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7 March 2017

To Creditors

Dear Sir/Madam

Australian Careers Institute Pty Ltd Nexus Institute Pty Ltd
ACN 129 234 920 ACN 112 916 944
Trading as Sage Institute of Aged Care Trading as WYN Institute

Trading as Sage Institute of Education
Trading as Sage Institute of Massage
Trading as Sage Institute of Child Care
Trading as Sage Institute of Fitness

Cyberlife Pty Ltd Cyberfit Pty Ltd
ACN 074 986 897 ACN 085 356 618
ACN 162 266 668 Pty Ltd Cyberscene Pty Ltd
ACN 162 266 668 ACN 074 770 013
(formerly Sage Institute of Education Pty Ltd)

24 Hours Fitness Pty Ltd The Institute Pty Ltd
ACN 080 352 334 ACN 123 227 872

All ‘Administrators Appointed’ (Collectivelyreferred to as the ‘Group’)
| refer to the above matter.

We are now in a position to convene the concurrent second meeting of creditors of each entity
in the Group in order to determine the Group’s future. In this regard, please find enclosed our
report to creditors pursuant to section 439A(4)(a) of the Corporations Act 2001, which includes
our opinion on each of the following matters:

¢ whether it would be in the creditors' interests for each entity to be wound up

e whether it would be in the creditors' interests for the administrations to end

Details of the second meeting of creditors are as follows:

| Second Meeting Details
Date Thursday, 16 March 2017
Registration 2:30 pm
Meeting time 3:00 pm
Location Ferrier Hodgson, Lewel 43, 600 Bourke Street, Melbourne, Victoria
SYDNEY Affiliated through:
MELBOURNE Zolfo Cooper
ADELAIDE CARIBBEAN
BRISBANE UNITED STATES
PERTH KLC Kennic Lui & Co.
Ferrier Hodgson is an affiliation of independent partnerships/entities KUALA LUMPUR CHINA

Liability limited by a scheme approved under the Professional Standards Legislation SINGAPORE HONG KONG
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The following documents in respect of the second meeting of creditors are enclosed:

| Document Description

choe;[:j(i:t?)r(;f meeting of Please note that the meeting is on 16 March 2017 commencing at 3:00 pm.

(form 529) You should arrive for registration at least 30 minutes prior to the meeting.

This form enables you to appoint a person to act on your behalf at the
meeting. Proxy forms submitted at the first meeting of creditors are not

valid for this meeting.

A int t of i .
(fgrpr)slré?r’r;()en Ot proxy Please note the proxy form enclosed relates to the entity(ies) which

the Group’s books and records indicate that you are a creditor.
Should you have a claim against any other entity in the Group, please
contact this office for a new proxy form.

A person is not entitled to wote at the meeting unless they provide

particulars of the debt or claim to us before the meeting. Creditors who

have already submitted a proof of debt are not required to resubmit a proof
Proof of debt of debt form unless the amount claimed has changed.

(form 535) Please note the proof of debt enclosed relates to the entity(ies) which
the Group’s books and records indicate that you are a creditor.
Should you have a claim against any other entity in the Group, please
contact this office for a new proof of debt.

Remuneration A summary of the work undertaken by us and our staff in the
Approval Request administrations to date and the likely tasks and estimated remuneration in
Report any subsequent deed administration or liquidation.

Contains information regarding offences, recowverable transactions and
ARITA creditor insolvent trading, which may be pursued if the Group is placed into
information sheet liquidation. Creditors should review the ARITA information sheet in
conjunction with our report.

The proof of debt and proxy forms should be lodged with this office before the meeting
and, in any event no later than 4.00pmon the day prior to the meeting. Instructions in
respect of lodgement of the forms is included on the individual forms.

Should you have any questions, please contact of this office Peter Mann of this office on
03 9604 5115 or via email at peter.mann@fh.com.au.

