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(b) facilitating access to Halifax AU’'s MT5 platform;

(c) providing its clients with access to IB NZ, as described above at paragraph 20;

and

(d) facilitating access to IB AU.

Financial products available on the trading platforms

24.

25.

26.

27.

28.

29.

30.

Clients invested through Halifax AU or Halifax NZ in a range of different financial
products. These financial products can be classified broadly as exchange-traded
financial products and “over-the-counter” (OTC) financial products. | describe each of

these products below.

Exchange-traded financial products were available for trading through IB AU and IB NZ.
OTC financial products were available for trading through MT4 and MT5 and IB NZ.

| note that in paragraph 41 of my June 2019 Affidavit, | stated that exchange-traded
financial products were also available for trading on the MT4 and MT5 platforms. This is
incorrect. My understanding of the MT4 and MT5 platforms has evolved since the June
2019 Affidavit and is described below at paragraphs 53-64.

Exchange-traded financial products

Exchange-traded financial products are investments which are traded on a regulated
exchange (such as the Australian Stock Exchange (ASX), New York Stock Exchange
(NYSE), London Stock Exchange (LSE)). Exchange-traded financial products include

shares, warrants, futures and options.

An example of an exchange-traded financial product is a share on the ASX in company

A. The value of the share fluctuates according to market movements.
OTC products

OTC financial products, including OTC derivatives, are not listed on a regulated
exchange such as the ASX. They are traded via private contracts between two parties.
OTCs include CFDs and options, which derive their value from products such as shares,

indexes, metals and commaodities and foreign exchanges.

An example of an OTC financial product is a CFD relating to a share in company A. The
financial outcome of the CFD is dictated by the market price of the share. If the value of

the share in company A increases over the period of the CFD, party A to the contract
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PART Il: DISTRIBUTION OPTIONS

72. In this part of the affidavit, | describe how an in specie distribution or a cash distribution
might be undertaken by the Liquidators of Halifax AU and Halifax NZ, and the benefits
and limitations of each distribution option. For the reasons below, | consider that an in
specie distribution would be more challenging to undertake than a cash distribution. The
main reason for this is that the value of assets is constantly moving, which makes it
difficult to calculate, with accuracy, the value of the assets to be distributed at a fixed

point in time. [ discuss this further at paragraphs 124-127 below.

73. In this part of the affidavit, | have assumed that the Courts would direct that the assets of
Halifax AU and Halifax NZ be pooled and that investors are entitled to a proportionate
share of those assets, based on their account balance at the date on which the Courts

direct that investor claims are to be valued (Adjudication Date).

74.  Except to the extent that | discuss the process of effecting an in specie distribution at
paragraphs 90-105, my evidence below does not concern investors whose assets might
be traceable (if the Courts were to regard traceability as relevant). It only applies to other
investors who would receive a distribution from the single deficient mixed fund. The
single deficient mixed fund is comprised of cash and other assets held on the IB AU

Platform (like shares).

75.  In addition, in specie distribution would only be relevant to investors on the IB AU and the
IB NZ platforms with open positions. As set out in the table at paragraph 65 above, as at
29 May 2020, there were 851 IB AU Client Sub-Accounts and 698 1B NZ Client Sub-
Accounts with open positions. In theory, it may be possible to conduct an in specie
distribution of all open positions; however, in practice, it may not be possible to
undertake an in specie distribution of all open positions because the rules governing the
transfer of assets on the different exchanges and trading venues where those open
positions are listed may prevent this. In setting out certain parts of the process of an in
specie distribution in paragraphs 90-105 below, | have assumed that all open positions
(1,549 in total, being 851 1B AU Client Sub-Accounts + 698 1B NZ Client Sub-Accounts

with open positions including shares) would be able to be distributed in specie.

76.  An in specie distribution would not be available for investors on the MT4 and MT5
platforms because, as stated above at paragraphs 56-57, these are “virtual’ trading

platforms.

77. Also, an in specie distribution would not be available for assets in the [B AU Prop

-

-~

Account, which are held as hedges against investor positions on the MT5 platform. As /3 P
V]

&
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The time taken to execute the transfers may be reduced if IB and the Liquidators
figure out how to streamline the process. For example, if investors are
encouraged to open an account with IB, it may be possible to execute a bulk

transfer which would reduce the duration and cost of the process.

