets 129,641 143,452 

   
Payables 17,927 32,518 

Employee benefits 6,573 7,105 

Current tax payable 4,365 - 

Total Current Liabilities 28,865 39,623 
   

Interest bearing shareholder loans 5,000 5,000 

Bank loans 8,000 11,000 

Provisions 9,526 - 

Total Non-Current Liabilities 22,526 16,000 
   

Total Liabilities 51,391 55,623 

   

Net Assets 78,250 87,829 

     

Source: KFM, Deloitte analysis 

Note:  1. Adjusted for non-interest bearing shareholder loans classified as equity for our analysis  
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Appendix 3: Valuation methodologies 

Valuation methodologies 

To estimate the fair market value of a unit in KIL, a unit in Qube and the Assets we have considered 

common market practice and the valuation methodologies recommended by ASIC Regulatory Guide 

111, which deals with the content of independent expert‟s reports. These are discussed below. 

Market based methods 

Market based methods estimate a company‟s fair market value by considering the market price of 
transactions in its securities or the market value of comparable companies.  Market based methods 

include: 

 capitalisation of maintainable earnings 

 analysis of a company‟s recent security trading history 

 industry specific methods. 

The capitalisation of maintainable earnings method estimates fair market value based on the 
company‟s future maintainable earnings and an appropriate earnings multiple.  An appropriate 

earnings multiple is derived from market transactions involving comparable companies.  The 

capitalisation of maintainable earnings method is appropriate where the company‟s earnings are 

relatively stable. 

The most recent security trading history provides evidence of the fair market value of the securities in 

a company where they are publicly traded in an informed and liquid market. 

Industry specific methods estimate market value using rules of thumb for a particular industry.  
Generally rules of thumb provide less persuasive evidence of the market value of a company than 

other valuation methods because they may not account for company specific factors.  

Discounted cash flow methods 

Discounted cash flow methods estimate market value by discounting a company‟s future cash flows 

to a net present value.  These methods are appropriate where a projection of future cash flows can be 
made with a reasonable degree of confidence.  Discounted cash flow methods are commonly used to 

value early stage companies or projects with a finite life. 

Asset based methods 

Asset based methods estimate the market value of a company‟s securities based on the realisable 

value of its identifiable net assets.  Asset based methods include: 

 orderly realisation of assets method 

 liquidation of assets method 

 net assets on a going concern basis. 

The orderly realisation of assets method estimates fair market value by determining the amount that 

would be distributed to shareholders, after payment of all liabilities including realisation costs and 

taxation charges that arise, assuming the company is wound up in an orderly manner.  
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The liquidation method is similar to the orderly realisation of assets method except the liquidation 

method assumes the assets are sold in a shorter time frame.  Since wind up or liquidation of the 

company may not be contemplated, these methods in their strictest form may not necessarily be 
appropriate.  The net assets on a going concern basis estimates the market values of the net assets of a 

company but does not take account of realisation costs.  

These asset based methods ignore the possibility that the company‟s value could exceed the realisable 

value of its assets as they ignore the value of intangible assets such as customer lists, management, 

supply arrangements and goodwill.  Asset based methods are appropriate when companies are not 

profitable, a significant proportion of a company‟s assets are liquid, or for asset holding companies.  

Selection of valuation methodologies 

KIL and Qube 

We have estimated the fair market value of both KIL and Qube utilising the sum of the parts 
methodology due to the asset holding nature of the entities.  In applying this approach we have 

undertaken a valuation of each of the Assets and taken into consideration any other net assets held by 

any intermediary holding companies.  To provide additional evidence of the fair market value of a 

unit in KIL and a unit in Qube, we have also considered recent share market trading activity in KIL.   

The Assets  

With the exception of Moorebank, we have valued the Assets using the discounted cash flow 

methodology based on long term cash flow projections prepared by management. We have cross-

checked the outcome of each valuation using the earnings multiple implied by our valuation to 
provide additional evidence of the fair market value of the Assets.  

We have estimated the fair market value of a unit in MIPT, the Moorebank Property (the Property) 
holding trust, using the net assets on a going concern basis.  In doing so, we have relied upon a 

valuation of the property which was prepared by Jones Lang LaSalle as at 28 February 2010.  We 

believe that this is the most appropriate methodology to apply since, at present, KIL & KEL are 

passive investors, with an indirect investment in the Moorebank Property and do not conduct any 
active operations.  We have valued the rights to operate the rail terminal using a discounted cash flow 

approach. 

Option valuation methodologies 

Overview 

A variety of pricing models exist for valuing put and call options.  Broadly, they may be characterised 

as either closed-form solutions or numerical approaches.  Closed-form solutions are usually less 

flexible than numerical approaches and do not allow for all of the features associated with some 
instruments.  We discuss below three models, namely the Black-Scholes model, the Binomial option 

pricing model and the Monte Carlo Simulation. 

Black-Scholes model 

The Black-Scholes option pricing model is typically used to value “plain vanilla” European options 
over shares (i.e. options that can be exercised only at maturity).  It is also used to value American 

options (i.e. options that can be exercised prior to maturity) in circumstances where the value of 

holding the option at a given time is greater than the net present value of cash flows that would be 

generated by immediate exercise. 
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Binomial option pricing model (BOPM) 

The BOPM can be used to value American and European options. It is based on approximating stock 

price movements over time using a discrete binomial model.  The BOPM is implemented by defining 
the upper and lower values of the stock over discrete periods of time.  This may be undertaken by 

reference to a variety of assumptions about the stock value movements.  Under the assumption of no 

dividends, the BOPM approximates the Black-Scholes option pricing model. 

Monte Carlo Simulation 

The Monte Carlo Simulation is a stochastic simulation method used to value American and European 

options.  Under Monte Carlo Simulation a number of random numbers are generated which represent 

the prices of the underlying interest and calculates the derivative (option) value as an average of 

possible derivative (option) values obtained from the simulation.  

Selection of methodology 

We have valued the SBOs using the Black-Scholes option pricing model.  The Black-Scholes option 

pricing model is commonly used where a service based condition applies.   

We have valued the PBOs by determining: 

 the expected payoff from the PBO using the Black-Scholes option pricing model on the basis that 

a service condition applies 

 the number of PBOs that are expected to vest using a Monte Carlo Simulation-based model to test 

the likelihood of POAGS or POTA achieving their respective cumulative and annual targets. 
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Appendix 4: Valuation of the Assets 

1. Overview 

To estimate the fair market value of the Assets using a discounted cash flow methodology requires the 

determination of the following 

 future cash flows 

 an appropriate discount rate to be applied to the cash flows 

 an estimate of the terminal value 

 the value of any surplus assets 

 the level of net debt/(cash) outstanding. 

We consider each of these factors for the Assets as set out below. 

2. Analysis of future cash flows of the Assets 

We have undertaken an analysis of the cash flow projections for the Assets on an individual 
standalone basis as outlined in the sections below.  Our work did not constitute an audit or review of 

the projections in accordance with the Auditing and Assurance Standards Board (AUASB) Standards 

and accordingly we do not express any opinion as to the reliability of the projections or the 

reasonableness of the underlying assumptions.  However, nothing has come to our attention as a result 
of our limited work that suggests that the assumptions on which the projections are based have not 

been prepared on a reasonable basis.  

Since the projections prepared for each of the Assets relate to the future, they may be affected by 

unforeseen events and they depend, in part, on the effectiveness of management‟s actions in 

implementing the projections.  Accordingly, actual results are likely to be different from those 
projected because events and circumstances frequently do not occur as expected, and those 

differences may be material. 

3. Valuation of AGS Businesses  

Due to disclosure restrictions within various shareholder agreements and commercial sensitivity 
considerations, we have presented the valuation of the AGS Businesses on an amalgamated basis.  We 

have however estimated the fair market value of KIL‟s interest in each of the AGS Businesses in the 

relevant sections below.   

3.1 Discounted cash flow valuation 

3.1.1 Future cash flows 

Management have prepared detailed business plans including projections of nominal after tax cash 

flows for the three years up to and including 31 December 2012 for POAGS, NSS and Prixcar and for 

the six years up to and including 31 December 2015 for AAT.  

The key assumptions adopted by management include: 

 growth is assumed to be organic in that forecasts do not include revenues from potential new 

customer contracts, ventures, operations or acquisitions unless otherwise noted 
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 average growth in revenue over the discrete forecast period is primarily driven by factors specific 

to each of the AGS Businesses individually including volume increases in imported motor 

vehicles, sustained international demand for resource commodities and a general increase in trade 

into and out of Australian ports as expected to be driven by general economic conditions  

 earnings margins are expected to expand slightly over the forecast period as revenues increase, 

fixed costs remain stable and variable costs are controlled through cost management programs 

 the corporate tax rate is assumed to remain at 30%.  

We have undertaken an analysis of the cash flow projections for the AGS Businesses on an individual 
standalone basis which included: 

 reviewing the reasonableness of the yearly change in working capital and its observed 

relationship with revenue growth over the discrete forecast period  

 comparing the earnings margins with the current and forecast margins of listed competitors 

 observing recent performance to budget and the drivers of any differentials 

 comparing volume growth assumptions with expected volume growth for containerised and non-

containerised trade and motor vehicle imports 

 comparing the annual forecast capital expenditure with the annual depreciation expense 

 discussions with the management of each of the underlying businesses regarding the process 

undertaken in the preparation of the projections and the assumptions upon which they are based  

 discussion with the management of each of the underlying businesses regarding the capacity to 

support forecast volume growth assumptions.  

The future cash flows associated with POAGS‟ Utah Point venture have been considered separately 

below.  

3.1.2 Discount rates 

The rate used to equate the future cash flows to a present value reflects the risk adjusted rate of return 
demanded by a hypothetical investor.  We have considered each of the AGS Businesses individually 

and have selected a nominal after tax weighted average discount rate to discount the future cash flows 

to their present value.  The underlying assumptions used to derive the individual discount rates for the 

AGS Businesses are outlined in Appendix 5.   

3.1.3 Terminal value 

The terminal value estimates the value of the ongoing cash flows after the forecast period.  We have 

estimated the terminal value based on the forecast cash flows in the 2012 financial year for POAGS, 

NSS and Prixcar and the forecast cash flows in the 2015 financial year for AAT.     

We have normalised, where applicable, the working capital, depreciation and capital expenditure 

based on observed trends over the discrete forecast period and discussions with management on long-
term maintainable positions. 

We have estimated a nominal long-term growth rate of 3.5% for POAGS and 2.5% for each of NSS, 
AAT and Prixcar.  In selecting these growth rates we have considered: 

 the observed historical correlation between Australian GDP growth and industry growth rates of 

port operators, stevedores and motor vehicle imports as well as factors that may impact this 
relationship into the future 

 Prixcar‟s exposure to motor vehicle imports specifically 
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 POAGS‟ exposure to the motor vehicle imports and exports and the resources sector, which is 

expected to experience higher sustained growth over the long term  

 AAT‟s exposure to motor vehicle, container and commodity movement growth and any relevant 

conditions imposed by the ACCC and location restrictions 

 forecast average annual  nominal growth in Australian GDP of 5.9% per annum over the period 

2015 – 2030 by EIU 

 long term growth forecasts for the volume of containerised trade and non-containerised trade 

(containerised trade to increase by 5.4% per annum over the 20 year period to 2024-2025, and 

non-containerised trade to grow at 3.8% p.a. over the same period
13

). 

 the Reserve Bank of Australia‟s long-term target range for inflation of 2% to 3%
14

.  

We have not applied a terminal value in estimating the fair market value of the Utah Point venture.  
The cash flows associated with Utah Point correspond to the lease term of the facility as granted by 

the relevant port authority, comprising a 10 year lease and two five year options to extend.  The Utah 

Point projections are discussed further below.  

3.1.4 Surplus assets 

Surplus assets are those assets owned by a company that are surplus to its main operating activities, 

such as unused property, loans or investments.  Such assets should be valued separately from the main 

operating activities of the company, after adjusting operating results to remove the net income or 

expense generated by the surplus assets.   

We have not identified any surplus assets attributable to the AGS Businesses.  

3.1.5 Valuation: discounted cash flow method 

In our opinion of the fair market value of the AGS Businesses derived using the discounted cash flow 
method is as summarised below.  

Table 19: Summary – discounted cash flow method 

 9  

Low value 

($’000) 

High value  

($’000) 
    

Value of forecast cash flows  156,935 160,799 

Terminal value  423,093 505,258 

Enterprise value of AGS Businesses
1  580,028 666,057 

    

Source: Deloitte analysis 

Note:  

1. Excludes enterprise value of Utah Point venture 

The values of the AGS Businesses are highly sensitive to the respective discount rates and long-term 

growth rates assumed in the discounted cash flow valuation.  We have performed a sensitivity 
analysis applying higher and lower discount rates and long term growth rates to the AGS Businesses 

as summarised in the table below. 

                                                   
13

 BTRE – Working Paper 65 – Container and Ship Movements through Australian Ports 
14

 http://www.rba.gov.au/monetary-policy/inflation-target.html 
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Table 20: Sensitivity analysis 

($’000) Discount rate 

Terminal growth rate +1.0% +0.5% WACC -0.5% -1.0% 

      

-1.0% 520,273 544,934 572,031 601,945 635,140 

-0.5% 538,521 565,232 594,719 627,440 663,961 

Terminal growth rate 558,569 587,639 619,896 655,899 696,343 

+0.5% 580,700 612,504 648,000 687,875 733,000 

+1.0% 605,260 640,260 679,578 724,072 774,849 
            

Source: Deloitte analysis 

Note: 

1. Based on 0.5% increments from mid-point of the WACC for each of the AGS Businesses as outlined in Appendix 5 

The value of the AGS Businesses is most sensitive to the discount rate assumption.  A change to this 

assumption of 0.5% results in a change of approximately 5.5% to the value of the AGS Businesses.  

The value of the AGS Businesses is also sensitive to the terminal growth rate assumed.  A change to 

this assumption of 0.5% results in a change of approximately 4.3% to the value of the AGS 
Businesses.  

3.2 Valuation cross check – implied EBITDA multiple 

We have assessed the reasonableness of our estimate of the fair market value of the AGS Businesses 

by comparing the EBITDA multiple implicit in our fair market value range to trading and transaction 
multiples of comparable companies.  We have specifically excluded the valuation impact of Utah 

Point due to the finite life of the associated cash flow projections based on its existing lease term 

(including option to extend) and uncertainty over the timing of commencement of the venture.  

The median trading and transaction EBITDA multiples for comparable businesses are detailed in 

Appendix 6 and Appendix 7 and are summarised in the table below. 

Table 21: AGS Businesses–Implied EBITDA multiples analysis  

 

Actual 
Aggregated 

2009 

Projection 
Aggregated 

2010 

   100% enterprise value of AGS Businesses1 (mid-point) ($‟000) 623,042 623,042 

EBITDA ($‟000)2 52,880 67,057 

Implied EBITDA multiple (control basis) 11.8x 9.3x 
 

  

Ports and diversified businesses median trading multiples 12.6x 10.0x 

Assumed control premium3 30% 30% 

Ports and diversified business median trading multiples (control basis) 16.4x 13.0x 

   

Ports businesses transaction median multiples4 

 

17.1x 
   

Source: Deloitte analysis 

Notes:  

1. Value is the average of the low and high enterprise values on a control basis and excluding Utah Point 

2. Represents normalised EBITDA based on actual performance for the year to 31 December 2009 and projected performance for the year to 
31 December 2010 on a 100% basis for the AGS Businesses 

3. Australian studies indicate that control premiums range between 20% and 40% of minority values.  We are not aware of any reasons 

which support a discount at the higher or lower end of the range and thus have adopted the mid-point.  Further details on control 
premiums are provided in Appendix 8 

4. Historical multiple based on historical or announced earnings as at the relevant transaction date 
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The EBITDA multiples for the AGS Businesses are lower than the median trading and transaction 

multiples of comparable companies in the ports and automotive industries including diversified 

businesses which operate across a number of related industries (after adjusting for a control premium 
where required).   

Factors contributing to a lower implied multiple for the AGS Businesses compared to that of the 
comparable companies (on a control basis) include: 

 the combined FY10 EBITDA margin for the AGS Businesses of 21% is lower than that of the 

comparable companies which had average and median FY10 EBITDA margins of 31% and 34%, 
respectively.  One factor impacting this is the high level of integration of the comparable 

companies, many of which own the portside land that they operate on and thus retain any margin 

that would normally be paid to land owners (through rent) 

 Asciano is considerably larger than the AGS Businesses and has significantly more diversified 

operations covering port operation, bulk haulage, freight, logistics, stevedoring and rail services.  