Yours faithfully
Australian Careers Institute Pty Ltd and related entities

7

ge Georges
inistrator

Encls.


mailto:peter.mann@fh.com.au

Form 529
Notice of Meeting

Corporations Act 2001, Subregulation 5.6.12(2)

Australian Careers Institute Pty Ltd Nexus Institute Pty Ltd
(ACN 129 234 920 ACN 112 916 944
Trading as Sage Institute of Aged Care Trading as WYN Institute

Trading as Sage Institute of Education
Trading as Sage Institute of Massage
Trading as Sage Institute of Child Care
Trading as Sage Institute of Fitness

Cyberlife Pty Ltd Cyberfit Pty Ltd
ACN 074 986 897 ACN 085 356 618
ACN 162 266 668 Pty Ltd Cyberscene Pty Ltd
ACN 162 266 668 ACN 074 770 013
(formerly Sage Institute of Education Pty Ltd)

24 Hours Fitness Pty Ltd The Institute Pty Ltd
ACN 080 352 334 ACN 123 227 872

All ‘Administrators Appointed’ (Collectivelyreferred to as the ‘Group’)

NOTICE is given that a concurrent meeting of creditors of each entity in the Group will be held
on Thursday, 16 March 2017 at 3:00 pm at the offices of Ferrier Hodgson, Level 43, 600
Bourke Street, Melbourne, Victoria.

Agenda

1.

To consider a statement by the Directors about the Group’s business, property, affairs
and financial circumstances.

To consider the circumstances leading to the appointment of the Administrators to the
Group and the various options available to creditors.

To consider the report of the Administrators.
To resolve that:

e eachentity executes a Deed of Company Arrangement; or
e the administrations should end; or
e each entity be wound up.

If it is resolved that each entity be wound up, consider whether a Committee of
Inspection is to be appointed, and if so, the members of that Committee.

If it is resolved that each entity be wound up, consider whether, pursuant to section
477(2A) of the Corporations Act 2001 (the Act), creditors authorise the Liquidators to
compromise any debt owed to the Group.

If it is resolved that each entity be wound up, consider whether pursuant to section
477(2B) of the Corporations Act 2001, creditors authorise the Liquidators to enter into
any agreement on the Group’s behalf where the term of the agreement may end; or
obligations of a party to the agreement may, according to the terms of the agreement,



be discharged by performance; more than three months after the agreement is
entered into.

8. If it is resolved that each entity be wound up, consider whether, subject to obtaining the
approval of the Australian Securities & Investments Commission (ASIC) pursuant to
Section 542(4) of the Act, the books and records of each entity and of the Liquidators
may be disposed of by the Liquidators 12 months after the dissolution of each entity or
earlier at the discretion of ASIC.

9. To fix the remuneration of the Administrators.
10. If it is resolved that each entity be wound up, to fix the remuneration of the Liquidators

11. Any other business that may be lawfully brought forward.

For a person to be eligible to attend and vote at the meeting on your behalf, a Form 532,
Appointment of Proxy, is to be completed and submitted by no later than 4:00 pm on
Wednesday, 15 March 2017, to:

Australian Careers Institute Pty Ltd and related entities (all Administrators Appointed)
c/- Ferrier Hodgson

PO Box 290, Collins Street West

MELBOURNE VIC 8007

Tel: 03 9600 4922
Fax: 03 9642 5887
Email: melbourne@fh.com.au

Note: Inaccordancewith Regulation 5.6.36A of the Corporations Regulations 2001, if a proxy is submitted by facsimile, the
original document mustbe lodged within 72 hours afterlodgingthe faxed copy.

A company may only be represented by proxy or by an attorney appointed pursuant to
Corporations Regulations 5.6.28 and 5.6.31 respectively or, by a representative appointed
under Section 250D of the Act.

In accordance with Subregulation 5.6.23(1) of the Corporations Regulations, creditors will not
be entitled to vote at the meeting unless they have previously lodged particulars of their claim

against the Group in accordance with the Corporations Regulations and that claim has been
admitted, for voting purposes, wholly or in part.

Dated this 7" day of March 2017

#

774
/i

/

4

7
Geoyge Georges
Administrator
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Statement by Administrators

In reviewing this Report, creditors should note:

it is based upon our preliminary investigations. Any additional material issues identified
after issuing this Report may be subject to further written reports and/or tabled at the
Second Meeting.

the statements and opinions are given in good faith and in the belief that they are not false
or misleading. We reserve the right to alter any conclusions as a result of changed or
additional information identified between the date of this Report and the date of the
Second Meeting (except where otherwise stated).

in considering the options available to creditors and formulating our opinion and
recommendation, we have estimated asset realisations and total creditors’ claims. These
estimates may change as asset realisations progress and we receive creditor claims and
consequently, the outcome for creditors might differ from the information provided in this
Report.

they may consider seeking their own independent legal advice as to their rights and the
options available to them at the Second Meeting.