Sixthly, once the transfers have been effected, the Liquidators would undertake the
close-out of remaining investor positions. By remaining investor positions, | mean assets
that still .remain in IB Client Sub-Accounts for which the Liquidators have not received a
form seeking an in specie distribution. The time that it will take to complete the close-out
of the remaining assets wil! depend on the liquidity or illiquidity of those assets, including
whether there is a market for their realisation. | do not have the expertise to make any

further observations on this issue.

All cash realised from the sale of the remaining investor positions (and any other cash
held in IB Client Sub-Accounts) would be transferred from the IB Client Sub-Accounts to
an account controlled by the Liquidators. The cash in the account controlled by the
Liquidators would then be distributed into nominated bank accounts of investors
according to each investor's proportionate entittement. The timeframe for the transfer of

cash depends on several variables, including:

€)) the number of investors to whom cash is to be transferred — in theory, cash may
need to be transferred to 11,938 investors — which is the number of accounts with
positive balances at 23 November 2018 held on IB AU, IB NZ, MT4 and MT5 —
across 60 countries; (Mr Sutherland obtained this data from the IB AU, IB NZ,
MT4 and MT5 platforms and provided it to me.)

(b) the ease with which the Liquidators can communicate with investors to obtain
their nominated bank account details — not all investors have email and based on
previous correspondence with investors, not all investors respond to requests for

information;

(c) whether investors provide accurate and complete account details and proof of

identification to the Liquidators;

(d) the number of payments in foreign currencies — in order to make payments in
foreign currencies, the Liquidators will need to ensure that they have sufficient

funds to make those payments, which is challenging due to currency fluctuations;

(e) the processes for and restrictions on payments to investors located overseas — for

example, some countries, like China, have restrictions on cash transferred from_
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overseas; other countries may have anti-money laundering regulations which

affect the transfer of funds from overseas; and
() whether payments are executed via electronic funds transfer or cheque.

| have assumed that the process of undertaking a cash distribution, including realising
open positions on IB AU and IB NZ, distributing cash and transferring cash into

nominated bank accounts of investors, could take up to six months.
Time taken for an in specie distribution

| estimate that an in specie distribution process could take around 13-14 months to
complete if there were an in specie distribution coupled with a cash distribution. This is a
rough estimate and is based on the estimates of time in paragraphs 9081-105 above
and, as to the time to complete the cash component of the distribution, it is subject to the
views of Mr Simmonds who has been engaged as an expert to opine on the time it would

be likely to take to complete the liquidation of a number of apparently illiquid assets.

The table below summarises the estimated time for undertaking an in specie distribution:

Event Estimated time Pinpoint reference

Liquidators calculate the | Three months Paragraph 86

value of an investor’s claim

Investors advise the | One month Paragraphs 91(b), 94
Liquidators of assets they
would like transferred by

way of in specie distribution

Investors open an account | One month Paragraph 96

with an alternate broker

Halifax staff process | One month Paragraphs 99-101
transfer forms completed by
investors  and provide
instructions to IB for the

transfer of assets

IB process the transfer of | Four to six weeks Paragraph 102

assets

Y

i EaUP Y
i
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Base currency Number of accounts Balance in base Balance in AU$
currency
AUD 6,315 162,551,193 162,551,193
CAD 1 3,204 3,490
CHF 1 5,502 8,587
EUR 43 663,732 1,105,645
GBP 29 201,264 372,901
NzD 1,761 51,978,252 48,381,877
SGD 12 136,839 145,405
usDh 3,776 30,799,900 46,202,929
Total 11,938 258,772,027

158. Ordinarily, in my experience, in a liquidation, in order to calculate a dividend entitlement
for each creditor, the liquidator would convert all assets into one currency. The
liquidators would then pay a distribution in that currency. If a creditor wishes to receive
funds in other currencies, conversion to that currency would be at that creditor's cost and

risk. This enables the most straightforward calculation and distribution process.