DP World, whilst it operates in comparable industries to the AGS Businesses, it is significantly 
more geographically diversified and its Australian operations are typically focused on container 

stevedoring.  As a general rule, larger companies or those who are more diversified operationally 

and geographically trade at higher multiples than smaller companies or those that are less 

diversified, respectively, due to a number of factors including greater analyst coverage, greater 
access to capital and a lower risk profile, hence, we would expect the implied EBITDA multiples 

for the AGS Businesses on a minority basis to be lower than the multiples of DP World and 

Asciano  

 a number  of comparable companies (such as Port of Tauranga and Forth Ports) are in a monopoly 

position within the ports that they operate.  This will support a higher multiple as margins will not 

necessarily be subject to the competitive pressures that other operators face. Whilst AAT is the 
sole operator in some ports, its pricing is subject to a process of approval under the ACCC 

conditions of authorisation  

 the FY09 multiple of the AGS Businesses on a control basis is lower than that observed in the 

comparable transactions identified.  We note however that a majority of these transactions took 

place more than 12 months prior to the Announcement Date and as such may have been subject to 

significantly different prevailing economic conditions. On this basis we have placed limited 
reliance on the implied transaction multiples.  

Given the characteristics of the AGS Businesses, we are of the opinion that the EBITDA multiples 
implied by our estimated enterprise value of the AGS Businesses are supported by the observed 

trading multiples of the identified comparable companies.   

We consider below the net debt, holding company assets, and employee share options of each of the 

AGS Businesses in order to estimate the fair market value of KIL‟s interest in each of these 

businesses.  

3.3 AAT  

To estimate the fair market value of KIL‟s interest in AAT requires the determination of the 

following: 

 the estimated fair market value of the equity in AAT 

 value of other assets and liabilities of the intermediary holding companies  

 consideration of any applicable premium or discount 

 consideration of K-AAT‟s call option over DP World‟s 51% interest in POWM. 

We consider these factors below. 



 

70 

Deloitte: KFM Diversified Infrastructure and Logistics Fund 

 

3.3.1 Estimated equity value of AAT 

We have estimated the equity value of AAT in conjunction with the other AGS Businesses as set out 

above. Based on our analysis we have estimated the value of the equity in AAT to be in the range of 
$240.4 million and $267.2 million. 

3.3.2 Holding company net assets 

KIL has attributable net assets relating to its investment in AAT (excluding the value of the 

investment in AAT) of approximately $0.5 million. These net assets primarily relate to cash and cash 
equivalents.   

3.3.3 Valuation of the call option  

K-AAT currently has a call option over DP World‟s 51% interest in POWM which on 26 March 

2010, KIL announced would be exercised.  Funding for the acquisition is to be raised by a pro-rata 

rights issue to be undertaken by K-AAT. As at the date of this report the level of participation of 
existing K-AAT shareholders in the rights issue is unknown.  KFM has advised that KIL will provide 

any funding shortfall to the extent that any other K-AAT shareholders do not take up their 

entitlement. KIL and KEL have agreed that KEL would not take up its pro-rata share of the K-AAT 
right issue. It is proposed that KIL will take up KEL‟s full entitlement. In the event that the Proposed 

Transaction does not proceed, KEL will have the right to acquire up to 50% of the share of K-AAT 

taken up by KIL as part of this call option exercise process based on KIL‟s investment cost plus an 

agreed funding cost payable to KIL. It is anticipated that completion will take place by June 2010. 

The consideration payable on exercise is set out in the shareholders‟ agreement of POWM based on a 
predefined mechanism. 

We have estimated the fair market value of the call option by comparing the current estimate of the 
exercise price, provided by KFM, to the fair market value of a 51% interest in POWM.  We have 

estimated the fair market value of the call option based on the assumption that it will be exercised 

prior to 30 June 2010 as outlined below.  We have valued the option assuming all shareholders will 

take up their full entitlement. We have assumed that the exercise price of the right provided to KEL to 
acquire 50% of KIL‟s interest is at fair market value and as such have not considered it necessary to 

make any adjustment to KIL‟s pro-rata interest. KIL‟s proportionate share of the value of the call 

option is calculated to be between $3.6 million to $5.5 million based on its 27.1% interest in K-AAT.  

Table 22: AAT call option valuation as at 28 February 2010 

 
Low 

($’000) 
High 

($’000) 

   

Exercise price1
            47,893  47,893  

Fair market value of 51% in POWM2  61,295   68,145  

   

Call option value  13,402   20,253  

KIL’s proportionate share of call option value
3
 3,632  5,488  

   

Source: Deloitte analysis 

Notes: 

1. Exercise price calculated as at 28 February 2010 as calculated by KFM.  The exercise price escalates at 8.25% per annum (calculated 

monthly) and takes into consideration outstanding shareholder loans.   

2. Based on POWM‟s proportional interest in the equity value of AAT and adjusted for other net assets of POWM 

3. Based on KIL‟s 27.1% interest in K-AAT 
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3.3.4 Minority interest discount 

The value derived from the discounted cash flow method reflects the market value for control of a 

company.  The difference between the market value of a controlling interest and a minority interest is 
referred to as the premium for control.  Based on studies of the premiums required to obtain control of 

companies in Australia, it is our opinion that control premiums generally range between 20% and 

40% of the portfolio holding values.  An overview of control premium studies is provided in 
Appendix 8.  

The following factors have been taken into consideration in assessing whether it is appropriate to 
apply a minority interest discount in estimating the value of KIL‟s interest in AAT. 

Factors which support a minority discount at the higher end of the range:  

 KIL and KEL combined hold a 13.3% interest in AAT through K-AAT and POWM 

 K-AAT holds a 49% interest in POWM 

 K-AAT is only entitled to appoint two out of five directors of POWM. 

Factors which support a minority discount at the lower end of the range: 

 at present there are no change of control restrictions attached to POWM‟s interest in AAT 

 major decisions of POWM require the unanimous approval of directors and both shareholders 

(regardless of board composition) 

 KIL and KEL share the same investment manager, KFM which has a history of making 

investment decisions uniformly on behalf of both KIL and KEL.  We have no reason to believe 

this will not continue in the immediate future. 

Based on these considerations, we believe that no minority discount should be applied in assessing the 

value of KIL‟s interest in AAT.  

3.3.5 Marketability discount 

Where two investments are comparable, investors tend to place more value on the investment that is 

more readily tradeable.  Accordingly, it is common to apply a liquidity discount to the value of an 
investment where the investment is closely held and/or there are restrictions upon its sale.  In practice, 

liquidity discounts range between 10% and 30%.  However, there are circumstances where a liquidity 

discount could be significantly in excess of 30% and therefore a discount above this range may be 
appropriate. 

In valuing KIL‟s interest in K-AAT we have considered the following factors in estimating the 
discount for lack of marketability.  

Factors which support a marketability discount at the higher end of the range include: 

 considering the nature of the structure in which the interest is held, it is likely that any sale of an 

interest of this size would take a significantly greater time period than that to dispose of a 

portfolio holding in a comparable listed entity 

 in December 2009, the ACCC granted conditional authorisation to AAT allowing it to continue 

operating its terminals in pre-existing ports.  To the extent this is not taken into account by a 
potential purchaser in the discount rate applied to AAT‟s future cash flows, these conditions may 

detract potential investors. 

Factors which support a marketability discount at the lower end of the range include: 

 KFM have advised us that there are no particular restrictions on the sale of KIL‟s interest in K-

AAT or K-AAT‟s interest in POWM and that it does not anticipate this to change in the 
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foreseeable future.  Our analysis of the various shareholders‟ agreements is consistent with 

KFM‟s views 

 AAT may be considered an attractive investment due to its control over the pre-eminent facilities 

at key ports around the country.  There may be limited availability of such facilities in the future 

due to the scarcity of land at key ports. 

Based on the above factors, and in particular the number of potential buyers who would be interested 

in acquiring a 27.1% interest in K-AAT, we have applied a discount for lack of marketability of 10%.  

3.3.6 Estimated fair market value of KIL’s interest in AAT 

The estimated fair market value of KIL‟s interest in AAT is summarised in the table below. 

Table 23: Fair market value of KIL’s interest in AAT  

 

  Low value 
($'000) 

High value 
($'000) 

    
Enterprise value  238,848  265,713  

Net (debt)/cash  1,524  1,524  

Equity value on a control basis attributable to 

ordinary shareholders 

 240,372  267,237  

    
% interest owned by KIL  6.6% 6.6% 

Proportionate interest in equity value of AAT  15,960  17,743  

Proportionate share of assets and liabilities of 
intermediary entities 

 539  539  

Proportionate share of value of call option  3,632  5,488  

Pro rata value of KIL’s interest   20,130  23,770  

Marketability discount  10.0% 10.0% 

Value of KIL’s interest in AAT  18,117  21,393  

    
 Source: Deloitte analysis 

3.4 POAGS 

To estimate the fair market value of KIL‟s interest in POAGS requires the determination of the 

following: 

 the estimated fair market value of the equity in POAGS 

 the estimated value of the Utah Point venture 

 the estimated value of the POAGS ESOP 

 the value of other assets and liabilities of the intermediary holding companies  

 consideration of any premiums or discounts to be applied to the various interests. 

We consider these factors below. 

3.4.1 Estimated equity value of POAGS 

We have estimated the equity value of POAGS in conjunction with the other AGS Businesses as set 

out above. Based on our analysis we have estimated the fair market value of the equity in POAGS to 

be in the range of $181.6 million and $220.8 million, excluding the values of Utah Point and the 
POAGS ESOP which are outlined below. 
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3.4.2 Utah Point  

Utah Point is yet to commence operations and accordingly we have considered the cash flows 

associated with it independently of POAGS and the AGS Businesses.  

POAGS management has prepared a detailed cash flow projection model covering the term of the 

Utah Point site lease.  The projections include the estimated future capital expenditure required to 
commence operations as well as projected volumes from key customers.  We have used the 

projections for Utah Point as the basis for estimating the net present value of the Utah Point venture. 

The key assumptions adopted by management include the following: 

 revenue from operations are projected to commence in late 2010/early 2011 with growth to be 

initially driven by volume increases.  POAGS has signed initial binding contracts with a number 

of customers which include „take-or-pay‟ elements 

 working capital levels are expected to remain steady over the lease period as a proportion of 

revenue and in year one will reflect the transfer of POAGS‟ existing Port Hedland customers to 

Utah Point 

 major capital expenditure is expected to be incurred in 2010 and 2019, in light of future 

expansion  and will be depreciated on a straight line basis over the remainder of the lease period 

 an adjustment has been made to account for POAGS‟ existing customer base that will transition 

their businesses to Utah Point. 

We have adjusted the discount rate to reflect project execution and commencement timing risks 
associated with the venture.  We understand that management is in the advanced stages of contractual 

negotiations with foundation customers who will effectively be required by the Port Hedland Port 

Authority to transition their shipments to this new facility.  Based on our understanding of the current 

status of the project and discussions with management we have applied a discount rate of 13% to 14% 
in estimating the net present value of the future cash flows of Utah Point.  The factors considered in 

calculating the discount rate for Utah Point are outlined in Appendix 5.   

Based on the above analysis, we estimate the fair market value of Utah Point to be in the range of 

$5.1 million to $8.0 million.   

3.4.3 POAGS ESOP 

As outlined in Section 5.2.2, POAGS currently has an ESOP in place to encourage and reward senior 
management for longevity and for achieving annual and cumulative EBIT targets.   

We have valued the SBOs using the Black-Scholes option pricing model.  The Black-Scholes option 
pricing model is commonly used where service based conditions apply.  We have valued the PBOs by 

determining: 

 the expected payoff from each PBO using the Black-Scholes option pricing model on the basis 

that a service condition applies 

 the number of PBOs that are expected to vest using a Monte Carlo Simulation-based model to test 

the likelihood of POAGS achieving cumulative and annual earnings targets.  

Our assessment of the value of the POAGS ESOP is based on the following key assumptions: 

 the equity value of a share in POAGS on an undiluted control basis, prior to deducting the value 

of the ESOP.  We have specifically excluded the estimated fair market value of Utah Point as 

once this venture becomes operational the POAGS board will reassess all earnings targets 
stipulated in the PBO agreement 

 the exercise price as stipulated in the ESOP agreements 
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 based on discussions with KFM and with reference to the POAGS ESOP agreements, we have 

assumed that the SBOs and PBOs will be exercised at a point in time half way between the 

vesting and expiry dates of each option
15

, January 2012 for options issued to Group 1 and January 

2014 for options issued to Group 2  

 the risk free rate as determined using the Australian Government bond rate with the nearest 

durations to the expected life of the options, sourced from Bloomberg, as at 15 March 2010, and 

converted into a continuously compounded rate of 4.8% for options issued to Group 1 and 5.3% 
for options issued to Group 2 

 the distribution yield calculated based on the historical and future estimated dividend payout ratio 

for POAGS of 75% and the mid-point of the estimated equity value of POAGS on an undiluted 
control basis, converted into a continuously compounded rate of 5.7% per annum 

 the volatility of the options determined by observing the historical trading volatility of 

comparable listed companies in the port operating and stevedoring industry as set out in Appendix 
6.  We have had regard to the average share price volatility of the comparable companies over 

durations similar to the expected life of the options to estimate a future volatility measure of 35%. 

Based on the above assumptions, we have estimated the total value of the POAGS ESOP to be in the 

range of $1.6 million to $2.6 million. 

3.4.4 Holding company net assets 

KIL has attributable net assets (excluding the value of the investment in POAGS and Utah Point) of 
$1.6 million retained within the intermediary holding companies. These net assets primarily relate to 

cash and cash equivalents.   

3.4.5 Minority interest discount 

The following factors have been taken into consideration in assessing whether it is appropriate to 

apply a minority interest discount in estimating the value of KIL‟s indirect interest in POAGS: 

 KIL and KEL combined hold a 54.2% interest in POAGS through K-POAGS  

 K-POAGS holds 100% of the equity in K2, which in turn owns 100% of the issued share capital 

of POAGS.  The board of K2 comprises eight members, all of which are nominated by K-

POAGS.  The board of K-POAGS comprises eight members, with each of KIL, KEL, 

Wilhelmsen and Kawasaki nominating two directors to the board 

 KIL and KEL share the same investment manager, KFM which has a history of making 

investment decisions uniformly on behalf of both KIL and KEL.  We have no reason to believe 

this will not continue in the immediate future. 

Based on these considerations, we believe that no minority interest discount should be applied in 

assessing the value of K-POAGS‟s interest in K2 or KIL‟s interest in K-POAGS.  

                                                   
15

 The POAGS ESOP provides that the SBOs and PBOs must be exercised within two years of the vesting date 
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3.4.6 Marketability discount 

In valuing KIL‟s interest in POAGS we have considered whether it is appropriate to apply a discount 

for lack of marketability.  

Factors which support a marketability discount at the lower end of the range include: 

 as the market is composed of a small number of relatively large participants, consolidation within 

the industry is unlikely.  However the operations of POAGS are sought after due to its strong cash 

flows and low fixed overheads.  On this basis it is likely there would be a number of potential 
buyers for POAGS, or KIL‟s indirect interest in POAGS 

 KFM has advised us that there are limited restrictions on the sale of KIL‟s interest in K-POAGS, 

K-POAGS‟s interest in K2 or K2‟s interest in POAGS and that it does not anticipate this to 
change in the foreseeable future.  Our analysis of the various shareholders‟ agreements is 

consistent with this view.  

Factors which support a marketability discount at the higher end of the range include: 

 considering the nature of the structure in which the interest is held, it is likely that any sale of an 

interest of this size would take a significantly greater time period than that to dispose of a 
portfolio holding in a comparable listed entity. 

Based on the above factors, and in particular the number of potential buyers who would be interested 
in acquiring a 27.1% indirect interest in POAGS, we have applied a discount for lack of marketability 

of 10% to determine the fair market value of KIL‟s interest in K-POAGS. 

3.4.7 Estimated fair market value of KIL’s interest in POAGS 

The estimated fair market value of KIL‟s interest in POAGS is summarised in the table below. 