Report by Administrators pursuant to section 439A

B09 7 March 2017 | Page 1
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1 Executive summary
1.1  Appointment

George Georges and John Lindholm were appointed as joint and several Administrators of
Australian Careers Institute Pty Ltd and its related entities (save for The Institute Pty Ltd) on 8
February 2017 by the Directors pursuant to section 436A of the Act.

We were appointed as Administrators of The Institute Pty Ltd on 10 February 2017.
Entities subject to the voluntary administration appointment

Trading as Abbreviation

Sage Institute of Education
Sage Institute of Aged Care
Australian Careers Institute Pty Ltd Sage Institute of Child Care 129 234 920 ACI
Sage Institute of Fitness
Sage Institute of Massage
Nexus Institute Pty Ltd WYN Institute 112 916 944 Nexus
24 Hours Fitness Pty Ltd 080 352 334 24HF
ACN 162 266 668 Pty Ltd

(formerly Sage Institute of Education Pty Ltd) 162 266 668 SIE
Cyberfit Pty Ltd 074 986 897 CF
Cyberlife Pty Ltd 085 356 618 CL
Cyberscene Pty Ltd 074 770 013 CSs
The Institute Pty Ltd 129 227 872 TI

(collectively referred to as the ‘Group’)
1.2  Conduct of administration

We assumed control of the Group’s operations and notified employees, creditors and other
stakeholders immediately following our appointment. Communications were initiated with key
stakeholders including students and suppliers.

The key objectives were to put in place short term initiatives to enable the business to
continue to operate whilst considering future alternatives, including a potential Deed of
Company Arrangement (DOCA). Whilst it was our view that it is in the interest of creditors that
the business of the Group continues to trade, we were without funds to trade the business and
were exposed to personally liability.

Based on our investigations, a potential DOCA was the only available option to save the
business and obtain the best result for creditors, employees and students. After exploring
funding options, the only viable option was to obtain funding from the LK Group. Accordingly,
the LK Group provided us with $350,000 and this funding agreement was approved by the
Federal Court on 20 February 2017.

Following an extensive due diligence period including meetings with Federal and State
Government agencies and other regulatory bodies, the LK Group on 7 March 2017 formally
confirmed that they would not be proceeding with proposing a DOCA. As a result, we had no
option other than to immediately cease trading. Unfortunately, most staff have been made
redundant and steps will be put in place to transition students.

Report by Administrators pursuant to section 439A
B0O9 7 March 2017 | Page 2
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Accordingly, we will not accept liability for any expenses incurred by the entities after 7 March
2017 unless expressly authorised by the Administrators in writing.

1.3  Purpose of report

The purpose of this Report is to table the findings of our investigations of the Group’s
business, property, affairs and financial circumstances, as well as our opinion on the three
options available to creditors in deciding the future of each entity at the Second Meeting.

1.4 Administrators’ recommendation

It is our opinion that each entity in the Group be placed into liquidation

On the basis that a DOCA proposal has not been received and ending the administrations is
not a viable option due to the insolvency of the Group, it is our opinion that each entity be
placed into liquidation.

1.5 Second Meeting

Details of the Second Meeting are as follows:

Second Meeting Details

Date Thursday, 16 March 2017

Registration 2:30 pm

Meeting time 3:00 pm

Location Ferrier Hodgson, Level 43, 600 Bourke Street, Melbourne, Victoria

We intend to hold concurrent second meetings of creditors of each entity of the Group.
Creditors who wish to participate in the Second Meeting must complete and submit the
following forms to this office by 4:00pm on Wednesday, 15 March 2017.

Form ‘ Comments

A corporate creditor must appoint an individual to act on its behalf.

Appointment of  Individuals voting in person are not required to complete this form but must complete
proxy this form if a representative is appointed to attend and vote on their behalf.
(form 532)
Proxy forms submitted for the First Meeting are not valid for the Second Meeting. A
new proxy form must be submitted.