159. In the case of the liquidation of Halifax AU and Halifax NZ, the assets are held and the
base currencies are in multiple currencies. In my experience, the simplest distribution
method would be to convert all assets to one currency, the most logical of which is
Australian dollars, given the high proportion of accounts in that base currency. The

Liquidators would then distribute the assets in this currency.

160. Fourthly, as described above at paragraph 104, practical difficulties may arise in the
payment of cash to investors in overseas locations. Clients of Halifax AU and Halifax NZ
reside in at least 60 countries. These difficulties will also arise in an in specie distribution

because it will be accompanied by a cash distribution.
Conclusion as to whether an in specie distribution or a cash distribution is preferable

161. In light of my description of an in specie distribution and a cash distribution above, |
believe that an in specie distribution is more complex to undertake than a cash
distribution and that a cash distribution is likely to be more efficient and cost effective.

The reasons for my belief are, by way of summary of what appears above, as follows:
L
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(h) Also, on 31 August 2020, Investor A’'s shares are worth A$92,000 and the
process of effecting a transfer of those shares from Investor A’s IB Client Sub-

Account to an account with another broker commences.

0] Three months later, on 30 November 2020, the in specie distribution takes place
(Investor A Distribution Date). That is, the Investor A Entitlement is transferred

from Investor A’s 1B Client Sub-Account to another broker.

() Between 31 August 2020, when the transfer process commenced, and 30
November 2020, the Investor A Distribution Date, the Halifax assets reduces from
A$230 million to A$200 million, resulting in a deficiency of $50 million or 20% of

client positions.

(k) As a result of the reduction in the value of the Halifax portfolio, the assets
available to distribute to Investor A are now only A$80,000 (0.04% of A$200
million); however a process to effect a distribution of assets valued at A$92,000 to

Investor A has already been undertaken.

In Example 1, if the in specie distribution in the amount of A$92,000 to Investor A was
effected, Investor A would have received assets having a value greater than the amount
they are entitled to and other investors would consequently receive assets having a
value lower than the amount they are entitled to. The additional assets distributed to
Investor A above the Investor A Entitlement should have been distributed to other

investors.

Example 2 (impact of market movements on investors not receiving in specie

distribution)
| have assumed that:

(a) The Courts direct that investor claims are to be valued as at 30 June 2020 — that
is, the Adjudication Date is 30 June 2020.

(b) As at 30 June 2020, total client equity positions are equal to A$250 million and the
Halifax portfolio is equal to A$230 million, resulting in a deficiency of A$20 million

or 8% of client positions.

(c) As at 30 June 2020, all investors are entitled to a distribution of 92 cents in the
dollar on a pro rata basis. However, this is subject to change as the value of the

portfolio changes.
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As at 30 June 2020, 1,000 investors have an equity balance of A$100 million
consisting only of shares. Those investors are entitled to 40% of the assets

available to be distributed (Example 2 Entitlement).

In Distribution Declarations issued on 31 July 2020, the Ligquidators provide
investors on IB AU and IB NZ with open positions with the option of transferring
assets in specie in the same way as Example 1. That is, those 1,000 IB AU and
IB NZ investors who hold assets other than cash are given the opportunity to elect

whether to transfer those assets to another broker or to realise those assets.

After the Distribution Declaration Date by around 31 August 2020, 1,000 investors

elect to receive an in specie distribution of all of their Example 2 Entitlement.

As at 31 August 2020, the Halifax portfolio is still equal to A$230 mi'IIion, meaning
that investors are still entitled to 92 cents in the dollar on a pro rata basis. Based
on the Example 2 Entitlement, A$92 million in assets should be distributed to the

1,000 investors who elected to receive an in specie distribution.

Also, on 31 August 2020, the 1,000 investors’ shares are worth A$92 million and
the process of effecting a transfer of those shares from investors’ 1B Client Sub-

Accounts to accounts with other brokers commences.

As a result of the election, the remaining assets of the Halifax portfolio, which total
A$138 million as at 31 August 2020, are due to be distributed in cash to investors.

To generate A$138 million in cash, some shares need fo be sold.