Table 24: Fair market value of KIL’s interest in POAGS 

  
Low value 

($'000) 
High value 

($'000) 

   

Enterprise value 195,095  234,282  

Net (debt)/cash (13,459) (13,459) 

Equity value on a undiluted control basis 181,636  220,823  

   

Add: Value of Utah Point Venture  5,069  7,970  

Less: Value of POAGS ESOP (1,588) (2,602) 

Equity value on a control basis attributable to ordinary 

shareholders 
185,117  226,191  

   

% interest owned by KIL 27.1% 27.1% 

Proportionate interest in equity value of POAGS 50,167  61,298  

Proportionate share of assets and liabilities of intermediary entities 1,646  1,646  

Pro rata value of KIL’s interest  51,813  62,944  

Marketability discount 10.0% 10.0% 

Value of KIL’s interest 46,632  56,650  

Pro-rata value of shareholder loans 2,138  2,138  

Final value of KIL’s interest in POAGS 48,769  58,787  
  

  

    

 Source: Deloitte analysis 
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3.5 NSS 

To estimate the fair market value of KIL‟s interest in NSS requires the determination of the 

following: 

 the estimated equity value of NSS 

 the value of KIL‟s interest in K-NSS, K-NSS‟s interest O&G and O&G‟s interest in NSS 

 the value of other assets and liabilities of the intermediary holding companies  

 consideration of any premiums or discounts to be applied to the various interests. 

We consider these factors below. 

3.5.1 Equity value of NSS 

We have estimated the equity value of NSS in conjunction with the other AGS Businesses as set out 
above. Based on our analysis we have estimated the fair market value of the equity in NSS to be in the 

range of $78.1 million and $91.8 million.   

3.5.2 Holding company net assets 

KIL has attributable net assets (excluding the value of the investment in NSS) of $0.4 million. These 

net assets primarily relate to cash and cash equivalents.   

3.5.3 Minority interest discount 

The following factors have been taken into consideration in assessing whether it is appropriate to 

apply a minority interest discount in estimating the value of KIL‟s interest in NSS: 

 KIL and KEL combined hold a 38.3% indirect interest in NSS through K-NSS and O&G 

 KIL and KEL share the same investment manager, KFM which has a history of making 

investment decisions in uniform.  We have no reason to believe this will not continue in the 
immediate future 

 the board of K-NSS comprises six directors, two nominated by each of KIL and KEL  

 the board of NSS comprises four directors with two nominated by O&G. 

Based on these considerations we consider that a degree of shared control exists between the relevant 

parties and the interests of shareholders are aligned. As such, we believe that no minority interest 
discount should be applied in assessing the value of KIL‟s indirect interest in NSS.  

3.5.4 Marketability discount 

In valuing KIL‟s interest in NSS we have considered whether it is appropriate to apply a discount for 

lack of marketability.  

Factors which support a marketability discount at the lower end of the range include: 
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 KFM has advised us that there are no particular restrictions on the sale of KIL‟s interest in K-NSS 

or K-NSS‟s interest in O&G and that it does not anticipate this to change in the foreseeable 

future.  Our analysis of the various shareholders‟ agreements is consistent with KFM‟s views 

 since the market is composed of a large number of small participants, consolidation within the 

industry has been observed in the past.  As NSS has a strong market share in some of the ports it 

operates in, it is likely there would be a number of potential buyers for NSS, or KIL‟s interest in 

NSS. 

Factors which support a marketability discount at the higher end of the range include: 

 considering the nature of the structure in which the interest is held, it is likely that any sale of an 

interest of this size would take a significantly greater time period than that to dispose of a 

portfolio holding in a comparable listed entity. 

Taking into account the above factors, and in particular the number of potential buyers who would be 

interested in acquiring a 38.3% interest in K-NSS, which equates to an indirect interest of 19.15% in 

NSS, we have applied a discount for lack of marketability of 10%. 

3.5.5 Estimated fair market value of KIL’s interest in NSS 

The estimated fair market value of KIL‟s interest in NSS is summarised in the table below. 

Table 25: Fair market value of KIL’s interest in NSS 

  

 
Low value 

($'000) 
High value 

($'000) 

   
Enterprise value 86,310  99,988  

Net (debt)/cash (8,213) (8,213) 

Equity value on a control basis attributable to ordinary 

shareholders 

78,097  91,776  

   % interest owned by KIL 19.2% 19.2% 

Proportionate interest in equity value of NSS 14,956  17,575  

Proportionate share of assets and liabilities of intermediary entities 394  394  

Pro rata value of KIL’s interest  15,350  17,969  

Marketability discount 10.0% 10.0% 

Value of KIL’s interest 13,815  16,172  

Pro-rata value of shareholder loans 1,341  1,341  

Final value of KIL’s interest in NSS 15,155  17,513  

   

 Source: Deloitte analysis 

3.6 Prixcar 

To estimate the fair market value of KIL‟s interest in Prixcar requires the determination of the 

following: 

 the estimated equity value of Prixcar 

 the value of KIL‟s interest in KWAL, KWAL‟s interest in KLAL and KLAL‟s interest in Prixcar 

 the value of other assets and liabilities of the intermediary holding companies  

 consideration of any premiums or discounts to be applied to the various interests. 

We consider these factors below. 
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3.6.1 Equity value of Prixcar 

We have estimated the equity value of Prixcar in conjunction with the other AGS Businesses as set 

out above. Based on our analysis we have estimated the fair market value of the equity in Prixcar to 
be in the range of $61.9 million and $68.2 million. 

3.6.2 Holding company net assets 

KIL has attributable net assets within the intermediary holding companies (excluding the value of the 

investment in Prixcar) of $0.3 million. These net assets primarily relate to cash and cash equivalents, 
receivables, payables and tax liabilities.   

3.6.3 Minority interest discount 

We have considered the application of a minority interest discount to KLAL‟s interest in Prixcar, 

KWAL‟s interest in KLAL and KIL‟s interest in KWAL as outlined below.  

KLAL’s interest in Prixcar and KWAL’s interest in KLAL 

The following factors have been taken into consideration in assessing whether it is appropriate to 
apply a minority discount in estimating the value of KLAL‟s interest in Prixcar and KWAL‟s interest 

in KLAL: 

 KLAL and Toll each hold a 50% interest in Prixcar and KWAL and Kawasaki each hold a 50% 

interest in KLAL.  Each of these interests represent a voting interest of 50%.  Interests of 50% are 

generally considered to be neither a control nor a minority position 

 KLAL and Toll as well as KWAL and Kawasaki are jointly and equally entitled to the profits of 

Prixcar and KLAL respectively 

 Prixcar‟s board of directors comprises six directors, three of which are nominated by KLAL and 

three by Toll.  KLAL‟s board of directors also comprises six directors, three of which are 

nominated by KWAL and three by Kawasaki 

 all significant operational and financing decisions of Prixcar and KLAL require the unanimous 

approval of the board of Prixcar and the board of KLAL respectively 

 KLAL and Toll as well as KWAL and Kawasaki have pre-emptive rights over the other‟s interest 

in Prixcar and KLAL, respectively, in the event of a disposal of shares. 

Factors specific to KLAL‟s interest in Prixcar include: 

 the chairperson of the board of Prixcar will alternate between a director appointed by KLAL and a 

director appointed by Toll on a biennial basis 

 the chairperson of the board of Prixcar is not entitled to a casting vote in the event the board is not 

able to reach a unanimous decision. 

Factors specific to KWAL‟s interest in KLAL include: 

 the chairperson of the board of KLAL will alternate between a director appointed by KWAL and 

a director appointed by Kawasaki on an annual basis, beginning with a director nominated by 

Kawasaki 

 the chairperson of the board of KLAL is not entitled to a casting vote in the event the board is not 

able to reach a unanimous decision 

 currently, KLAL has the right to nominate three directors to the board of Prixcar.  At present, 

both Kawasaki and KWAL nominate one director, with the third nominated jointly.   
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KIL’s interest in KWAL 

As KIL and KEL are both managed by KFM, we consider that their investments in KWAL can be 

considered jointly for the purposes of determining if a minority discount should apply to KIL‟s 38.8% 
investment in KWAL.  KIL and KEL hold a combined 77.6% in KWAL, representing a majority or 

controlling stake.  As such, we believe no minority discount should apply in valuing KIL‟s 38.8% 

interest in KWAL. 

KIL’s indirect interest in Prixcar 

Ultimately however, KIL and KEL when considered together, hold a 19.4% indirect interest in 

Prixcar which does not provide them with operational control of Prixcar.  Based on this and the 

factors outlined above, we consider that a minority discount of 20% should be applied to KIL‟s 9.7% 

indirect interest in Prixcar.  

3.6.4 Marketability discount 

We have considered the application of a liquidity discount in our assessment of the fair market value 

of KLAL‟s interest in Prixcar, KWAL‟s interest in KLAL and KIL‟s interest in KWAL as outlined 

below. 

KLAL’s interest in Prixcar and KWAL’s interest in KLAL 

We believe that there is incentive for KLAL and Toll as well as for KWAL and Kawasaki to maintain 

control over Prixcar and KLAL, respectively.  Consequently, we believe there would be a sufficiently 

liquid market for Prixcar and KLAL amongst the existing investors even before considering potential 

external investors.   

KFM have also advised us that there are no significant restrictions on the sale of KWAL‟s interest in 

KLAL or on the sale of KLAL‟s interest in Prixcar.  Our analysis of the various shareholder 
agreements is consistent with KFM‟s views.  On this basis, we have not applied a discount for lack of 

marketability to KLAL‟s 50% interest in Prixcar or to KWAL‟s 50% interest in KLAL. 

KIL’s interest in KWAL 

Although KIL holds an interest of 38.8% in KWAL, which combined with KEL‟s equivalent interest 
equates to a combined interest of 77.6% in KWAL, this interest essentially represents a 19.4% 

holding in the Prixcar operating business as both KLAL and KWAL are investment entities.  On this 

basis, in valuing KIL‟s interest in Prixcar we have considered whether it is appropriate to apply a 
discount for lack of marketability to KIL‟s 9.7% indirect interest in Prixcar. 

Factors which support a marketability discount at the higher end of the range include: 

 considering the nature of the structure in which the interest is held, it is likely that any sale of an 

interest of this size would take a significantly greater time period than that to dispose of a 

portfolio holding in a comparable listed entity 

 KFM have advised that there are certain restrictions on the sale of KIL‟s interest in KWAL with 

respect to potential purchasers.  Our assessment of the shareholder‟s agreement is consistent with 

KFM‟s views. 

Factors which support a marketability discount at the lower end of the range include: 

 as the market is dominated by two large participants, consolidation within the industry is unlikely.  

The operations of Prixcar are also sought after due to their geographic locations, strong cash 

flows and low fixed overheads.  On this basis, it is likely there would be a number of potential 
buyers for Prixcar, or KIL‟s indirect interest in Prixcar. 
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Based on the above factors, and in particular the number of potential buyers who would be interested 

in acquiring a 9.7% indirect interest in Prixcar, we have applied a discount for lack of marketability of 

10%. 

3.6.5 Estimated fair market value of KIL’s interest in Prixcar 

The estimated fair market value of KIL‟s interest in Prixcar is summarised in the table below. 

Table 26: Fair market value of KIL’s interest in Prixcar 

  

  
Low value 

($'000) 
High value 

($'000) 

   

Enterprise value 59,775  66,074  

Net (debt)/cash 2,131  2,131  

Equity value on a control basis attributable to ordinary shareholders 61,906  68,205  

   % interest owned by KIL 9.7% 9.7% 

Proportionate interest in equity value of Prixcar 6,005  6,616  

Proportionate share of assets and liabilities of intermediary entities 339  339  

Pro rata value of KIL’s interest  6,344  6,955  

Minority discount 20.0% 20.0% 

Marketability discount 10.0% 10.0% 

Value of KIL’s interest in Prixcar 4,568 5,008 

   
 Source: Deloitte analysis 

4. Valuation of POTA  

To estimate the fair market value of KIL‟s interest in POTA requires the determination of the 

following: 

 the estimated fair market value of the equity in POTA 

 the estimated value of the POTA ESOP 

 the value of KIL‟s interest in K-POTA and K-POTA‟s interest in POTA 

 the value of other assets and liabilities of the intermediary holding companies  

 consideration of any premiums or discounts applicable to the relevant interests 

 consideration of K-POTA‟s call and put option with DP World. 

We consider these factors below. 

4.1 Estimated equity value of POTA 

As noted above, we have estimated the fair market value of the equity in POTA using a discounted 

cash flow methodology, the components of which are discussed below.  
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4.1.1 Future cash flows 

Management of POTA has prepared a detailed business plan.  The business plan includes projections 

of nominal after tax cash flows for three years up to and including the year ending 31 December 2012.  
These projections have been approved by POTA‟s board of directors.  The key assumptions adopted 

by POTA‟s management in the preparation of the projections are: 

 growth in revenue averaging 10% for the 2010, 2011 and 2012 financial years reflecting growth 

in market share, supported by new contracts or increases in existing contracts. It is assumed that 

contracts with existing customers are renewed upon expiry, or replaced with contracts on similar 

terms 

 earnings margins are expected to expand slightly over the forecast period as revenues increase 

and fixed costs remain stable,  variable costs are maintained through cost management programs 

 corporate tax is assumed to remain constant at 30% 

 cash flows from 2016 onwards are adjusted to take into consideration a non-market rental 

obligation that expires in 2015. 

We have undertaken an analysis of POTA‟s projections which included: 

 reviewing the reasonableness of assumptions such as the yearly change in working capital and its 

relationship with revenue growth over the forecast period 

 comparing the annual forecast capital expenditure with the annual depreciation expense 

 comparing the earnings margins of competitors within the landside port logistics and freight 

forwarding industries 

 observing the company‟s recent performance to budget 

 analysing the growth in revenue in comparison to both GDP and industry expectations  

 discussions with POTA‟s management concerning the process undertaken in the preparation of 

the projections, and the assumptions on which they are based. 

4.1.2 Discount rates 

The discount rate used to equate the future cash flows to a present value reflects the risk adjusted rate 

of return demanded by a hypothetical investor.  We have selected a nominal after tax discount rate in 

the range of 12.0% to 13.0% to discount the future cash flows of POTA to their present value. Further 
underlying assumptions used to derive this discount rate are set out in Appendix 5. 

4.1.3 Terminal value 

The terminal value estimates the value of the ongoing cash flows after the forecast period.  We have 

estimated the terminal value based on the forecast cash flows in the 2012 financial year, the discount 

rate and an estimate of the long-term cash flow growth rate. It is assumed that contracts with existing 
customers are renewed upon expiry, or replaced with contracts on similar terms. 

We have estimated a nominal long-term growth rate of 3.5%.  In selecting this amount we had regard 
to the factors outlined in Appendix 5, Section 3.1.3.  

4.1.4 Surplus assets 

We have identified POTA‟s outstanding executive option loans of $4 million as future receivables 

that are not attributable to the enterprise value of POTA.   
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4.1.5 Net debt 

POTA‟s net debt at 31 December 2009 was as follows:  

Table 27: Net debt 

  ($’000) 

   

Interest bearing liabilities - bank loans  11,000 

Interest bearing liabilities - shareholder loans1  5,000 

Non-interest bearing liabilities - shareholder loans1  5,113 

Less: LCT debt2  (5,200) 

Less: cash  (14,021) 

Net debt  1,892 

   

Source:  KFM, Deloitte analysis 

Note:    

1. Shareholder loans are not contributed equally by POTA shareholders and are therefore included in net debt 

2. Relates to bank debt for locomotives, which has been subject to a sale and leaseback transaction 

4.1.6 Valuation: discounted cash flow method 

In our opinion the fair market value of POTA derived using the discounted cash flow method is as 

summarised below.  

Table 28: Summary – discounted cash flow method 

 
Low value 

($’000) 
High value  

($’000) 

   

Value of forecast cash flows 47,293 47,945 

Terminal value 189,643 216,894 

Enterprise value of POTA 236,936 264,840 

Net debt  (1,892)  (1,892) 

Surplus assets  4,002   4,002  

Equity value of POTA (on a control basis) excluding the ESOP 239,046 266,950 

   

Source: Deloitte analysis 
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The value of POTA is highly sensitive to the discount rate and long term growth rate assumed in the 

discounted cash flow valuation of POTA.  We have performed a sensitivity analysis applying higher 

and lower discount rates and terminal growth rates as set out in the following table.  

Table 29: Sensitivity analysis of estimated enterprise value of POTA  

($’000) Discount rate 

Terminal 

growth rate 
13.50% 13.00% 12.50% 12.00% 11.50% 

      

2.50% 207,991 217,918 228,843 240,924 254,355 

3.00% 216,131 226,951 238,917 252,218 267,091 

3.50% 225,085 236,936 250,110 264,840 281,419 

4.00% 234,982 248,030 262,619 279,040 297,657 

4.50% 245,978 260,429 276,693 295,133 316,215 

      

Source: Deloitte analysis 

The value of POTA is most sensitive to the discount rate assumption.  A change to this assumption of 

0.5% results in a change of approximately 6% to the value of POTA.  