Creditors must submit documentation to support the amount they have claimed (i.e.

Proof of debt unpaid invoices, payslips).

(form 535) Creditors who have already submitted a proof of debt are not required to resubmit a

proof of debt form unless the amount claimed has changed.

Report by Administrators pursuant to section 439A
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1.6  Summary of investigations

Our preliminary investigations have revealed:

o ACI funded the operations of the Group, accounting for 65% of revenue in FY16.

e the Group was reliant upon receipt of VET Fee-Help advances from the Commonwealth by
ACI to ensure it remained solvent. The Commonwealth deferred VET Fee-Help advances
to ACI in November and December 2016 and the January 2017 payment which was not
due until 1 March 2017 has not been received. This resulted in the Group’s cash position
deteriorating significantly.

o the Group’s assets predominantly comprise of student and intercompany debtors. Its
working capital and net asset positions were highly reliant upon the collectability of these
debtors.

¢ the Group may have been insolvent from as early as December 2016.

o there are a number of potential uncommercial transactions that a liquidator, if appointed,
would investigate further.

The investigations undertaken to date are detailed at section 8.

1.7 Return to creditors

It is unlikely that there will be any funds available to priority or unsecured creditors
(other than priority creditors of Nexus), however this is dependent upon debtor
recoveries

In a liquidation scenario, we estimate the following returns to creditors:

c/$ ACI Nexus 24HF SIE CF CL CS TI
Priority creditors nil 100c* nil nil nil nil nil nil
Unsecured creditors nil nil nil nil nil nil nil nil

* Subject to the correct allocation between entities as discussed in section 5.1.7

Report by Administrators pursuant to section 439A
B0O9 7 March 2017 | Page 4
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2 Introduction
2.1  Purpose of appointment and this report

The purpose underlying an Administrator’s appointment is to allow for independent control and
investigation of an insolvent company’s affairs. During the administration period, creditors’
claims are put on hold.

We are required to provide creditors with information and recommendations in relation to the
three options available to creditors in deciding the future of each entity at the Second Meeting.

The three options available are:

e that each entity be placed into liquidation
o that each entity executes a DOCA
¢ the administration of each entity end and control revert to the Directors

We have undertaken the investigations detailed in section 8 which have enabled us to form an
opinion about the future of each entity in the Group. Our opinion is set out in section 10.

2.2  Basis of report

This Report has been prepared primarily from information obtained from the Group’s books
and records and discussions with the Directors and Senior Management. Although we have
conducted our preliminary investigations, there may be matters which we are unaware of as
an audit has not been undertaken.

In order to complete our Report, we have utilised information from:

ASIC

PPSR

the Group’s book and records

discussions with the Directors and Senior Management
discussions with key employees

discussions with the secured creditors

discussions with unsecured creditors

other public databases

2.3  Declaration of independence, relevant relationships and indemnities

We provided our DIRRI to creditors on 10 February 2017. The DIRRI was also tabled at the
First Meeting on 20 February 2017. There has been no change in the declaration since that
time.

2.4  First Meeting and Committee of Creditors

Creditors ratified our appointment to each entity at the First Meeting. Creditors resolved not to
appoint a Committee of Creditors.

2.5 Second Meeting

Pursuant to section 439A of the Act, the Second Meeting is convened for 16 March 2017 at
the offices of Ferrier Hodgson, Level 43, 600 Bourke Street, Melbourne at 3:00 pm. Creditors
will decide the Group’s future by voting on one of the following options:

e That each entity should be wound up
o That each entity executes a DOCA
e That the administration should end and control revert to the Directors

Report by Administrators pursuant to section 439A
B0O9 7 March 2017 | Page 5
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The Notice of Meeting of Creditors (Form 529) along with an appointment of proxy form and a
proof of debt or claim form are enclosed.

Creditors have the opportunity to adjourn the Second Meeting for up to a period of 45
business days to enable further investigations to be undertaken if necessary.