Three months later, on 30 November 2020, the in specie distribution takes place
and the shares valued at A$92 million on 31 August 2020 are transferred from the
investors’ IB Client Sub-Accounts to other brokers (Example 2 Distribution
Date).

Between 31 August 2020, when the transfer process commenced, and
30 November 2020, being the Example 2 Distribution Date, the Halifax portfolio
reduces from A$230 million to A$200 million, resulting in a deficiency of
A$50 million or 20% of client positions. Also, the shares valued at A$92 million as
at 31 August 2020 are now valued at A$85 million, representing a 9% decrease in

value.

As a result of the reduction in the value of the Halifax portfolio, investors should
now receive 80 cents in the dollar on a pro rata basis (A$200 million /
$250 million). For those investors who elected for an in specie distribution and
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who had an equity balance of A$100 million as at the Adjudication Date, a
distribution of only A$80 million should have been received. For those investors
who elected for a cash distribution and who had an equity balance of A$150
million as at the Adjudication Date, a distribution of A$120 million should have

been received.

However, the assets that have been distributed to those who elected for an in
specie distribution are now valued at A$85 million, leaving A$115 million to be
distributed in cash to investors. This resuits in investors receiving an in specie
distribution of 85 cents in the dollar and other investors receiving a cash

distribution of 77 cents in the dollar.

Example 2 shows how an in specie distribution can lead to the amount of assets

available for a cash distribution reducing such that those investors who receive a cash

distribution do not receive the same pro rata distribution as those investors who receive

an in specie distribution.

Example 3 (in specie distribution and portfolio increases)

| have assumed that:

(a)

(b)

(€)

(d)

(e)

The Courts direct that investor claims are to be valued as at 30 June 2020 — that
is, the Adjudication Date is 30 June 2020. '

As at 30 June 2020, total client equity positions are equal to A$250 million and the
Halifax portfolio is equal to A$230 million, resulting in a deficiency of A$20 million

or 8% of client positions.

As at 30 June 2020, all investors are entitled to a distribution of 92 cents in the
dollar on a pro rata basis. However, this is subject to change as the value of the

portfolio changes.

As at 30 June 2020, Investor C has an equity balance of A$100,000 consisting
only of shares. Investor C is entitled to 0.04% of the assets available to be
distributed.

On 30 June 2020, the Liquidators issue a Distribution Declaration to Investor C,
notifying the inVestor that they are entitled to a distribution of 0.04% of assets to
be distributed (Investor C Entitlement) and that they can elect to receive an in
specie distribution up to that value. That is, Investor C can elect that shares up to

the value of the Investor C Entitlement be transferred to another broker.
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On 31 August 2020, Investor C notifies the Liquidators that it elects to receive an

in specie distribution of all of the Investor C Entitlement.

As at 31 August 2020, the Halifax portfolio is still equal to A$230 million, meaning
that investors are still entitled to 92 cents in the dollar on a pro rata basis. Based
on the Investor C Entitlement, A$92,000 in assets should be distributed to

[nvestor C.

Also, on 31 August 2020, Investor C’s shares are worth A$92,000 and the
process of effecting a transfer of those shares from Investor C’s B Client Sub-

Account to an account with another broker commences.

Three months later, on 30 November 2020, the in specie distribution takes place
(Investor C Distribution Date). That is, the Investor C Entitlement is transferred

from Investor C’s IB Client Sub-Account to another broker.

Between 31 August 2020, when the transfer process commenced, and
30 November 2020, the Investor C Distribution Date, the Halifax portfolio
increases from A$230 million to A$240 million, decreasing the deficiency to
$10 million or 4% of client positions (which would, in theory, result in a distribution

of 96 cents in the dollar to all investors on a pro rata basis).

As a result of the increase in the value of the Halifax portfolio, the assets available
to distribute to Investor C should have been A$96,000 (0.04% of A$240 million).

In Example 3, Investor C would have received assets lower in value than the amount

they are entitled to. In addition, Example 3 may result in a situation where there would

be surplus assets remaining in the accounts of Halifax AU and Halifax NZ. This issue

could be resolved by distributing the surplus assets to investors in a subsequent cash

distribution.