The value of the POTA is also sensitive to the terminal growth rate assumed.  A change to this 

assumption of 0.5% results in a change of approximately 5% to the value of the POTA.  

4.1.7 Valuation cross check – implied EBITDA multiple 

To assess the reasonableness of our estimate of the fair market value of POTA we have compared the 

EBITDA multiple implicit in our fair market value range to trading and transaction multiples of 

comparable companies.  We have utilised the company‟s EBITDA multiple for 2009 and 2010 

onwards.   

The implied earnings multiples provide only limited guidance in relation to POTA‟s fair market value 

as there is a limited number of listed companies which undertake only landside port logistics.  The 
earnings multiples of these comparable companies are influenced by a range of factors including 

capacity constraints, the level of national regulation and the level of undeveloped property assets. 
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The average trading and transaction EBITDA multiples for comparable businesses and transactions 

are detailed in Appendix 6 and Appendix 7, respectively and are summarised in the table below. 

Table 30: POTA – Average EBITDA multiples analysis  

 

Actual 

2009 

Projection 

2010 
   

100% enterprise value of POTA (mid-point) ($‟000) 250,888 250,888 

EBITDA ($‟000) 26,463 31,121 

Implied EBITDA multiple (on a control basis) 9.5x 8.1x 
 

  

Transportation/logistics businesses 

  Average trading multiple – Australia/New Zealand  6.1x   6.6x  

Average trading multiple - International  13.5x   11.5x  

Assumed control premium1 30% 30% 

Average trading multiple – Australia/New Zealand (control basis) 7.9x 8.6x 

Average trading multiple – International (control basis) 17.6x 15.0x 

   Average comparable transactions multiple2 

 

n/m 

   
Source: Deloitte analysis 

Notes: 

1. Australian studies indicate that control premiums range between 20% and 40% of minority values.  We are not aware of any reasons 

which support a discount at the higher or lower end of the range and thus have adopted the mid-point.  Further details on control 

premiums are provided in Appendix 8 

2. This is a historical multiple based on historical or announced earnings as at the transaction date 

The implied EBITDA multiples for POTA are comparable to the trading multiples for Australian and 
New Zealand comparable companies (after adjusting for a control premium).  However they are lower 

than the trading multiples for international comparable companies (after adjusting for a minority 

discount). There are no sufficiently comparable transaction multiples in the transportation/logistics 
industry, as such we have not had regard to comparable transaction multiples. 

 of the comparable companies in the Australian/New Zealand transportation subsector that have 

broker earnings forecasts (refer Appendix 6), we are of the opinion that Toll Holdings & K&S 
Corp are the most comparable companies when considering national footprint, nature of 

operations and country of operations 

 we note that POTA is similar in size to K&S Corp but smaller than Toll Holdings.  In general, 

smaller companies trade at lower multiples to larger companies for a variety of reasons including 

less analyst coverage, less access to capital and a higher risk profile.  This may explain why 

POTA and K&S Corp‟s are at a lower multiples, are lower than the multiple of Toll Holdings  

 factors that may lead to K&S Corp having lower multiples than POTA is the increased risk with 

its reliance on steel volumes following its expansion into Western Australia as well as the 

dependence on subcontractors, which may place downward pressure on margins 

 furthermore, through its related entities such as POAGS, POTA can offer its customers a suite of 

services including stevedoring, container parks, road transport, rail transport, storage and freight 

forwarding unlike smaller Australian comparables such as K&S Corp and Lindsay Australia. This 
integrated offering will, in many instances, result in higher margins and less profit leakage 

leading to a higher trading multiple. 
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Factors supporting POTA having a lower multiple than its international peers include: 

 some of the US and European comparables are currently trading higher than their historical 

average multiple as they are in a cyclically depressed market based on their domestic economies 

 as discussed above, smaller companies trade at lower multiples and the large size of several 

international companies, including Panalpina Weltransport, Glovis Co, Hamburger Hafen und 

Logistik and HUB Group may explain higher multiples. The EBITDA multiples implicit in our 
valuation are consistent with what we would expect given the growth profile in earnings, the 

nature of the business and the timeframe over which the growth in the business is expected to be 

achieved.   

4.1.8 POTA ESOP 

As noted in Section 5.5.3, POTA has an ESOP in place to retain senior management. These options 

are subject to service based conditions only. 

We have valued the options issued under the POTA ESOP using the Black-Scholes option pricing 

model.  The Black-Scholes option pricing model is commonly used when estimating the fair market 

value of employee options with service based conditions.   

Our assessment of the value of the ESOP is based on the following key assumptions: 

 the equity value of a share in POTA on an undiluted control basis as estimated above, prior to 

deducting the value of the ESOP which is $1.16 to $1.30  

 the exercise price as stipulated in the POTA ESOP agreements 

 based on discussions with KFM and with reference to the POTA ESOP agreements, we have 

assumed that the SBOs and PBOs will be exercised at a point in time half way between the 

vesting and expiry dates of each option  

 the risk free rate as determined using the Australian Government bond rate with the nearest 

durations to the expected life of the options, sourced from Bloomberg, as at 15 March 2010, 

converted into a continuously compounded rate 

 the distribution yield of 5.9% per annum calculated based on the historical and future estimated 

dividend payout ratio for POTA of 75% and the mid-point of the estimated equity value of POTA 

on an undiluted control basis, converted into a continuously compounded rate  

 the volatility of the options determined by observing the historical trading volatility of 

comparable listed companies in the port operating and stevedoring industry as set out in 

Appendix 6.  We have had regard to the average share price volatility of the comparable 
companies over durations similar to the expected life of the options to estimate a future volatility 

measure of 40% 

 the POTA ESOP is subject to an employee share scheme trust arrangement which should result in 

a tax deduction for the associated expense. 

Based on the above assumptions, we have estimated the total value of the POTA ESOP to be in the 

range of $10.7 million to $12.7 million. 
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4.1.9 Conclusion 

In our opinion the value of POTA derived using the discounted cash flow method is as summarised in 

the following table. 

Table 31: Summary – discounted cash flow method 

 

Low value 

($’000) 

High value  

($’000) 

   

Value of forecast cash flows 47,293 47,945 

Terminal value 189,643 216,894 

Enterprise value of POTA 236,936 264,840 

Net debt  (1,892)  (1,892) 

Surplus assets  4,002  4,002 

Equity value of POTA (on a control basis) excluding the ESOP 239,046 266,950 

   

Value of ESOP  (10,714)  (12,687) 

Equity value of POTA (on a control basis) attributable to 

ordinary shareholders 

228,331 254,263 

   

Source: Deloitte analysis 

4.2 Valuation of KIL’s interest in POTA 

4.2.1 K-POTA call option  

We have used a Monte Carlo Simulation-based model to determine the likely payoff from the call 

option issued by DP World to K-POTA.  The call option provides K-POTA with the right to acquire 

50% of DP World‟s equity in POTA based on the earnings in the year of exercise and an agreed 
multiple. 

The value of the call option is therefore dependent upon the following key variables: 

 POTA‟s earnings 

 the differential between a market based multiple and the agreed multiple 

 the likely date of exercise. 

We discuss these assumptions and other relevant assumptions below. 

Assumptions used in the valuation model 

We have incorporated the following assumptions in estimating a value for the K-POTA call option. 

Exercise date 

Following discussions with management, we have assumed that the call option will be exercised on 

1 January 2011. 

Exercise price 

The exercise price is dependent upon the date upon which the option is exercised.  It is calculated as 

the higher of a floor price and a predefined multiple of normalised EBIT (8.5 times prior year 

normalised EBIT) or normalised EBITDA (7.0 times prior year normalised EBITDA). 
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The call option will have a positive value at the exercise date (and the valuation date) if the implied 

market multiple exceeds the agreed multiple at that time.  If a market multiple at the exercise date is 

less than the agreed multiple, we assume that K-POTA will not elect to exercise the call option.  The 
absolute value of the option is driven by the level of earnings in the year of exercise. 

We have conservatively performed the simulation using the basis that derives the lower value for the 
option. 

Market multiple 

The table below sets out the assumptions that we have made in assessing the range of market 

multiples that may apply at the exercise date, together with associated probabilities.   

Table 32: Market multiple probabilities 

EBITDA 
Multiple 

 
Probability (%) 

   

5.0x  5.0% 

6.0x  10.0% 

7.0x  20.0% 

8.0x  25.0% 

9.0x  30.0% 

10.0x  10.0% 
   

Source:  Deloitte analysis 

In determining the above distribution, we have considered the following: 

 the multiples that we observe in the market place and implicit in our valuation of POTA 

 the long term growth prospects for the company. 

In respect of the multiples, we have had regard to the following: 

 the terminal EBITDA multiple (2013) implied by the POTA discounted cash flow analysis of 

6.2 times 

 the average current EBITDA multiple of listed logistics comparables from Australia and New 

Zealand of 6.7 times 

 the exercise EBITDA multiple from the shareholders agreement of 7.0 times 

 the current EBITDA multiple implied by the DCF valuation of 8.1 times 

 the average historical EBITDA multiple of transactions in the logistics industry of 9.0 times 

 the average current EBITDA multiple of listed freight forwarding companies of 12.6 times. 

Expected earnings at the exercise date 

In assessing future earnings, we have applied an earnings volatility of approximately 20%. We have 

had regard to forecast earnings volatility between 2010 and 2012 for POTA in forming our view on 
expected earnings volatility. 

WACC 

We have discounted the expected future payoff from the call option using POTA‟s mid-point WACC 

of 12.5%, to recognise the risks inherent in the company‟s operations.  
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Other assumptions 

Based on discussions with management, we have adjusted the exercise price to take into account the 

contributions made by acquisitions undertaken by POTA subsequent to the date the call option was 
written as stipulated in the shareholders agreement. 

Valuation summary 

Based on the above parameters the fair market value of K-POTA‟s call option over 50% of DP 

World‟s equity in POTA is $7.5 million. 

4.2.2 DP World put options 

Under the terms of the POTA shareholders‟ agreement DP World may put an interest comprising 

either 50% or 100% of DP World‟s equity in POTA to K-POTA.   We have calculated the value of 

the put option on the same basis as the call option.  Based on discussions with management and 

considering the sensitivity of the exercise date on the put option value, we are of the opinion that it is 
reasonable to use an exercise date of 1 January 2011. Based on the parameters defined above, the fair 

market value of the put option granted by K-POTA to DP World over 50% of DP World‟s equity in 

POTA is $(1.3) million. 

4.2.3 Holding company net assets 

At 31 December 2009, K-POTA held $5.9 million in net assets (excluding the value of the investment 

in POTA). 

4.2.4 Minority interest discount 

The following factors have been taken into consideration in assessing whether it is appropriate to 

apply a minority interest discount in estimating the value of KIL‟s indirect interest in POTA: 

 KIL and KEL combined hold a 47.2% interest in POTA through K-POTA and have replaced the 

management team that was in place when DP World controlled the company. Management owns 

5.5% of POTA through the recent exercise of options. Given their common investment manager 
(KFM), KIL and KEL are likely to make uniform decisions relating to POTA 

 K-POTA holds a Call Option allowing it to increase its interest in POTA to 75% at any time after 

1 January 2011 

 K-POTA‟s interest may also increase if DP World chooses to put either 25% or 50% of POTA to 

K-POTA. 

Based on these considerations, we believe that no minority interest discount should be applied in 

assessing the value of K-POTA‟s interest in POTA.  

4.2.5 Marketability discount 

In valuing KIL‟s indirect interest in POTA we have considered whether it is appropriate to apply a 

discount for lack of marketability.  

Factors which support a marketability discount at the lower end of the range include: 

 since the market is composed of a large number of small participants, consolidation within the 

industry has been observed in the past.  As POTA is one of only two participants with national 
coverage, it is likely there would be a number of potential buyers for POTA, or KIL‟s interest in 

POTA 
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 KFM have advised us that there are no particular restrictions on the sale of KIL‟s interest in K-

POTA or K-POTA‟s interest in POTA and that it does not anticipate this to change in the 

foreseeable future.  Our analysis of the various shareholders‟ agreements is consistent with 

KFM‟s views 

 the company is expected to generate strong cash flows and to maintain a dividend payout ratio of 

50% to 75%, as mandated by the shareholders‟ agreement.  

Factors which support a marketability discount at the higher end of the range include: 

 considering the nature of the structure in which the interest is held, it is likely that any sale of an 
interest of this size would take a significantly greater time period than that to dispose of a 

portfolio holding in a comparable listed entity. 

Based on the above factors, and in particular the number of potential buyers who would be interested 

in acquiring a 25% interest in K-POTA, we have applied a discount for lack of marketability of 10%.  

4.3 Estimated fair market value of KIL’s interest in POTA 

Our estimate of the fair market value of KIL‟s interest in POTA through K-POTA is set out below: 

Table 33: Summary – KIL’s equity valuation of POTA  

 10  
Low value 

($’000) 
High value  

($’000) 

    

Equity value of POTA (on a control basis)  239,046 266,950 

    

Less: Value of the ESOP   (10,714)  (12,687) 

Equity value of POTA (on a control basis) attributable 

to ordinary shareholders 

 228,331 254,263 

     

% interest in POTA‟s ordinary shares owned by K-POTA  47.2% 47.2% 

Value of equity in POTA owned by K-POTA  107,772 120,012 

Value of the Put Options   (1,306)  (1,306) 

Value of the Call Option   7,508  7,508 

Other assets and liabilities in K-POTA  5,915 5,915 

Equity value of K-POTA  119,890 132,129 

     

% interest in K-POTA owned by KIL  50% 50% 

Pro rata value of KIL’s 50% interest in K-POTA   59,945 66,065 

Marketability discount  10% 10% 

Value of KIL’s diluted interest in POTA   53,950 59,458 

Pro rata value of KIL‟s shareholder loan to K-POTA  1,250 1,250 

Value of KIL’s interest in POTA  55,200 60,708 

    

Source: Deloitte analysis 
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5. Moorebank 

To estimate the fair market value of KIL‟s interest in Moorebank requires the determination of the 

following: 

 the estimated value of the Property 

 the value of other assets and liabilities of the intermediary holding companies  

 consideration of any premiums or discounts applicable to the relevant interests 

 consideration of value of KIL‟s interest in the future operating rights of the intermodal terminal. 

We consider these factors below. 

5.1 Value of the Property 

MIPT‟s main asset is its investment in the Property.  As at 31 December 2009, the Property was 
carried at a market value as estimated by the majority unitholder in MIPT. We have engaged an 

independent property valuer, Jones Lang LaSalle (JLL) to prepare a valuation report as at 28 February 

2010 for the purpose of this independent expert report (Property Valuation Report).  The table below 
summaries the methodology and outcome as presented in the Property Valuation Report. 

Table 34: Summary of Moorebank Property valuation as at 28 February 2010 

 

Independent Valuation 

  Date of valuation 28 February 2010 

Valuation approaches DCF & Capitalisation Approach 

Valuation (100%) freehold interest $241,000,000 

  
Source: Jones Lang LaSalle 

A full description of the Property is set out in Section 5.5. 

We have undertaken an analysis of the Property Valuation Report prepared as at 28 February 2010 

and have concluded that: 

 JLL is independent from KIL, KEL, Stockland and QR Rail based upon statements included in 

the valuation reports and that there were no restrictions on their scope 

 the report was prepared by individuals who have sufficient qualifications and experience to 

provide an informed opinion of the fair market value of assets of this nature 

 the valuation methods used in the property valuation do not appear unreasonable considering the 

nature of the Property 

 the assumptions and valuation metrics used do not appear unreasonable or inappropriate for the 

purpose of estimating the fair market value of the Property 

 nothing has come to our attention that would cause us to make any adjustments for any valuation 

movements since 28 February 2010.   

5.2 Cross check – acquisition price  

The value of the Property as determined by JLL of $241 million is less than the implied acquisition 
price paid by KIL in December 2007 of $301 million (on a 100% basis), excluding the rights to 

operate a rail terminal. 
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This represents a decline in market value of 15.1% over the period from December 2007 to February 

2010. During discussions with JLL they noted that a decline of this size is not inconsistent with 

general property market trends for a property of this size and nature as demand for industrial property 
within this geographical segment has not recovered to levels observed prior to the global financial 

crisis. 