2.6 Remuneration

We will be seeking approval for our remuneration at the Second Meeting, as follows:

Entity VA VA Liguidation
commencement to 28 1 March 2017 to 16 commencement to
February 2017 March 2017 completion
$ (ex GST) (if applicable)
ACI 358,092 115,000 190,000
Nexus 39,372 14,000 100,000
24HF 10,767 6,000 5,500
SIE 16,366 6,000 7,500
CF 16,244 6,000 10,000
CL 17,164 6,000 10,000
Cs 4,022 2,500 7,500
TI 17,635 6,000 10,000
Total 479,661 161,500 340,500

Please refer to our enclosed Remuneration Approval Request Report for details of the key
tasks undertaken throughout the course of the administration along with a summary of the
receipts and payments to date.

2.7 Non-disclosure of certain information

There are sections of this Report where we have considered it inappropriate to disclose
certain information to creditors. Such information includes:

valuations of specific assets

valuation of the business

details of discussions with the LK Group regarding a potential DOCA
commercially sensitive prospective financial information

We recognise the need to provide creditors with complete disclosure of all necessary
information. However, we believe this information is commercially sensitive and it is not in
creditors’ interests for them to disclose the information publicly at this stage.

Where necessary, we have provided a combined figure for potential realisations of assets
when comparing estimated dividends under the relevant options.

Report by Administrators pursuant to section 439A
B0O9 7 March 2017 | Page 6
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3
3.1

Company information

Group overview

The Group was a full vocational education and training services provider and comprised of
eight entities. Its primary services were:

workplace and classroom based accredited certificates and diplomas

flexible online and virtual learning

industry-based experienced training and work placement

employment pathways for students seeking employment upon completion of qualifications

ACI and Nexus are the largest businesses within the Group. The other entities support ACI
and Nexus’ operations by entering into funding, property, employment, telecommunication and
plant and equipment leases.

A summary of the operations of each entity in the Group is detailed in the table below.

Entity Comments

ACI operated the primary business of the Group and generated revenue of circa $43 million in
the 2016 financial year. ACI was a RTO and offered courses in aged care, child care, fitness and
massage with approximately 2,377 enrolled students on the date of appointment. The entity
operated in Victoria, New South Wales and Queensland.

ACI ACI was a registered Commonwealth VET Fee-Help provider, wherein eligible students studying
diploma qualifications and higher could access student loans to pay their tuition fees. ACI also
had VET funding and School-based Apprenticeship and Traineeship (SBAT) contracts with the
Victorian State Government.

Further information in respect of ACl is provided in section 3.2.
Nexus operated as WYN Institute and offered courses in personal training and fitness. It
previously operated as the ‘Australian Institute of Fitness’ under a licence agreement.

Nexus Nexus was a RTO and reported revenue of $7.3 million in the 2016 financial year. It had a VET
funding contract with the Victorian State Government.

Further information in respect of Nexus is provided in section 3.3.
24HF was a non-trading entity and held the following property leases utilised by ACI and Nexus:
e 233-235 Glenhuntly Road, Elsternwick
e 12 Ripon Grove, Elsternwick
2AHF e 14 Ripon Grove, Elsternwick
e Level 1, 600 Collins Street, Melbourne
e 6-24 Moorabool Street, Melbourne
e 77 Atherton Road, Oakleigh
e 405 Church Street, Richmond (disclaimed)
SIE was a non-trading entity and held the following property leases utilised by ACI and Nexus:
e 120 Spencer Street, Melbourne (disclaimed)
SIE e 81 Atherton Road, Oakleigh (disclaimed)
e Northbank Walk, Rebecca Walk, Melbourne
e 369 Ann Street, Brisbane
e Level 5, 55 Market Place, Sydney
CF CF was an employing entity.
cL CL held various plant and equipment leases with:
e BOQ Equipment Finance Limited

B09
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Entity ‘ Comments

College Capital Pty Ltd

Flexirent Capital Pty Ltd

Fuji Xerox Australia Pty Ltd

TL Rental Pty Ltd

CL was also utilised to employ SBAT students during their school-based apprenticeships.

Cs CS held a telecommunication contract with Telstra.

TI CF is an employing entity.

A corporate structure (including its shareholders) is provided below.