Example 4 (cash distribution — adjudication date as at 30 June 2020)

| have assumed that:

(a)

(b)

(c)

The Courts direct that investor claims are to be valued as at 30 June 2020 — that
is, the Adjudication Date is 30 June 2020.

As at 30 June 2020, total client equity positions are equal to A$250 million.

By 30 June 2020, all shares in the IB AU and IB NZ Client Sub-Accounts and the
IB AU Prop Account have been realised. All assets held by Halifax AU and
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Halifax NZ are now in the form of cash. Following realisation, Halifax AU and

Halifax NZ hold A$230 million all of which is available for distribution to investors.

There is a deficiency of A$20 million or 8% of client positions (A$250 million —
A$230 million). Accordingly, all investors receive a cash distribution of 92 cents in

the dollar on a pro rata basis.

As at 30 June 2020, Investor D has an equity balance of A$100,000. Given that

all assets have been realised, this balance consists of cash only.

On 31 July 2020, the Liquidators issue a Distribution Declaration to Investor D,
notifying the investor that they are entitled to a cash distribution of A$92,000

(Investor D Entitlement).

On 31 August 2020, the Liquidators transfer A$92,000 to Investor D’s nominated

bank account (Investor D Distribution Date)

In Example 4, Investor D receives a distribution of A$92,000, which is equal to the

Investor D Entitlement. Between 31 July 2020, the Distribution Declaration Date, and 31

August 2020, the Investor D Distribution Date, there is no movement in the value of the

assets of Halifax AU and Halifax NZ. This is because all assets have been converted

into cash and there are no shares or other financial products, the value of which would

be subject to market fluctuations other than foreign currency movements.

Example 5 (cash distribution — adjudication date as at 22 November 2018)

| have assumed that:

(@)

(b)

()

(d)

The Courts direct that investor claims are to be valued as at close of business on
22 November 2018, being the day before the Liquidators were appointed as

voluntary administrators — that is, the Adjudication Date is 22 November 2018.
As at 22 November 2018, total client equity positions were equal to A$210 million.

By 30 June 2020, all shares in the IB AU and IB NZ Client Sub-Accounts and the
IB AU Prop Account have been realised. All assets held by Halifax AU and
Halifax NZ are now in the form of cash. Following realisation, Halifax AU and

Halifax NZ hold A$230 million all of which is available for distribution to investors.

There is a surplus of A$20 million. Accordingly, leaving to one side any question
of any investor (e.g., those within Category 3) having a traceable entitlement, all
investors receive a cash distribution of 110 cents in the dollar on a pro rata basis.
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As at 30 June 2020, Investor E has an equity balance of A$100,000. Given that

all assets have been realised, this balance consists of cash only.

On 31 July 2020, the Liquidators issue a Distribution Declaration to Investor E
notifying the investor that they are entitled to a cash distribution of A$110,000

(Investor E Entitlement).

On 31 August 2020, the Liquidators transfer A$110,000 to Investor E’s nominated

bank account (Investor E Distribution Date)

in Example 5, investor D receives a distribution of A$110,000, which is equal to the

Investor E Entitlement. Between 31 July 2020, the Distribution Declaration Date, and 31

August 2020, the Investor E Distribution Date, there is no movement in the value of the

assets of Halifax AU and Halifax NZ. This is because all assets have been converted

into cash and there are no shares or other financial products, the value of which would

be subject to market fluctuations.

Example 6 (in specie distribution and adjudication Date as at 22 November 2018)

| have assumed that:

(a)

(b)

(d)

(€)

The Courts direct that investor claims are to be valued as at close of business on
22 November 2018, being the day before the Liquidators were appointed as
voluntary administrators of Halifax AU — that is, the Adjudication Date is
22 November 2018.

As at 22 November 2018, total client equity positions were equal to A$210 million.

As at 22 November 2018, Investor F has an equity balance of A$100,000
consisting only of shares. Investor F is entitled to 0.048% of assets available to
be distributed.

As at 30 June 2020, the Halifax portfolio is equal to A$250 million, resulting in a
surplus of A$40 million. Accordingly, as at that date, again leaving to one side
any question of any investor (e.g., those within Category 3) having a traceable
entitlement, all investors are entitled to a distribution of 119 cents in the dollar on
a pro rata basis. However, this is subject to change as the value of the portfolio

changes.