We consider the valuation conclusion expressed in the Property Valuation Report to be reasonable. 

5.3 Net liabilities 

We have identified $25,695 in net liabilities within MIPT.  This comprises cash and receivables net of 

accruals, provisions and other liabilities.  

5.4 Valuation: net assets method 

In our opinion the fair market value of MIPT derived using the net assets method is as summarised 
below.  

Table 35: Summary – net assets method 

 

Low value 

($’000) 

High value  

($’000) 

   

Value of Moorebank Property 241,000 241,000 

Surplus assets1  (26)  (26) 

Equity value of MIPT 240,974 240,974 

   

Source: Deloitte analysis 

Notes:  1. No net debt has been observed 

Valuation of KIL’s interest in MIPT 

KIL owns 15% of the total units in MIPT through KILPI. KILPI also owns a proportion of the right to 

operate the proposed rail terminal to be located at the site of the Property. This is discussed below. 

5.5 Rights to operate rail terminal 

We have valued these separately using a discounted cash flow approach.  These rights were not 
included in the valuation of the Property undertaken by JLL. 

In valuing this right, we have reviewed a detailed cash flow model which was prepared by KFM for 
the purpose of assessing the initial investment decision in relation to Moorebank.  The model 

incorporates the following assumptions: 

 the terminal operations will commence in 2012 with the facility operating at maximum capacity 

(1 million twenty foot unit equivalents) by 2023. The forecasts are for the period to 2031 which 

corresponds with the term of KILPI‟s right to operate the terminal 

 volumes are driven by the forecast container trade flow from Port Botany in Sydney and assume 

a growth in the proportion of containers moved by rail from the current rate of 20% to 40% in 

2031 

 revenue per unit of capacity and expenses are expected to grow at a rate of 5% per annum 

 charges including movement, storage and access and expenses including access fees and labour 

are based on an analysis of current market prices and KFM‟s experience with the other Assets 
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 there is no capital expenditure forecast in the cash flow projections. KFM is of the view that 

capital expenditure will be incurred by MIPT and passed on to customers of the terminal facility 

on a per use basis. KFM expects this to be net present value neutral 

 margins are expected to remain constant over the duration of the forecast period driven by the 

high level of variable costs associated with the operations. 

5.6 Discount rate 

In developing the discount rate to apply to the cash flows we have considered the discount rates used 

in estimating the fair market value of the Assets and the additional risks associated with a start-up 
venture of this nature and achieving forecast cash flows. 

Investors in early stage investments, such as the rights to operate a rail terminal at Moorebank, 
usually require higher rates of return than investors in mature investments.  Venture capitalists are a 

common source of equity capital for early stage investments.  The Australian Venture Capital Guide 

provides the following indicative guidelines for their required rate of return. 

Table 36: Venture capital required rates of return 

Methodology Required rate of return 

  

Starting a new business 30.0% to 40.0% 

Expanding a business, management buy-outs or buy-ins 20.0% to 30.0% 

  

Source: Australian Venture Capital Guide 2006 

These rates of return are significantly higher than those required for investments in mature listed 

companies.  The reason that the discount rate required for an early stage company is different to that 
required for a mature company is because the relationship between business risks, finance risks and 

the cost of equity changes as a company progresses from an early stage to a mature phase.  This 

relationship is illustrated in the following figure. 

Figure 16: Business risks, finance risks and cost of equity 

Phase 
Funding 

requirements 
Business  

risk 
Finance  

risk 
Cost of  
equity 

     

Pre-build Low/Zero High High (but low debt) High 

 

 

    

Build Peak  High High 

     

Consolidation    Medium 

     

Stabilise Low Low Low Low 

     

Source:  Adapted from The Valuation of Businesses, Shares and Other Equity, 3rd edition, W Lonergan 
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We are of the opinion that the discount rate should be at the lower end of the range presented above. 

The high end of the range is often applied to new ventures in new markets with relatively 

inexperienced management teams. KIL has significant knowledge and experience in the relevant 
industry and similar businesses evidenced through its operation of the Yennora rail terminal.  The 

risks involved, as set out below are not considered sufficient to warrant a discount rate at the higher 

end of the range as: 

 risk associated with the timing of commencement of operations. Commencement of operations by 

2012 is highly dependent on the current tenant of the Property vacating the premises in 2011 and 

not taking up the lease renewal option which as the potential to extend the lease term to 2023 

 uncertainty over timing and quantum of capital expenditure charges. As noted above, the forecast 

free cash flows do not account for future capital expenditure associated with the development of 

the terminal. It is expected that these charges will be passed on to end users through a separate 
unit charge 

 uncertainty over associated infrastructure. For the terminal to operate at optimal efficiency it 

requires the completion of the SSFL to provide a dedicated link to Port Botany and the 
construction of connecting infrastructure. Any delay in the construction of this rail line could 

impact the timing of commencement of the terminal and reaching the forecast volumes and hence 

cash flows. 

We have applied a discount rate of 22% to 25% to discount the forecast free cash flows associated 

with the rights to operate the terminal. 

Based on this analysis we have estimated the fair market value of the future right to operate the 

terminal to be in the range of $3.5 million to $4.5 million. 

5.7 Holding company net assets 

At 31 December 2009, KILPI held $23.0 million in net liabilities in addition to the investment in 

MIPT. 

5.8 Minority interest discount 

The Property is effectively a passive investment that earns a rental yield based on its current rental 

agreement. It could be argued that any potential purchaser of an interest in MIPT or the Property 
would have regard to the yield to be generated from the property in estimating the consideration it 

would be willing to pay. On the basis that minority interests in properties usually change hands at 

prices equivalent to a pro-rata interest in the value of the whole we have not applied minority interest 
discount to KIL‟s interest in KILPI and consequently MIPT. 

5.9 Marketability discount 

In valuing KIL‟s interest in MIPT through its holding company KILPI, we have considered whether it 

is appropriate to apply a discount for lack of marketability.  

Factors which support a marketability discount at the lower end of the range include: 

 it is likely that one of the existing MIPT unitholders would purchase KIL‟s MIPT units should it 

seek to dispose of them 

 based on the future potential of the Property site given its proximity to the M2 and M5 highways 

and when completed, the SSFL, it is likely that there would be a high level of demand for MIPT 
and its assets 

Factors which support a marketability discount at the higher end of the range include: 
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 considering the nature of the structure in which the interest is held, it is likely that any sale of an 

interest of this size would take a greater time period than that to dispose of a portfolio holding in a 

comparable listed entity 

 the MIPT agreement specifies a number of conditions that are required to be satisfied prior to the 

sale of any MIPT units including pre-emptive rights and restrictions on dealings in units. 

Based on the above factors, and in particular the number of potential buyers who would be interested 
in acquiring a 15% interest in MIPT, we have applied a discount for lack of marketability of 10%.  

5.10 Conclusion 

Our estimate of the fair market value of KIL‟s interest in MIPT through KILPI is set out below: 

Table 37: Summary – KIL’s equity valuation of MIPT  

 11  
Low value 

($’000) 
High value  

($’000) 

    

Equity value of MIPT  240,974 240,974 

% interest in MIPT's units owned by KILPI  15.0% 15.0% 

Value of Units in MIPT owned by KILPI  36,150 36,150 

    

Value of operating rights held by KILPI   3,500   4,500  

Other assets & liabilities held by KILPI   (22,977)  (22,977) 

Equity Value of KILPI   16,673  17,673 

    

Marketability discount  10.0% 10.0% 

KIL's interest in KILPI  15,006 15,906 

    

Source: Deloitte analysis 
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Appendix 5: Discount rate  

The discount rate used to equate the future cash flows to their present value reflects the risk adjusted 

rate of return demanded by a hypothetical investor for the asset or business being valued.   

Selecting an appropriate discount rate is a matter of judgement having regard to relevant available 

market pricing data and the risks and circumstances specific to the asset or business being valued.   

Whilst the discount rate is in practice normally estimated based on a fundamental ground up analysis 
using one of the available models for estimating the cost of capital (such as the Capital Asset Pricing 

Model (CAPM)), market participants often use less precise methods for determining the cost of 

capital such as hurdle rates or target internal rates of return and often do not distinguish between 

investment type or region or vary over economic cycles.   

Since our definition of fair market value is premised on the estimated value that a knowledgeable 

willing buyer would attribute to the asset or business, our selection of an appropriate discount rate 
needs to consider that buyers incorporate other alternatives to the typical CAPM approach in 

estimating the cost of capital.  

For ungeared cash flows, discount rates are determined based on the cost of an entity‟s debt and 

equity weighted by the proportion of debt and equity used.  This is commonly referred to as the 

weighted average cost of capital (WACC).   

The WACC can be derived using the following formula: 

The components of the formula are: 

Ke = cost of equity capital 

Kd = cost of debt 

tc = corporate tax rate 

E/V = proportion of enterprise funded by equity 

D/V = proportion of enterprise funded by debt 

The adjustment of Kd by (1- tc) reflects the tax deductibility of interest payments on debt funding.  

The corporate tax rate has been assumed to be 30%, in line with the Australian corporate tax rate. 

Cost of equity capital (Ke) 

The cost of equity, Ke, is the rate of return that investors require to make an equity investment in a 

firm.  

We have used the CAPM to estimate the Ke for the Assets.  CAPM calculates the minimum rate of 

return that the company must earn on the equity-financed portion of its capital to leave the market 

price of its shares unchanged.  The CAPM is the most widely accepted and used methodology for 

determining the cost of equity capital. 

The cost of equity capital under CAPM is determined using the following formula: 
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The components of the formula are: 

Ke = required return on equity 

Rf = the risk free rate of return 

Rm = the expected return on the market portfolio 

β = beta, the systematic risk of a stock  

α = specific company risk premium 

Each of the components in the above equation is discussed below. 

Risk free rate (Rf) 

The risk free rate compensates the investor for the time value of money and the expected inflation rate 

over the investment period.  The frequently adopted proxy for the risk free rate is the long-term 
government bond rate.  

In determining Rf we have taken the five day average 10-year zero-coupon Australian Government 
Bond yield on 15 March 2010 of 5.8%.  The 10-year bond rate is a widely used and accepted 

benchmark for the risk free rate in Australia.  This rate represents a nominal rate and thus includes 

inflation. 

Equity market risk premium (EMRP) 

The EMRP (Rm – Rf) represents the risk associated with holding a market portfolio of investments, 

that is, the excess return a shareholder can expect to receive for the uncertainty of investing in equities 

as opposed to investing in a risk free alternative.  The size of the EMRP is dictated by the risk 
aversion of investors – the lower (higher) an investor‟s risk aversion, the smaller (larger) the equity 

risk premium. 

The EMRP is not readily observable in the market and therefore represents an estimate based on 

available data.  There are generally two main approaches used to estimate the EMRP, the historical 

approach and the prospective approach, neither of which is theoretically more correct or without 

limitations.  The former approach relies on historical share market returns relative to the returns on a 
risk free security; the latter is a forward looking approach which derives an estimated EMRP based on 

current share market values and assumptions regarding future dividends and growth. 

In evaluating the EMRP, we have considered both the historically observed and prospective estimates 

of EMRP. 

Historical approach 

The historical approach is applied by comparing the historical returns on equities against the returns 
on risk free assets such as Government bonds, or in some cases, Treasury bills.  The historical EMRP 

has the benefit of being capable of estimation from reliable data; however, it is possible that historical 

returns achieved on stocks were different from those that were expected by investors when making 
investment decisions in the past and thus the use of historical market returns to estimate the EMRP 

would be inappropriate.   
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It is also likely that the EMRP is not constant over time as investors‟ perceptions of the relative 

riskiness of investing in equities change.  Investor perceptions will be influenced by several factors 

such as current economic conditions, inflation, interest rates and market trends. The historical risk 
premium assumes the EMRP is unaffected by any variation in these factors in the short to medium 

term. 

Historical estimates are sensitive to the following: 

 the time period chosen for measuring the average 

 the use of arithmetic or geometric averaging for historical data 

 selection of an appropriate benchmark risk free rate 

 the impact of franking tax credits 

 exclusion or inclusion of extreme observations. 

The EMRP is highly sensitive to the different choices associated with the measurement period, risk 

free rate and averaging approach used and as a result estimates of the EMRP can vary substantially.  

We have considered the most recent studies undertaken by the Centre for Research in Finance at the 

Australian Graduate School of Management (AGSM), Morningstar Inc (Morningstar), ABN 

AMRO/London Business School and Aswath Damodaran (Damodaran).  These studies generally 
calculate the EMRP to be in the range of 5% to 8%.   

Prospective approach 

The prospective approach is a forward looking approach that is current, market driven and does not 

rely on historical information.  It attempts to estimate a forward looking premium based on either 

surveys or an implied premium approach.  

The survey approach is based on investors, managers and academics providing their long term 

expectations of equity returns.  Survey evidence suggests that the EMRP is generally expected to be 
in the range of 6% to 8%. 

The implied approach is based on either expected future cash flows or observed bond default spreads 

and therefore changes over time as share prices, earnings, inflation and interest rates change.  The 

implied premium may be calculated from the market‟s total capitalisation and the level of expected 

future earnings and growth. 

Selected EMRP 

We have considered both the historically observed EMRP and the prospective approaches as a 

guideline in determining the appropriate EMRP to use in this report.  Australian studies on the 

historical risk premium approach generally indicate that the EMRP would be in the range of 5% to 
8%. 

In recent years it has been common market practice in Australia in expert‟s reports and regulatory 
decisions to adopt an EMRP of 6%. 

Having considered the various approaches and their limitations, we consider an EMRP of 6.5% to be 
appropriate.   
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Beta estimate (β) 

Description 

The beta coefficient measures the systematic risk or non-diversifiable risk of a company in 

comparison to the market as a whole.  Systematic risk, as separate from specific risk as discussed 

below, measures the extent to which the return on the business or investment is correlated to market 
returns.  A beta of 1.0 indicates that an equity investor can expect to earn the market return (i.e. the 

risk free rate plus the EMRP) from this investment (assuming no specific risks).  A beta of greater 

than one indicates greater market related risk than average (and therefore higher required returns), 

while a beta of less than one indicates less risk than average (and therefore lower required returns).   

Betas will primarily be affected by three factors which include: 

 the degree of operating leverage employed by the firm in that companies with a relatively high 

fixed cost base will be more exposed to economic cycles and therefore have higher systematic 

risk compared to those with a more variable cost base  

 the degree of financial leverage employed by a firm in that as additional debt is employed by a 

firm, equity investors will demand a higher return to compensate for the increased systematic risk 

associated with higher levels of debt 

 correlation of revenues and cash flows to economic cycles, in that companies that are more 

exposed to economic cycles (such as retailers), will generally have higher levels of systemic risk 

(i.e. higher betas) relative to companies that are less exposed to economic cycles (such as 
regulated utilities).   

The geared or equity beta can be estimated by regressing the returns of the business or investment 
against the returns of an index representing the market portfolio, over a reasonable time period.  

However, there are a number of issues that arise in measuring historical betas that can result in 

differences, sometimes significant, in the betas observed depending on the time period utilised, the 
benchmark index and the source of the beta estimate.  For unlisted companies it is often preferable to 

have regard to sector averages or a pool of comparable companies rather than any single company‟s 

beta estimate due to the above measurement difficulties. 