42.5% 42.5% 15%

50% 50%

100%

— a

- Entities subject to voluntary administration

D Individuals / entities not subject to voluntary administration

Report by Administrators pursuant to section 439A
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3.2  ACI operations

ACI was the largest business within the Group and operated under the following trading
names:

Sage Institute of Education
Sage Institute of Aged Care
Sage Institute of Child Care
Sage Institute of Fitness
Sage Institute of Massage

The business offered courses in aged care, child care, fithess and massage, ranging from
Certificate | to Advanced Diploma level. In this regard, ACI was approved to deliver the
following qualifications under the Australian Qualifications Framework:

Certificate | in Skills for Vocational Pathways
Certificate Il in General Education for Adults
Certificate Il in Skills for Works and Vocational Pathways
Certificate Il in Business

Certificate Il in Early Childhood Education and Care
Certificate Il in Fitness

Certificate Ill in Individual Sport

Certificate Ill in Micro Business Operations
Certificate IV in Ageing Support

Certificate IV in Business

Certificate IV in Business Sales

Certificate IV in New Small Business

Certificate IV in Small Business Management
Diploma of Fitness Coaching

Diploma of Early Childhood Education and Care
Diploma of Remedial Massage

Advanced Diploma of Myotherapy

The majority of courses were delivered through on-campus face-to-face learning.

ACI placed a strong focus on media advertising to attract students, primarily radio and
television. It also employed brand ambassadors to promote ‘Sage’ through social media.

ACI predominantly derived its income from tuition fees, which were paid either by:

VET Fee-Help assistance
VET funding

SBAT funding

the student directly

Report by Administrators pursuant to section 439A
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ACI had approximately 2,377 students enrolled on the date of appointment. The majority of
students accessed VET Fee-Help assistance as indicated below.

Funding Estimated students Estimated revenue

FY16 $'000
VET Fee-Help assistance 1,339 31,740
VET funding 242 4,500
VET Fee-Help assistance and VET funding (combined) 170 included in above
SBAT funding 125 1,213
Full-fee paying students (paid directly by students) 501 4,856
Total estimated students 2,377 42,309

ACI reported revenue in FY16 of $43 million, the balance from the above table comprising of
other revenue.

VET Fee-Help assistance

VET Fee-Help assistance was a Commonwealth loan program for vocational education
students administered by the Department of Education and Training (DET) (it was replaced by
VET Student Loans on 1 January 2017). Under the scheme, funds were lent to students and
paid directly by the Commonwealth to ACI in discharge of the student’s liability to pay his or
her tuition fees.

ACI offered the following courses which were eligible for the VET Fee-Help assistance:

e Diploma of Fitness Coaching
e Diploma of Early Childhood Education and Care
¢ Diploma of Remedial Massage

The majority of students applied for VET Fee-Help assistance and ACI received VET Fee-
Help advances during calendar 2016 totalling $29 million. The advances were:

o based on ACI’s estimate of VET Fee-Help assistance to be accessed by students
¢ made in monthly instalments

The business was able to submit up to four variations per calendar year to its estimates which
may result in alterations to the monthly advances. In March of the following year, a
reconciliation of the previous year’s advances occurs based on the actual amount of VET Fee-
Help assistance accessed by students and any adjustments are made by the end of May.

On average, a student was charged a fee of approximately $18,000 per course. The student’s
VET Fee-Help debt crystallised if he or she remained enrolled as at the census date for the
unit of study. The census date was the latest date a student could withdraw their enrolment
without incurring fees or a VET Fee-Help debt. The census date was generally set by the
provider.

Each student who successfully applied for VET Fee-Help assistance was required to
commence repayment of their debt to the Commonwealth once they earned a taxable income
of in excess of $54,126 (2016 financial year).

In or around June 2016, ACI performed its own reconciliation of VET Fee-Help assistance
accessed by students against its estimated student enrolments (which were provided to DET
in October 2015). The reconciliation indicated that ACI was unlikely to achieve its estimated
student enrolments at the current rate of enrolments and therefore, there was likely to be an
overpayment of advances from the Commonwealth.