On 31 July 2020, the Liquidators issue a Distribution Declaration to [nvestor F,

notifying Investor F that they are entitled to a distribution of 0.048% of assets
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available to be distributed (Investor F Entitlement) and that they can elect to
receive an in specie distribution up to that value. That is, Investor F can elect that
shares up to the value of the Investor F Entitlement be transferred to another

broker.

On 31 August 2020, Investor F notifies the Liquidators that it elects to receive an

in specie distribution of all of the Investor F Entitlement.

As at 31 August 2020, the Halifax portfolio is still equal to A$250 million, meaning
that investors are still entitled to 119 cents in the dollar on a pro rata basis. Based
on the Investor F Entitlement, A$119,000 in assets should be distributed to

Investor F.

Also on 31 August 2020, Investor F's shares are worth A$119,000 and the
process of effecting a transfer of those shares from Investor F's Client Sub-

Account to an account with another broker commences.

Three months later, on 30 November 2020, the in specie distribution takes place
(Investor F Distribution Date). That is, the Investor F Entitlement is transferred

from Investor F’s IB Client Sub-Account to another broker.

‘Between 31 August 2020, when the transfer process commenced, and

30 November 2020, the Investor F Distribution Date, the Halifax portfolio
decreases from A$250 million to A$200 million, resulting in a deficiency of

$10 million or 5% of client positions.

As a result of the reduction in the value of the Halifax portfolio, the assets
available to distribute to Investor F should have been only A$95,000; however a
process to effect a distribution of assets valued at A$119,000 to Investor F has

already been undertaken.

In Example 6, if the in specie distribution in the amount of A$119,000 to Investor F was

effected, Investor F would have received more assets than they are entitled to and other

investors would receive less assets than they are entitled to. The additional assets

distributed to Investor F above the Investor F Entitlement should have been distributed to

other investors.

Example 7 (interim cash distribution)

| have assumed that:
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The Courts direct that investor claims are to be valued as at close of business on
22 November 2018, being the day before the Liquidators were appointed as
voluntary administrators of Halifax AU — that is, the Adjudication Date is 22
November 2018.

As at 22 November 2018, total client equity positions are equal to A$210 million.

As at 22 November 2018, Investor G has an equity balance of A$100,000.

Investor G is entitled to 0.048% of the assets available to be distributed.

By 28 February 2021, the value of the assets (including shares held in the IB AU
and IB NZ Client Sub-Accounts and the IB AU Prop Account) is A$230 million. Of
those assets, 75% have been realised and are now in the form of cash, which
equals A$172 million (Interim Distribution Pool). This means that A$172 million
can be distributed to investors in cash and 25% of assets (around A$58 million as
at 28 February 2021) in the IB AU and IB NZ Client Sub?Accounts, the IB AU Prop

Account remain unrealised.

The Liquidators undertake an interim distribution because they have formed the

view that the remaining 25% of assets may take some considerable time to sell.

Based on the A$172 million in cash available for distribution, all investors receive
an interim cash distribution of 82 cents in the dollar on a pro rata basis. That is
calculated (again leaving to one side any issue of traceability, e.g., in relation to
those in Category 3) by dividing the assets available for distribution of A$172
million by total equity positions of A$210 million.

‘On 28 February 2021, the Liquidators issue a Distribution Declaration to Investor

G notifying the investor that they are entitied to a cash distribution of A$82,000
(Investor G Interim Entitlement). That is, a distribution of 82 cents in the dollar
based on their equity balance of A$100,000 as at November 2018. (A$82,000 is
approximately equal to 0.048% of A$172 million.)

By 31 August 2021, the Liquidators have realised the remaining assets in the IB
AU and IB NZ Client Sub-Accounts and the IB AU Prop Account. The value of
those assets is now A$70 million. The A$12 million increase in the value of these
assets between February 2021 and August 2021 arose as a result of favourable

market movements.

Following the second tranche of realisation between February 2021 and August
2021, there is an additional A$70 million to be distributed to investors. All

AU_Active01 906760290v21 LITTLEN




201.