Market evidence 

In estimating an appropriate beta for the Assets we have considered the betas of listed companies that 
are comparable to each asset.  These betas, which are presented below, have been calculated based on 

weekly returns over a two year period and monthly returns, over a four year period, compared to a 

relevant domestic index. 
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Table 38: Analysis of betas for listed companies with comparable operations to the Assets 

Company name Country 
EV

1 
 

(AUD $m) 

Net debt / EV Levered beta Unlevered beta 

2 Year 
Average  

4 Year 
Average  

2 year 
weekly 
local 

4 year 
monthly 

local 

2 year 
weekly 
local 

4 year  
monthly 

local 

         

Diversified         

Asciano Group AU  8,433  n/m n/m  1.42   2.70   n/m   n/m  

DP World  UA  15,564  34% 34%  0.75   0.86   0.61   0.70  

Mean     34% 34%  1.09   1.78   0.61   0.70  

Median     34% 34%  1.09   1.78   0.61   0.70  

               

Ports               

Northland Port Corp NZ  NZ  55  n/m n/m  n/m   n/m   n/m   n/m  

South Port New Zealand  NZ  54  0% 2%  n/m   n/m   n/m   0.62  

Piraeus Port Authority GR  503  n/m n/m  0.78   0.79   0.78   0.79  

Thessaloniki Port 

Authority  

GR  111  n/m n/m  0.79   0.93   0.79   0.93  

Port of Tauranga  NZ  887  19% 20%  0.79   0.74   0.68   0.63  

Lyttelton Port Co NZ  232  19% 21%  n/m   n/m   n/m   n/m  

Forth Ports  GB  1,456  26% 23%  1.19   1.11   0.96   0.92  

Luka Koper SV  818  29% 20%  1.14   1.16   0.87   0.97  

Mean     19% 17%  0.94   0.95   0.82   0.81  

Median     19% 20%  0.79   0.93   0.79   0.86  

               

Transportation/Logistics               

Australia & New Zealand         

K&S Corp  AU  226  20% 18%  0.67   n/m   0.57   n/m  

Lindsay Australia  AU  88  66% 64%  n/m   n/m   n/m   n/m  

Toll Holdings  AU  5,697  15% 18%  0.89   0.82   0.79   0.71  

Chalmers  AU  29  30% 30%  n/m   0.77   n/m   0.59  

Scott Corp AU  37  47% 44%  n/m   0.73   n/m   0.47  

CTI Logistics  AU  42  21% 32%  n/m   0.97   n/m   0.73  

Mainfreight  NZ  549  14% 13%  1.23   1.01   1.11   0.92  

Mean   31% 31%  0.93   0.86   0.82   0.69  

Median   21% 30%  0.89   0.82   0.79   0.71  

         

International         

Freight Links Express  SI  126  4% 4%  1.09   1.23   1.06   1.20  

Panalpina Welttransport  SZ  1,470  n/m n/m  0.81   1.42   0.81   1.42  

Glovis Co  SK  3,257  n/m n/m  0.89   1.05   0.89   1.05  

Hamburger Hafen und 
Logistik  

GE  3,743  8% 8%  1.08   1.40   1.02   1.32  

Pacer International  US  278  22% 16%  1.62   1.70   1.36   1.51  

HUB Group  US  1,059  n/m n/m  1.17   1.02   1.17   1.02  

Mean   11% 9%  1.11   1.30   1.05   1.25  

Median   8% 8%  1.08   1.32   1.04   1.26  

Mean - Transportation/Logistics 25% 25%  1.05   1.10   0.98   0.99  

Median - Transportation/Logistics 21% 18%  1.08   1.02   1.02   1.02  
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Company name Country 

EV
1 
 

(AUD $m) 

Net debt / EV Levered beta Unlevered beta 

2 Year 

Average  

4 Year 

Average  

2 year 
weekly 

local 

4 year 
monthly 

local 

2 year 
weekly 

local 

4 year  
monthly 

local 

         

Automotive         

Autologic Holdings  GB  28  n/m n/m  0.40   0.76   n/m   n/m  

         

Overall average   23% 23%  0.98   1.11   0.90   0.92  

Overall median   21% 20%  0.89   1.01   0.87   0.92  

         

Source:   Bloomberg and Deloitte analysis 

Note: 1. Enterprise value as at 15 March 2010   

 2. The average gearing of Asciano is not meaningful given recent debt issues the company encountered 

 3. Any betas with a low coefficient of determination have been considered not meaningful 

4. n/m – not meaningful 

Descriptions for each of the above companies are provided in Appendix 6. 

The observed beta is a function of the underlying risk of the cash flows of the company, together with 

the capital structure and tax position of that company.  This is described as the levered beta. 

The capital structure and tax position of the entities in the table above may not be the same as those of 

the Assets.  The levered beta is often adjusted for the effect of the capital structure and tax position.  

This adjusted beta is referred to as the unlevered beta.  The unlevered beta is a reflection of the 
underlying risk of the pre-financing cash flows of the entity. 
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Selected beta (β) 

In selecting appropriate betas for each of the Assets we have considered the following: 

AAT 

 the average 2 year unlevered beta for the companies that are comparable to AAT (ports 

companies) is 0.82 

 the average 4 year unlevered beta for the companies that are comparable to AAT is 0.81 

 given the above we have selected an unlevered beta range of 0.80 to 0.85. 

POAGS & NSS 

 the average 2 year unlevered beta for the companies that are comparable to POAGS and NSS 

(diversified infrastructure and ports companies) is 0.78 

 the average 4 year unlevered beta for the companies that are comparable to POAGS and NSS is 

0.80 

 the stevedoring and landside logistics industries in which the Assets operate are relatively stable 

and are generally better able to respond to economic fluctuations 

 given the above we have selected an unlevered beta range of 0.75 to 0.80 

 we have also used the selected unlevered beta range in determining a cost of equity for Utah Point 

as we believe that once operational, Utah Point will have a very similar risk profile to the existing 
operations of POAGS. 

Prixcar 

 there are limited listed companies comparable to Prixcar and as such we have considered 

companies with comparable industry drivers to that of Prixcar, being the volume of motor vehicle 

imports and exports and had regard to our selected beta for POAGS 

 given the above we have selected an unlevered beta range of 0.75 to 0.80. 

POTA 

 the average 2 year unlevered beta for the companies that are comparable to POTA (diversified 

infrastructure, freight forwarding and logistics companies) is 0.96 

 the average 4 year unlevered beta for the companies that are comparable to POTA is 0.93 

 given the above we have selected an unlevered beta range of 0.85 to 0.90. 
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Having regard to the above evidence and our judgement, we have selected the following betas for the 

Assets: 

Table 39: Analysis of betas for the Assets 

 Selected asset beta 
(unlevered) 

Net debt to equity value ratio Equity beta (relevered) 

 Low  High Low High Low High 

       

AAT 0.80   0.85 18% 18% 0.90 0.96 

POAGS 0.75 0.80 18% 18% 0.84 0.90 

Utah Point 0.75 0.80 18% 18% 0.84 0.90 

NSS 0.75 0.80 18% 18% 0.84 0.90 

Prixcar 0.75 0.80 18% 18% 0.84 0.90 

POTA 0.85 0.90 25% 25% 1.00 1.06 

       

Source:   Bloomberg and Deloitte analysis 

The re-levered betas presented above are in line with the levered betas observed for the companies 

that are comparable to the Assets. 

Specific company risk premium (α) 

The specific company risk premium adjusts the cost of equity for company specific factors, including 

unsystematic risk factors such as:   

 company size (which we discuss in detail below) 

 depth and quality of management 

 reliance on one key individual or a few key members of management  

 reliance on key customers  

 reliance on key suppliers  

 product diversity (limits on potential customers)  

 geographic diversity 

 labour relations, quality of personnel (union/non-union)  

 capital structure, amount of leverage  

 existence of contingent liabilities. 

The CAPM assumes, amongst other things, that rational investors seek to hold efficient portfolios, 
that is, portfolios that are fully diversified.  One of the major conclusions of the CAPM is that 

investors do not have regard to specific company risks (often referred to as unsystematic risk). 

There are several empirical studies that demonstrate that the investment market does not ignore 

specific company risks.  In particular, studies show that on average, smaller companies have higher 

rates of return than larger companies (often referred to as the size premium).  This is discussed below. 

Size premium 

The following table summarises the returns for different size categories from 1926 to 2008 for 
companies on the New York Stock Exchange (NYSE), the American Stock Exchange (AMEX) and 

the National Association of Securities Dealers Automated Quotation System (NASDAQ). 
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Table 40: Evidence of size premium 

 Summary statistics of annual returns 

Decile 

Market capitalisation 

of largest company in 
group

2
 (US $ million) 

Arithmetic mean 

return
3
 

(%) 

Size premium (return 

in excess of CAPM)
1
 

(%) 

    

Largest (1st decile)  465,652 10.75 (0.36) 

Large (2nd decile)  18,503 12.51 0.62 

Mid-cap (3rd – 5th decile) 7,360 13.37 0.94 

Low-cap (6th – 8th decile)  1,849 14.86 1.74 

Micro-cap (9th – 10th decile)  453 17.72 3.74 

Smallest (10th decile)4 219 20.13 5.81 

    

Source:  Market Results for Stocks, Bonds, Bills, and Inflation 2009 Yearbook, Ibbotson SBBI 

Notes:  

1. Size premium was calculated as the difference between the actual return and the return calculated using the CAPM 

2. Market capitalisation was calculated as at 31 December 2008 

3. Ibbotson use the 20 year government bond rate in determining the risk free rate 

4. Ibbotson provide a further breakdown of the 10th decile, noting that the size premium for the upper half of the 10th decile (decile 10a) 

was 4.11%, whereas the size premium for the lower half of the 10th decile (decile 10b) was 9.53%. However care must be taken in 

considering decile 10b due to the volatility of companies in this segment of the market 

Selection of specific company risk premium 

We have selected the following company specific risk premium to apply in respect of each of the 

Assets: 

Table 41: Company specific risk premium 

 Low High 

   

AAT 1.0% 2.0% 

POAGS 1.0% 2.0% 

Utah Point 3.0% 4.0% 

NSS 2.0% 3.0% 

Prixcar 2.5% 3.5% 

POTA 1.0% 2.0% 

   

Source:   Deloitte analysis 

In determining these amounts we have had regard to the following factors for each individual asset: 

AAT 

 risk of inability to fully pass through rental charges: due to AAT not owning the land on 

which it operates, there is a risk, in light of the ACCC determination, that increased rental charges 

may not be capable of being immediately passed on to end users  

 ACCC authorisation conditions: these conditions require AAT to provide a mechanism for 

equal stevedore access and instigate a non-price dispute resolution process. These conditions will 

require additional investment by AAT in staff training, management time and additional 

reporting, all factors which are not experienced by the comparable companies identified. 

POAGS 
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 reliance on key personnel: POAGS‟ success depends on attracting, hiring, training and retaining 

skilled personnel.  It is also highly dependent on relationships that certain members of the 

management team have with key customers.  There is historical evidence that customers are 

willing to award business to a key person regardless who they are employed by.  Whilst POAGS 
may enter into supply contracts with customers these are not always long dated and as such may 

be subject to regular renegotiation 

 risk of not achieving forecast growth: the cash flows are based on the business achieving 

revenue growth in excess of that historically achieved. There is a risk that this growth will not be 

achieved. 

Utah Point 

 risk of not achieving forecast results: As the development of Utah Point is not yet complete, 

there is still significant uncertainty as to when the project will become operational and therefore 

whether the cash flow forecasts will be achieved as expected (especially with respect to timing 
and quantum of capital expenditure).   

NSS 

 reliance on key customers: NSS has a high reliance on a single customer.  However, this 

dependence is expected to reduce over time as alternative revenue sources are identified  

 reliance on key personnel:  the current operating executives of NSS have significant knowledge 

of the operations of NSS and are responsible for key relationships with major customers. There is 

a risk that should these executives leave the employ of NSS, there could be a negative impact on 

future earnings 

 risk of not achieving forecast growth: the cash flows are based on the business achieving 

average revenue growth in excess of that historically achieved. There is a risk that this growth 

will not be achieved. 

Prixcar 

 reliance on key customers: as there are a limited number of wholesale motor vehicle importers 

Prixcar‟s revenues are sourced from a limited number of customers. There is the risk that the loss 

of a key customer could adversely impact future profitability 

 reliance on key suppliers: Prixcar currently relies on third parties to provide an integrated 

offering to customers. In particular the transportation of motor vehicles is presently outsourced 

thus providing a degree of risk to its ability to attract new customers.  We note that this is negated 

to an extent as the current provider is a shareholder of Prixcar 

 limited history under new management: whilst Prixcar has been in operation for a number of 

years, it is currently undergoing a change in management.  Thus there is a risk of disruption to 

operations during this period that may impact profitability 

 risk of not achieving forecast growth: the cash flows are based on the business achieving 

average revenue growth in excess of that recently achieved. There is a risk that this growth will 

not be achieved. 
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POTA 

 reliance on key personnel: POTA‟s success depends on attracting, hiring, training and retaining 

skilled personnel.  Financial and operational performance is also highly dependent on the 

expertise of the management team   

 risk of not achieving forecast growth: the cash flows are based on the business achieving 

average revenue growth in excess of that recently achieved. There is a risk that this growth rate 

will not be achieved. 

Dividend imputation 

Dividends paid by Australian corporations may be franked, unfranked, or partly franked.  A franked 

dividend is one that is paid out of company profits which have borne tax at the company rate, 

currently 30%.  Where the shareholder is an Australian resident individual or complying 
superannuation fund, it will generally be entitled to a tax credit (called an imputation credit) in respect 

of the tax paid by the company on the profits out of which the dividend was paid.  If the recipient of 

the dividend is another company, the dividend will give rise to a credit in that company‟s franking 
account thereby increasing the potential of the company to pay a franked dividend at a later stage. 

We have not adjusted the cost of capital or the projected cash flows for the impact of dividend 
imputation due to the diverse views as to the value of imputation credits and the appropriate method 

that should be employed to calculate this value.  Determining the value of franking credits requires an 

understanding of shareholders‟ personal tax profiles to determine the ability of shareholders to use 

franking credits to offset personal income.  Furthermore, the observed EMRP already includes the 
value that shareholders ascribe to franking credits in the market as a whole.  In our view, the evidence 

relating to the value that the market ascribes to imputation credits is inconclusive. 

Conclusion on cost of equity 

Based on the above factors we arrive at costs of equity, Ke, as follows: 

Table 42: Cost of equity for the Assets 

 

Risk free rate EMRP Beta 

Specific 
company risk 

premium Ke - calculated 

 Low  High Low High Low High Low  High Low  High 

           

AAT 5.8% 5.8% 6.5% 6.5% 0.90 0.96 1.0% 2.0% 12.6% 14.0% 

POAGS 5.8% 5.8% 6.5% 6.5% 0.84 0.90 1.0% 2.0% 12.2% 13.6% 

Utah Point 5.8% 5.8% 6.5% 6.5% 0.84 0.90 3.0% 4.0% 14.2% 15.6% 

NSS 5.8% 5.8% 6.5% 6.5% 0.84 0.90 2.0% 3.0% 13.2% 14.6% 

Prixcar 5.8% 5.8% 6.5% 6.5% 0.84 0.90 2.5% 3.5% 13.7% 15.1% 

POTA 5.8% 5.8% 6.5% 6.5% 1.00 1.06 1.0% 2.0% 13.3% 14.6% 

           

Source:   Bloomberg and Deloitte analysis 
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Cost of debt capital (Kd) 

In estimating the current cost of debt we have had regard to the following: 

 the current risk-free rate of 5.8% 

 the current pre-tax cost of debt for the Assets 

 cost of debt implied by current credit yields for BBB rated borrowers, which are in the range of 

6.2% to 9.4% 

 our assessed gearing target for the Assets, as discussed below 

 cost of debt that brokers have attributed to comparable companies 

 discussions with KFM management. 

Based on this analysis and discussions with KFM management around recent quotes received for debt 

refinancing in regards to each of the Assets, we have selected a cost of debt of 8.0% for the Assets. 

Net debt to enterprise value ratio 

Selecting an appropriate gearing ratio is a subjective judgement having regard to the quality of the 

cash flows of the business and the nature of the industry. 

In selecting an appropriate net debt to enterprise value ratio for the Assets, we have had regard to 

companies operating across relevant segments as well as the following: 

 the two year average industry debt to enterprise value ratio of comparable companies for each of 

the Assets (excluding Asciano and those in a historical surplus cash position) 

 recent discussions which management of the Assets have had with financiers in terms of debt 

capacity 

 target gearing levels of the Assets 

 the long term nature and quality of cash flows of the Assets. 

Based on this analysis we have selected a net debt to enterprise value ratio of 20% for POTA and 15% 

for the remainder of the Assets. 
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Calculation of WACC 

Based on the above, we have assessed the nominal post-tax WACC for each of the Assets to be as follows: 

Table 43: Selected  WACC for the Assets  

 

AAT POAGS Utah Point NSS Prixcar POTA 

  Low High Low High Low High Low High Low High Low High 

             

Cost of equity capital 12.6% 14.0% 12.2% 13.6% 14.2% 15.6% 13.2% 14.6% 13.7% 15.1% 13.3% 14.6% 

Cost of debt capital 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 8.0% 

Debt to enterprise value ratio 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 20.0% 20.0% 

Tax rate (%) 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 

WACC 11.6% 12.7% 11.2% 12.4% 12.9% 14.1% 12.1% 13.3% 12.5% 13.7% 11.7% 12.8% 

 
            

Selected WACC 11.5% 12.5% 11.0% 12.5% 13.0% 14.0% 12.0% 13.5% 12.5% 13.5% 12.0% 13.0% 

 
    

      
  

Source:   Bloomberg and Deloitte analysis
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Appendix 6: Comparable entities  

The following table provides analysis of companies with comparable activities to the Assets: 

Table 44: Comparable companies  

Company Country 
EV

1 
 

(AUD m) Gearing
3
 

EBITDA 
margin 
2010 

EBITDA 
margin 
2011 

EBITDA 
multiple 

2010 

EBITDA 
multiple 

2011 

        

Diversified        

Asciano Group AU  8,433  94% 25% 26%  11.6x  9.5x 

DP World UA  15,564  51% 38% 39%  10.7x  9.3x 

Mean   72% 31% 33%  11.1x  9.4x 

Median   72% 31% 33%  11.1x  9.4x 

          

Ports          

South Port New Zealand NZ  54  n/m 34% 35%  10.0x  8.9x 

Piraeus Port Authority GR  503  47% 29% 27%  8.4x  8.5x 

Thessaloniki Port Authority GR  111  n/m 20% n/a  8.9x  n/a 

Port of Tauranga NZ  887  21% 60% 61%  13.3x  12.5x 

Lyttelton Port Co NZ  232  20% 34% 35%  9.9x  9.3x 

Forth Ports GB  1,456  34% 33% 34%  13.2x  12.5x 

Luka Koper SV  818  35% 35% n/a  8.9x  n/a 

Mean   26% 35% 38%  10.4x 10.3x 

Median   28% 34% 35%  9.9x  9.3x 

          

Transportation/Logistics          

Australia & New Zealand        

K&S Corp AU  226  25% 11% 11%  4.3x  3.9x 

Lindsay Australia AU  88  69% 10% 10%  4.1x  3.9x 

Toll Holdings AU  5,697  17% 9% 9%  9.0x  7.9x 

Chalmers  AU  29  25% n/a n/a  n/a  n/a 

Scott Corp AU  37  51% n/a n/a  n/a  n/a 

CTI Logistics  AU  42  27% n/a n/a  n/a  n/a 

Mainfreight  NZ  549  24% 7% 8%  9.2x  8.1x 

Mean   34% 9% 9%  6.6x  5.9x 

Median   25% 9% 9%  6.7x  5.9x 

        

International        

Freight Links Express  SI  126  n/m n/a n/a  n/a  n/a 

Panalpina Welttransport  SZ  1,470  n/m 2% 3%  9.3x  6.5x 

Glovis Co  SK  3,257  n/m 6% 6%  14.9x  11.6x 

Hamburger Hafen und Logistik  GE  3,743  7% 30% 31%  8.0x  7.1x 

Pacer International  US  278  10% 1% 2%  n/m  9.5x 

HUB Group  US  1,059  n/m 4% 4%  13.7x  12.0x 

Mean   8% 9% 9%  11.5x  9.3x 

Median   8% 4% 4%  11.5x  9.5x 

Mean - 

Transportation/Logistics 

  28% 9% 9%  9.1x  7.8x 

Median - 

Transportation/Logistics 

  25% 7% 8%  9.1x  7.9x 
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Company Country 
EV

1 
 

(AUD m) Gearing
3
 

EBITDA 

margin 
2010 

EBITDA 

margin 
2011 

EBITDA 

multiple 
2010 

EBITDA 

multiple 
2011 

        

        

Automotive        

Autologic Holdings  GB  28  8% 3% n/a  4.7x  n/a 

        

Overall mean   33% 21% 21%  9.8x  8.8x 

Overall median   25% 20% 19%  9.3x  9.1x 

  

      Source: Bloomberg 

Note:  

1. enterprise value is calculated as market capitalisation plus net debt as at 15 March 2010 

2. n/m – not meaningful 

3. n/a – not applicable 

4. Gearing is calculated as Net debt / Enterprise value 

We provide the descriptions for each of the above comparables as follows: 

Asciano Group 

Asciano Group owns and operates transportation infrastructure.  The company owns and operates 

container terminals, bulk export facilities, stevedoring equipment, and rail assets.  Asciano Group 
operates in Australia and New Zealand.  

DP World 

DP World is a marine terminal operator that provides marine terminal operations, logistics, 
infrastructure development and consulting services.  

South Port New Zealand Limited 

South Port New Zealand Limited operates the Bluff Harbour in the Port of Bluff, New Zealand.  
Operations at the harbour include dry warehousing and storage services, cold storage facilities, 

drydocking for vessels, cargo handling, log debarking, container servicing and mobile harbour crane 

services. 

Piraeus Port Authority 

Piraeus Port Authority manages the Piraeus harbour.  The company provides services such as loading 

and unloading cargo, warehousing and transportation of cars.  It provides electricity, water and other 
services.  Piraeus Port Authority is responsible for maintaining the port and controlling the movement 

of ships. 

Thessaloniki Port Authority 

Thessaloniki Port Authority manages the Thessaloniki harbour.  The company provides services such 

as loading and unloading cargo, warehousing and offers electricity, water and other services. 
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Port of Tauranga Limited 

Port of Tauranga Limited is a New Zealand-based port established as a preferred cargo gateway for 

New Zealand and the economic hub of the Bay of Plenty and Waikato regions.  The company 
provides services, which include wharf facilities, back up land for the storage and transit of import 

and export cargo, berthage, cranes, tug and pilotage services for exporters, importers and shipping 

companies, leasing of land and buildings, and a container terminal.   

Lyttelton Port Company Limited 

Lyttelton Port Company Limited is responsible for the overall management of the port of Lyttelton in 

Christchurch, New Zealand.  The company's principal activities include the provision of port 

facilities, marine services, and the cargo handling of coal and containers.  Its port caters to a range of 

trades and offers an array of shipping services to exporters and importers.  The container terminal 
provides specialised cargo handling and stevedoring services for containers and plant hire.  In 

addition, the company has a terminal for handling, processing and storing motor vehicles within the 

inner harbour, as well as facilities for loading and unloading bulk products, such as petroleum, 
fertiliser, gypsum, cement, logs, conventional break-bulk and fishing. 

Forth Ports Plc 

Forth Ports Plc is engaged in the provision of port, cargo handling, towage and related services and 

facilities in the United Kingdom.  The company operates in two segments – ports and property.  Port 

income includes rental and other income from investment property located within or adjacent the port 
estates.  The company operates eight ports.   

Luka Koper 

Luka Koper operates a cargo port and specialised terminals in Slovenia.  Services provided by Luka 

Koper comprise handling, warehousing, distribution, processing, logistical, and other related services.  
Luka Koper is the only maritime cargo port in Slovenia located north on the Adriatic Sea. 

K & S Corporation Limited 

K & S Corporation Limited provides transportation, warehousing, logistics, fuel distribution and 

various services to companies throughout Australia.  K & S provides road, rail and sea forwarding 

services, warehousing and storage, fuel distribution to fishing, farming and retail customers in certain 
regions of Australia.  K & S also provides bulk distribution throughout New Zealand. 

Lindsay Australia Limited 

Lindsay Australia Limited is an integrated transport, logistics and rural supply company.  The 

company primarily services customers in the food processing, food services, fresh produce, rural and 
horticultural industries. 
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Toll Holdings Limited 

Toll Holdings Limited provides express freight transport by road, rail and sea and provides integrated 

logistics and distribution systems, including specialized warehousing, port operations, vehicle 
transport and distribution, and rail passenger operations. The company also provides coastal shipping, 

refrigerated freight services, bulk liquid transportation and wharf services. 

Chalmers Limited 

Chalmers Limited provides various bulk transportation and storage services in Australia and New 
Zealand.  The company operates storage facilities, drop deck equipment to move equipment and 

bottom dumpers to carry bulk malt and grain. Chalmers also provides private companies and 

government agencies with the maintenance and servicing of storage facilities. 

Scott Corporation Limited 

Scott Corporation Limited provides bulk haulage of materials including chemical, food, gas and waste 
products.  The company's other services includes warehousing and distribution, materials handling 

and waste management. 

CTI Logistics Limited 

CTI Logistics Limited provides courier services, freight forwarding, parcel, warehousing, logistic and 
customs broking services.   

Mainfreight Limited 

Mainfreight Limited provides and supplies freight, warehousing and logistics services throughout 

New Zealand and Australia.  The company provides freight forwarding services by road, rail, sea and 

air along with providing international freight forwarding services, customs clearance services and 
specialized handling of hazardous substances. 

Freight Links Express Holdings Limited 

Freight Links Express Holdings Limited is an investment holding company whose subsidiaries 

provide freight forwarding, warehousing and distribution, and integrated logistics services.  The 
company also sells and leases heavy equipment, and provides management consultancy and advisory 

services on corporate and strategy matters.  

Panalpina Welt Transport (Holding) AG 

Panalpina Welttransport Holding AG offers freight shipping and supply chain management services.  

The company transports freight by air and ship, and offers warehousing and distribution services.  
Panalpina operates worldwide. 

Glovis Corporation Limited 

Glovic Corporation Limited is a South Korean company that engages in the provision of domestic and 

international logistics services.  Services provided by this company comprise domestic transportation, 
storage, packaging, vehicle logistics and logistic consulting.  Glovis Corporation Limited also runs an 

automobile auction market for used vehicles.  

Hamburger Hafen und Logistik AG 



 

112 

Deloitte: KFM Diversified Infrastructure and Logistics Fund 

 

Hamburger Hafen und Logistik AG provides services to the port in the European North Range.  The 

company's container terminals, transport systems, and logistic services provide a network between 

overseas ports and European hinterland. 

Pacer International Inc  

Pacer International, Inc. (Pacer) provides freight transportation and third-party logistics provider in 
North America.  Pacer operates in an intermodal segment which provides rail brokerage, stacktrain, 

and local cartage services and a logistics segment which provides highway brokerage, international 

shipping, non-vessel operating common carrier and freight forwarding services, warehousing and 
distribution services, and supply chain management services. 

Hub Group Inc 

Hub Group, Inc. (Hub) provides freight transportation, intermodal, truck brokerage, and logistics 

services in North America.  Hub also offers various transportation management services and 
technology solutions. 

Autologic Holdings plc 

Autologic Holdings plc (Autologic) provides support services in the UK to car manufacturers, 

importers, rental operators, contract hire companies, and dealers in the automotive industry. 

Autologic‟s services include new vehicle preparation, technical enhancement, distribution, fleet 
management, used vehicle refurbishment, and remarketing. 
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Appendix 7: Comparable transactions 

Below are the details of comparable market transactions, listed by target company: 

Table 45: EBITDA multiples – comparable mergers and acquisitions for the AGS Businesses 

Date Target Acquirer 

 
Deal value 

(AUD 

$million) 

 
EBITDA 

Multiple 

     

Nov-09 Yantai Raffles Shipyard Ltd1 China Intl Marine Containers 350 10.4x 

Jan-08 Forth Ports Plc Babcock & Brown European 
Infrastructure Fund 

435 18.8x 

May-07 TPS Tarragona Port Services S.L. Babcock & Brown Infrastructure 
Group 

 53  12.3x 

Nov-06 Halterm Limited Macquarie Infrastructure Partners  195  19x 

Jun-06 Associated British Port Holdings Admiral Acquisition UK Ltd  7,746  15x 

Apr-06 Patrick Corporation Limited Toll Holdings Limited  6,238  17x 

Dec-05 PD Ports Babcock & Brown Infrastructure  1,318  19x 

Sep-06 Peninsular and Oriental Steam 
Navigation Company 

DP World  11,155  17x 

Jun-05 Mersey Docks and Harbor Company Peel Ports Limited  1,905  11x 

     

Average   3,631 16.8x 

Median   1,318 18.0x 

Maximum    11,155 19.2x 

Minimum   53 11.5x 

     

Source:  SDC Platinum, Mergermarket, and Deloitte analysis 

Note:  

1. Transaction is announced but not completed 

In the current environment, we consider transactions older than 6 months to be of limited relevance.  

We provide the descriptions for each of the above transactions: 

Yantai Raffles Shipyard Limited/ China International Marine Containers 

China International Marine Containers has launched a tender offer through its subsidiary Bright Day 

Ltd, to acquire the remaining 81.7% stake in Yantai Raffles Shipyard Limited from Bright Touch 

Investment Limited, DnB NOR and Leung Kee Holdings Limited. 

Forth Ports Plc/Babcock & Brown European Infrastructure Fund 

Babcock & Brown European Infrastructure Fund, the Australia based Infrastructure Fund of Babcock 

& Brown, acquired a 19.6% stake in Forth Ports plc, the listed UK based ports operator. 
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TPS Tarragona Port Services Pty/ Babcock and Brown Infrastructure 

Babcock & Brown Infrastructure Group acquired 51% stake in TPS Tarragona Port Services, S.L. 
from Babcock & Brown Capital Limited for AUD$53.3 million 

Halterm Limited/Macquarie Infrastructure Group 

Macquarie Infrastructure Group, the listed Australia based company investing in infrastructure 

projects, acquired Halterm Limited, the Canada based operator of container terminals. 

Associated British Ports Holdings/Admiral Acquisition UK Limited 

Admiral Acquisition UK Ltd, a newly incorporated company, launched a public offer for the entire 
issued share capital of Associated British Ports Holdings, the UK port operator. 

Patrick Corporation Limited/Toll Holdings Limited 

Toll Holdings Limited, the listed Australian logistics company, acquired Patrick Corporation Limited, 

the listed Australian transport logistics company. 

PD Ports/Babcock & Brown Infrastructure 

Babcock & Brown Infrastructure Ltd, Australian listed infrastructure investment vehicle, made a 
recommended public counter-offer to acquire the entire issued and to be issued share capital of PD 

Ports, the UK port operator. 

Peninsular and Oriental Steam / DP World 

DP World made an offer to acquire entire issued deferred stock of Peninsular & Oriental Steam 

Navigation Co., the UK-based port and transport company. 

Mersey Docks & Harbour Company/Peel Ports Group 

Peel Ports Group, the UK-based port operator, agreed to acquire the entire issued share capital of 

Mersey Docks & Harbour Company, its domestic counterpart. 
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Table 46: EBITDA multiples – comparable mergers and acquisitions for POTA 

Date Target Acquirer 

Deal 

Value 
(USD 

$million) 

  

EBITDA 
Multiple 

     

Transportation/logistics    

Dec-09 OSG America LP Overseas Shipholding Group Inc 
(OSG) 

232 2.3x 

Oct-09 Livingston Intl Income Fund CPP Investment Board; Sterling 

Partners 

394 8.8x 

Aug-08 Broström AB Maersk Product Tankers AB 1,331 7.0x 

May-08 Seven Seas Shipchandlers LLC Eitzen Maritime Services ASA 121 7.7x 

Dec-07 Baltrans Limited Toll Holdings Limited 367 18.0x 

Jul-05 Owens Group Limited Mainfreight Limited 87 6.2x 

Feb-05 USF Corp Yellow Roadway Corp 1,867 6.0x 

Average   628 8.0x 

Median   367 7.0x 

     

Freight Forwarding    

24/05/2007 Eagle Global Logistics Inc CEVA Logistics 2,386 15.0x 

     

Overall Average   848 8.9x 

Overall Median   380 7.4x 

Overall High    2,386 18.0x 

Overall Low   87 2.3x 

Source:  SDC Platinum, CapitalIQ, Mergermarket and Deloitte analysis 

In the current environment, we consider transactions older than 6 months to be of little relevance.  We 

provide the descriptions for each of the above comparables as follows:  

OSG America LP/ Overseas Shipholding Group Inc 

Overseas Shipholding Group Inc acquired the remaining 46.70% of the outstanding shares that 

Overseas Shipholding does not already own in OSG America LP. 

Livingston International Income Fund/ CPP Investment Board 

CPP Investment Board and Sterling Partners consortium acquired 100% of Livingston International 
Income Fund. 

Broström AB/ Maersk Product Tankers AB 

AP Møller-Mærsk A/S, the Danish transportation and energy company, through its wholly-owned 

subsidiary Maersk Product Tankers AB, made an offer to acquire Broström AB, a Gothenburg, 

Sweden-based logistics company.  

Seven Seas Shipchandlers LLC/Eitzen Maritime Services ASA 

Eitzen Maritime Services ASA, the listed Norway based provider of ship management and ship 

supply services, has agreed to acquire Seven Seas Shipchandlers LLC, the Dubai based provider of 

ship supply services. 
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Baltrans Limited/Toll Holdings Limited 

Toll Holdings Limited, the Australian listed logistics group acquired the entire share capital of 

Baltrans Limited, the HK listed logistics company. 