202.

63

investors receive a second cash distribution of 33.333 cents in the dollar on a pro
rata basis. That is calculated by dividing the assets available for distribution of

A$70 million by total equity positions of A$210 million.

1) On 31 August 2021, the Liquidators issue a further Distribution Declaration to
Investor G notifying the investor that they are entitled to a further cash distribution
of A$33,333 (Investor G Second Entitlement). Thatis, a distribution of 33.333
cents in the dollar based on their equity balance of A$100,000 as at November
2018. (A$33,333 is approximately equal to 0.048% of A$70 million.)

This example illustrates that even though there has been an increase in the value of the
assets in the Halifax portfolio, there is no risk of Investor G receiving any more or any
less than what they are entitled to receive based on the value of their claim as at the
Adjudication Date. The same would apply where there was a decrease in the value of
the assets in the Halifax portfolio between 28 February 2021 and 31 August 2021.

Example 8 (small in specie distribution and cash distribution)
| have assumed that:

(a) The Courts direct that investor claims are to be valued as at 30 June 2020 — that
is, the Adjudication Date is 30 June 2020.

(b) As at 30 June 2020, total client equity positions are equal to A$250 million ahd the
value of the Halifax portfolio is equal to A$230 million, resulting in a deficiency of

A$20 million or 8% of client positions.

(c) As at 30 June 2020, all investors are entitled to distribution of 92 cents in the
dollar on a pro rata basis. However, this is subject to change as the value of the

portfolio changes.

(d) As at 30 June 2020, Investor H has an equity balance of A$100,000 consisting
only of shares in Company A. Investor H is entitled to 0.04% of the assets

available to be distributed.

(e) On 31 July 2020, the Liquidators issue a Distribution Declaration notifying
Investor H that they are entitled to a distribution of 0.04% of assets available to be
distributed (Investor H Entitlement), that they can elect to receive an in specie
distribution of 10% of the Investor H Entitlement, and the remainder of the

Investor H Entitlement will be distributed in cash. That is, Investor H can elect
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that assets up to the value of 10% of the Investor H Entitlement be transferred to

another broker.

On 31 August 2020, Investor H notifies the Liquidators that it elects to receive an
in specie distribution of 10% of the Investor H Entitlement, consisting of shares in

Company A.

As at 31 August 2020, the Halifax portfolio is still equal to A$230 million, meaning
that investors are still entitled to 92 cents in the dollar on a pro rata basis. Based
on the Investor H Entitlement and Investor H’s election to receive 10% of its

entitlement in shares, A$9,200 in shares should be distributed to Investor H.

Also, on 31 August 2020, Investor H's shares are worth A$9,200 and the process
of effecting a transfer of those shares from Investor H’s IB Client Sub-Account to

an account with another broker commences.

Three months later, on 30 November 2020, the in specie distribution takes place
(Investor H Distribution Date). That is, 10% of the Investor H Entitlement is
transferred from Investor H’s IB Client Sub-Account to another broker. At the date

of transfer, the shares transferred to Investor H are worth A$20,000.

Between 31 August 2020, when the transfer process commenced, and 30
November 2020, the Investor H Distribution Date, the Halifax portfolio reduces
from A$230 million to A$150 million, resulting in a deficiency of $100 million or

40% of client equity positions.

As a result of the reduction in the value of the Halifax portfolio, the assets
available to distribute to Investor H should have been only A$60,000 (which is
0.04% of A$150 million).

In Example 8, Investor H has received more than 10% of the Investor H Entitlement in

shares because it received shares worth A$20,000 instead of shares worth A$6,000

(which is 10% of the amount available for distribution as at the Investor H Distribution

Date).

However, Investor H has not received assets in excess of the Investor H

Entitlement. In a cash distribution, Investor H would receive the difference between their

entitlement and the value of the assets transferred to them as at the date of transfer.

Example 9 (small in specie distribution and shares to be transferred increase in

value at the time of transfer)

| have assumed that:
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The Courts direct that investor claims are to be valued as at 30 June 2020 — that
is, the Adjudication Date is 30 June 2020.