Owens Group Ltd/Mainfreight Limited 

Mainfreight Ltd, the listed New Zealand based provider of logistic services, made a takeover offer to 

acquire the remaining 84.5% stake in Owens Group Ltd, the New Zealand based provider of logistic 

services. 

USF Corporation/Yellow Roadway Corporation 

Yellow Roadway Corporation, the listed US-based transportation company, signed an agreement to 

acquire USF Corporation, the listed US-based provider of supply chain management solutions. 

Eagle Global Logistics/CEVA Logistics 

CEVA Logistics, a UK based logistics company, acquired Eagle Global Logistics.  Eagle Global 

Logistics is a global transportation, supply chain management and information services company 
dedicated to providing superior flexibility and fewer shipping restrictions on a price competitive 

basis. 
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Appendix 8: Control Premium Studies 

Deloitte study 

We conducted a study of premiums paid in Australian transactions completed between 

1 January 2000 and 21 January 2010.  This study was conducted by Deloitte staff for internal research 

purposes.  Our merger and acquisition data was sourced from Bloomberg and yielded 546 
transactions that were completed during the period under review.   

We excluded 78 transactions from our analysis where there was insufficient data.  As a result, our 
data set was refined to 468 transactions where an acquiring company increased its shareholding in a 

target company from a minority interest to a majority stake or acquired a majority stake in the target 

company. 

We assessed the premiums by comparing the offer price to the closing trading price of the target 

company one month prior to the date of the announcement of the offer.  Where the consideration 
included shares in the acquiring company, we used the closing share price of the acquiring company 

on the day prior to the date of the offer. 

Summary of findings 

As the following figure shows, premiums paid in Australian transactions between 1 January 2000 and 

21 January 2010 are widely distributed with a long „tail‟ of transactions with high premiums. 

Figure 17: Distribution of data 

 
Source: Deloitte analysis 
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The following table details our findings. 

Table 47: Premium analysis - findings 

12  Control premium 

  

Average 31% 

Median 25% 

Upper quartile 43% 

Lower quartile 11% 

  

Source: Deloitte analysis 

Notwithstanding the relatively wide dispersion of control premiums observed in our study we 

consider the control premium range of 20% to 40% to be representative of general market practice for 

the following reasons. 

Many of the observed control premiums below 20% are likely to have been instances where the 

market has either been provided with information or anticipated a takeover offer in advance of the 
offer being announced.  Accordingly, the pre-bid share trading price may already reflect some price 

appreciation in advance of a bid being received, which creates a downward bias on some of the 

observed control premiums in our study. 

Many of the observed control premiums above 40% are likely to have been influenced by the 

following factors which create an upward bias on some of the observed control premiums in our 
study: 

 some acquirers are prepared to pay above fair market value to realise „special purchaser‟ value 

which is only available to a very few buyers.  Such „special purchaser‟ value would include the 
ability to access very high levels of synergistic benefits in the form of cost and revenue synergies 

or the ability to gain a significant strategic benefit 

 abnormally high control premiums are often paid in contested takeovers where there are multiple 

bidders for a target company.  In such cases, bidders may be prepared to pay away a greater 

proportion of their synergy benefits from a transaction than in a non-contested situation  

 some of the observations of very high premiums are for relatively small listed companies where 

there is typically less trading liquidity in their shares and they are not closely followed by major 

broking analysts.  In such situations, the traded price is more likely to trade at a deeper discount to 

fair market value on a control basis. 

Accordingly, the observed control premiums to share trading prices for such stocks will tend to be 

higher.   

Other studies 

In addition to the study above, we have also had regard to the following: 

 a study conducted by S.Rossi and P.Volpin of London Business School dated September 2003, 

„Cross Country Determinants of Mergers and Acquisitions‟, on acquisitions of a control block of 
shares for listed companies in Australia announced and completed from 1990 to 2002.  This 

study included 212 transactions over this period and indicated a mean control premium of 29.5% 

using the bid price of the target four weeks prior to the announcement 

 „Valuation of Businesses, Shares and Equity‟ (4th edition, 2003) by W.Lonergan states at pages 

55-56 that: “Experience indicates that the minimum premium that has to be paid to mount a 
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successful takeover bid was generally in the order of at least 25 to 40 per cent above the market 

price prior to the announcement of an offer in the 1980s and early 1990s.  Since then takeover 

premiums appear to have fallen slightly.” 

 a study conducted by P.Brown and R.da Silva dated 1997, „Takeovers: Who wins?‟, JASSA: The 

Journal of the Securities Institute of Australia, v4(Summer):2-5.  The study found that the average 

control premium paid in Australian takeovers was 29.7% between the period January 1974 and 
June 1985.  For the ten year period to November 1995, the study found the average control 

premium declined to 19.7%. 
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Appendix 9: Sources of information 

In preparing this report we have had access to the following principal sources of information: 

 annual reports for KIL and KEL as at 30 June 2009 

 management financial reports for AAT, POAGS, NSS, POTA, Prixcar and Moorebank as at 31 

December 2009 

 management forecasts for AAT, POAGS, NSS, POTA, Prixcar and Moorebank 

 ASX announcements for KIL and comparable companies of operating entities 

 shareholder agreements for KIL, KEL, the Assets and intermediary holding entities  

 IBISWorld industry reports 

 Bureau of Infrastructure, Transport and Regional Economics website and publications 

 publicly available information and market reports on the port authorities, logistics, port operators, 

stevedoring, landside port logistics and car detailing and storage industries 

 relevant websites for the Assets and comparable companies 

 other publicly available information including information published by ASIC, Thompson 

research, Economic Intelligence Unit, Bloomberg Financial markets, Capital IQ, SDC Platinum 

and Mergermarket, IBISWorld, the Australian Bureau of Statistics, and broker reports. 

In addition, we have had discussions with the various members of the management teams of KFM and 

the Assets and with PIML in relation to the above information and to current operations and future 

prospects.   
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Appendix 10: Qualifications, declarations and 

consents 

The report has been prepared at the request of the directors of PIML in its capacity as the responsible 
entity for KIL and is to be included in the Unitholder Booklet to be given to the unitholders for 

approval of the Proposed Transaction.  Accordingly, it has been prepared only for the benefit of the 

directors of PIML and those persons entitled to receive the Unitholder Booklet in their assessment of 

the Proposed Transaction outlined in the report and should not be used for any other purpose.  We are 
not responsible to you, or anyone else, whether for our negligence or otherwise, if the report is used 

by any other person for any other purpose. Further, recipients of this report should be aware that it has 

been prepared without taking account of their individual objectives, financial situation or needs.  
Accordingly, each recipient should consider these factors before acting on the Proposed Transaction. 

This engagement has been conducted in accordance with professional standard APES 225 Valuation 

Services issued by the APESB.  

The report represents solely the expression by Deloitte of its opinion as to whether the Proposed 

Transaction is fair and reasonable in relation to Chapter 10 of the ASX Listing Rules. 

Statements and opinions contained in this report are given in good faith but, in the preparation of this 

report, Deloitte has relied upon the completeness of the information provided by KFM and its 
officers, employees, agents or advisors which Deloitte believes, on reasonable grounds, to be reliable, 

complete and not misleading.  Deloitte 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.  Drafts of our 
report were issued to KFM management and PIML for confirmation of factual accuracy. 

In recognition that Deloitte may rely on information provided by PIML and its officers, employees, 
agents or advisors, PIML has agreed that it will not make any claim against Deloitte to recover any 

loss or damage which PIML may suffer as a result of that reliance and that it will indemnify Deloitte 

against any liability that arises out of either Deloitte‟s reliance on the information provided by PIML 

and its officers, employees, agents or advisors or the failure by PIML and its officers, employees, 
agents or advisors to provide Deloitte with any material information relating to the Proposed 

Transaction. 

Deloitte has also relied on the valuation report prepared by Jones Lang LaSalle.  Deloitte has received 

consent from the expert for reliance in the preparation of this report. 

To the extent that this report refers to prospective financial information we have considered the 

prospective financial information and the basis of the underlying assumptions.  The procedures 

involved in Deloitte‟s consideration of this information consisted of enquiries of KFM personnel and 
analytical procedures applied to the financial data.  These procedures and enquiries did not include 

verification work nor constitute an audit or a review engagement in accordance with standards issued 

by the Auditing and Assurance Standards Board.  

Based on these procedures and enquiries, Deloitte considers that there are reasonable grounds to 

believe that the prospective financial information for KIL and the Assets included in this report has 
been prepared on a reasonable basis.  In relation to the prospective financial information, actual 

results may be different from the prospective financial information of KIL and the Assets referred to 

in this report since anticipated events frequently do not occur as expected and the variation may be 
material.  The achievement of the prospective financial information is dependent on the outcome of 

the assumptions.  Accordingly, we express no opinion as to whether the prospective financial 

information will be achieved. 
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Deloitte holds the appropriate Australian Financial Services Licence to issue this report and is owned 

by the Australian Partnership Deloitte Touche Tohmatsu.  The employees of Deloitte principally 

involved in the preparation of this report were Rachel Foley-Lewis, Director, B.Comm, CA, F.Fin, 
Mark Pittorino, Director, B.Comm, MAppFin, CA, Christophe Bergeron, Associate Director, 

MAppFin and Matthew Walden, Manager, B.Bus., G.Dip.AppFin (Finsia), CA, F.Fin, of Deloitte.  

Each have many years experience in the provision of corporate financial advice, including specific 

advice on valuations, mergers and acquisitions, as well as the preparation of expert reports. 

Deloitte Touche Tohmatsu is the current auditor of PIML.  Fees are derived for audit and related 

services to this company charged on an hourly basis at the firm‟s standard charge out rates. 

Neither Deloitte, Deloitte Touche Tohmatsu, nor any partner or executive or employee thereof has 
any financial interest in the outcome of the Proposed Transaction which could be considered to affect 

our ability to render an unbiased opinion in this report.  Deloitte will receive a fee of $165,000 

exclusive of GST in relation to the preparation of this report.  This fee is based upon time spent at our 

normal hourly rates and is not contingent upon the success or otherwise of the Proposed Transaction. 

Consent to being named in disclosure document  

Deloitte Corporate Finance Pty Limited (ACN 003 833 127) of 225 George Street, Sydney NSW 

2000 acknowledges that: 

 PIML proposes to issue the Unitholder Booklet 

 the Unitholder Booklet will be issued in hard copy and be available in electronic format 

 it has previously received a copy of the draft Unitholder Booklet for review 

 it is named in the Unitholder Booklet as the „independent expert‟ and the Unitholder Booklet 

includes its independent expert‟s report in Appendix 2 to the Unitholder Booklet. 

On the basis that the Unitholder Booklet is consistent in all material respects with the draft Unitholder 

Booklet received, Deloitte Corporate Finance Pty Limited consents to it being named in the 

Unitholder Booklet in the form and context in which it is so named, to the inclusion of its independent 
expert‟s report in Appendix 2 to the Unitholder Booklet and to all references to its independent 

expert‟s report in the form and context in which they are included, whether the Unitholder Booklet is 

issued in hard copy or electronic format or both. 

Deloitte Corporate Finance Pty Limited has not authorised or caused the issue of the Unitholder 

Booklet and takes no responsibility for any part of the Unitholder Booklet, other than any references 
to its name and the independent expert‟s report as included in Appendix 2.  
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Important Notices
General  

You should read this Booklet in its entirety before 
making a decision on how to vote on the resolutions 
to be considered at the General Meeting 
(Resolutions).  The notice convening the General 
Meeting is contained in Appendix 1.  A proxy form 
for the meeting is enclosed. 

Preparation 

This Booklet was prepared by Kaplan Funds 
Management Pty Limited (KFM) and issued by 
Permanent Investment Management Limited 
(PIML).  PIML is the responsible entity of the KFM 
Diversified Infrastructure and Logistics Fund (KIL).  
KFM is the investment manager of KIL. 

Defined terms 

Capitalised terms in this Booklet are defined either 
in the Glossary in Section 11 of this Booklet or 
where the relevant term is first used. 

References to dollars or $ are references to the 
lawful currency of Australia.  Any discrepancies 
between the totals and the sum of all the individual 
components in the tables contained in this Booklet 
are due to rounding.

Purpose of this Booklet 

The purpose of this Booklet is to: 

 explain the terms and effect of the Acquisition 
to Unitholders; and

 provide such information as is prescribed by 
the ASX Listing Rules. 

ASX 

A copy of this Booklet has been lodged with ASX.
ASX and its officers take no responsibility for the 
contents of this Booklet. 

Input from other parties 

Deloitte Corporate Finance Pty Limited (Deloitte)
has prepared the Independent Expert's Report in 
relation to the Acquisition in Appendix 2 and takes 
responsibility for that Appendix.  Deloitte is not 
responsible for any other information contained 
within this Booklet.  Unitholders are urged to read 
the Independent Expert's Report carefully to 
understand the scope of the report, the 
methodology of the assessment, the sources of 
information and the assumptions made. 

PricewaterhouseCoopers (PwC) has prepared the 
Tax Report in Appendix 3 and takes responsibility 
for that Appendix.  PwC is not responsible for any 
other information contained in this Booklet.  
Unitholders are urged to read the Tax Report 
carefully. 

PIML has prepared the information included in the 
Responsible Entity's Letter, Sections 1.5, 3.2 and 
3.15 regarding the PIML recommendation and 
Section 5.8 regarding Trust and takes responsibility 
for that material.  PIML is not responsible for any 
other information contained in this Booklet except to 
the extent required by law. 

Other than in respect of the information identified 
above, the information contained in the remainder of 

this Booklet has been prepared by KFM and is the 
responsibility of KFM.  KFM does not assume 
responsibility for the accuracy or completeness of 
any other part of this Booklet and assumes 
responsibility only to the extent required by law. 

Investment decisions 

This Booklet does not take into account the 
investment objectives, financial situation, tax 
position and requirements of any particular person.  
This Booklet should not be relied on as the sole 
basis for any investment decision in relation to 
Units.  Independent financial and taxation advice 
should be sought before making any decision to 
invest in KIL or in relation to the Acquisition.  It is 
important that you read the entire Explanatory 
Memorandum before making any voting or 
investment decision.  In particular, it is important 
that Unitholders consider the possible 
disadvantages of the Acquisition set out in 
Section 3.3 and the risk factors identified in 
Section 4. 

Unitholders should carefully consider these factors 
in light of their particular investment objectives, 
financial situation, tax position and requirements.  If 
Unitholders are in any doubt on these matters, they 
should consult their legal, financial, taxation or other 
professional adviser before deciding how to vote on 
the Acquisition.  Past performance is no indication 
of future performance. 

Forward looking statements 

This Booklet includes certain prospective financial 
information which has been based on current 
expectations about future events.  The prospective 
financial information is, however, subject to risks, 
uncertainties and assumptions that could cause 
actual results to differ materially from the
expectations described in such prospective financial 
information.  Factors which may affect future 
financial performance include, among other things, 
those identified in Section 4.  The assumptions on 
which prospective financial information is based 
may prove to be incorrect or may be affected by 
matters not currently known to, or considered 
material by, KFM. 

Actual events or results may differ materially from 
the events or results expressed or implied in any 
forward looking statement and deviations are both 
normal and to be expected.  None of PIML, KFM,
the officers of PIML and KFM or any person named 
in this Booklet makes any representation or 
warranty (either express or implied) as to the 
accuracy or likelihood of fulfilment of any forward 
looking statement, or any events or results 
expressed or implied in any forward looking 
statement.  You are cautioned not to place undue 
reliance on those statements. 

The forward looking statement in this Booklet 
reflects views held only as at the date of this 
Booklet. 

Electronic document 

This Booklet may be viewed online at 
www.kaplanfunds.com.au.



Your vote is important in determining whether the Acquisition proceeds. 
This is an important document and requires your urgent attention.

If you are in any doubt as to how to deal with this Booklet, please consult 
your legal, financial, taxation or other professional adviser immediately.

If you have recently sold all of your Units, please disregard  
all enclosed documents.

KFM DIversIFIeD  
InFrastrUctUre  
anD LogIstIcs FUnD 
arsn 122 556 441

Unitholder Booklet
acqUIsItIon oF KapLan eqUIty LIMIteD

A notice of meeting is included in Appendix 1 to this Booklet.  
A proxy form for the meeting accompanies this Booklet.
Deloitte corporate Finance pty Limited, the independent expert, has concluded that the acquisition  

is fair and reasonable to non-associated Unitholders.
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