As at 30 June 2020, total client equity positions are equal to A$250 million and the
value of the Halifax portfolio is equal to A$230 million, resulting in a deficiency of

A$20 million or 8% of client positions.

As at 30 June 2020, all investors are entitled to a distribution of 92 cents in the
dollar on a pro rata basis. However, that is subject to change as the value of the

portfolio changes.

As at 30 June 2020, Investor | has an equity 'balance of A$100,000 consisting
only of shares. Investor | is entitled to 0.04% of the assets available to be
distributed.

On 31 July 2020, the Liquidators issue a Distribution Declaration notifying
Investor | that they are entitled to a distribution of 0.04% of assets available to be

distributed (Investor | Entitlement), that they can elect to receive an in specie

" distribution of 10% of the Investor | Entitlement, and the remainder of the investor

| Entitlement will be distributed in cash. That is, Investor | can elect that assets up

to the value of 10% of the Investor | Entitlement be transferred to another broker.

On 31 August 2020, Investor | notifies the Liquidators that it elects to receive an in
specie distribution of 10% of the Investor | Entitlement, consisting of shares in

Company A.

As at 31 August 2020, the Halifax portfolio is still equal to A$230 million, meaning
that investors are still entitled to 92 cents in the dollar on a pro rata basis. Based
on the Investor | Entitlement and Investor I's election to receive 10% of its

entitlement in shares, A$9,200 in shares should be distributed to Investor I.

Also, on 31 August 2020, Investor I's shares are worth A$9,200 and the process
of effecting a transfer of those shares from Investor I's IB Client Sub-Account to

an account with another broker commences.

Three months later, on 30 November 2020, the in specie distribution takes place
(Investor I Distribution Date). That is, the shares that have been marked for an
in specie distribution to Investor | are transferred from Investor I's 1B Client Sub-
Account to another broker. However, at the date of transfer — that is, the Investor
| Distribution Date — the shares are worth A$70,000. Between 31 August 2020,
when the transfer process commenced, and 30 November 2020, the date of
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transfer of the shares, the value of the shares to be transferred to Investor | in

satisfaction of the in specie distribution significantly increased.

) Also between 31 August 2020 and the Investor | Distribution Date, the Halifax
portfolio reduces from A$230 million to A$150 million, resulting in a deficiency of

$100 million or 40% of client equity positions.

(K) As a result of the reduction in the value of the Halifax portfolio, the assets
available to distribute to Investor | should have been only A$60,000 (which is
0.04% of A$150million). This means that Investor | has received assets in excess

of their entitlement.

In Example 9, Investor | has received an in specie distribution of more than 10% of his
entitlement (that is, more than 10% of the Investor | Entitlement). As at 31 August 2020,
when the transfer of shares commenced, the value of Investor I's entitement to an in
specie distribution was A$9,200; however, on the Investor | Distribution Date, Investor |

received shares worth A$70,000 as an in specie distribution.

It may be possible to make a correlative negative adjustment to the cash entitlement of
Investor | such that any overpayment in shares is offset by a smaller cash distribution.
However, if upon realisation of all assets, Investor | is not entitled to any cash distribution
because it has received more than its entitlement through the in specie distribution, it will
not be possible to offset the overpayment of the in specie distribution by reducing the

cash which Investor | would receive in a cash distribution.

In circumstances where investors were given the option of receiving a 10% in specie
interim distribution and Investor | opted to receive a 10% in specie distribution (as in
Example 9 above), for Investor | to receive an overall distribution greater than the
Investor | Entitlement, the value of the portfolio would need to reduce to less than A$23
million, which is unlikely to occur. However, this calculation assumes that the underlying
value of Investor I's assets remain static as against the Halifax portfolio as a whole,
which is unlikely to be realistic. In other words, this example does not account for the
continuous movement of investments within the portfolio as against the point at which the
investor elects to receive the in specie distribution and the Liquidators are able to
process the in specie transfer. Owing to market movements, which affect the value of
the Halifax portfolio available for distribution and the value of assets that may be
available for an in specie distribution, it is difficult to identify a level at which an in specie

distribution could be undertaken which would eliminate the risk of overpayment.
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