Report by Administrators pursuant to section 439A
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The Directors have advised that the primary reasons for the overpayment of VET FEE Help in
the 2016 calendar year is the result of:

e In October 2015, ACI submitted its estimate to the Federal DET. The Directors advise that
the estimate submitted was for $32.5 million based on the amount of VET Fee-Help
revenue actually achieved in the 2015 calendar year.

e Inearly 2016, as ACI was confident that it would achieve and likely exceed this estimate,
Management attempted to limit their VET Fee-Help enrolments by:

o Initiating a cost saving measure in order to reduce marketing expenditure; and
o Promoted their Victorian State government funded courses ahead of VET FEE Help
courses.

e However, as a result of these initiatives, the Directors advised that their cost of sales went
up by 30% indicating that their marketing was not working as well as it previously had and
the number of enrolments being achieved was insufficient for them to meet their approved
VET Fee-Help estimate.

¢ In addition, the Directors consider another influencing factor was that they were not only
competing against other RTO'’s for students, but they were competing against brokers who
used a number of aggressive techniques such as cold calling and door knocking, which
had not been implemented by ACI.

e As aresult of all of these factors, the Directors realised in June 2016 that they were
tracking approximately $4.8 million behind their estimate for the 2016 calendar year.

¢ Management advise that due to strong sales in the later part of 2016 after they had
increased their marketing spend, this shortfall was bridged to the final balance of $4.1
million at 31 December 2016.

As had occurred in prior years, Management understood that even though they were behind
their estimate, they expected to receive all their 12 monthly instalments for the 2016 calendar
year and the shortfall would be paid back (by way of train out) after the yearly reconciliation
which generally started around March the following year.

However, in November 2016, the DET deferred its VET Fee-Help advance due to the
overpayments. At this time, it was estimated that the overpayments were $7.3 million. DET
subsequently deferred the December 2016 and future advance, at which time the
overpayment liability was estimated at $4.1 million following that month’s claims, until
sufficient students were enrolled to absorb the overpayments. The Group estimated that it was
likely to absorb the overpayments by April 2017, at which time advances from the
Commonwealth would recommence.

The financial impact of not receiving the November and December 2016 VET Fee-Help
advances was $5.446 million.

From January 2017, the DET introduced significant changes to the VET Fee-Help scheme
which relates to the way RTO’s are paid. Effective 1 January, RTO’s are no longer paid in
advance based on estimates, but rather in arrears on the first of the month after the month of
the student’s enrolment (ie. January enrolments are paid on 1 March, etc).
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Detailed below is a summary of the VET Fee-Help advances received by ACI during the 2016
calendar year of $29 million.

Month VET Fee-Help
$'000 advance
January 2016 2,723
February 2016 2,723
March 2016 2,723
April 2016 2,723
May 2016 2,723
June 2016 2,723
July 2016 2,723
August 2016 2,723
September 2016 4,580
October 2016 2,723
November 2016 -
December 2016 -
Total 29,086

The higher amount received in September 2016 relates to the adjustments from the previous
calendar year.

A summary of the DET overpayment amount is detailed below:

VET Fee-Help Student liabilities Variance
Calendar year advances
$°000 $°000 $000
2014 10,632 10,616 16
2015 32,608 32,531 77
2016 27,229 23,220 4,009
Total 70,469 66,367 4,102

DET have subsequently advised that the overpayment amount of $4.1 million has reduced to
approximately $3.5 million as at 1 March 2017 following additional VET Fee-Help claims
submitted by ACI in the 2017 calendar year for actual enrolments.

In view of this, if ACI was to continue trading, we would not expect ACI to receive any VET
Fee-Help advances from the Commonwealth until at least April 2017, when the overpayment
was forecast to be absorbed.

As indicated earlier, VET Fee-Help assistance program was replaced by a VET Student Loans
program on 1 January 2017. As part of the transition to the new scheme, existing VET Fee-
Help students may continue to receive funding for current units of study.

Following our appointment, we immediately engaged in negotiations with the DET to ensure
the ongoing support and funding of the business during the administration. The funding
agreement has not been terminated at the date of writing.
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VET Funding

The majority of courses offered by ACI were eligible for VET Funding. VET Funding is
administered by the Victorian Department of Education and is a government subsidy provided
for students under the Victorian Training Guarantee (ie. the students to do not incur a debt).

In the 2016 financial year, ACI received advances from the Victorian DET totalling $4.5 million
and had approximately 412 students accessing VET Funding.

Following our appointment, we immediately engaged in negotiations with the Victorian DET to
ensure the ongoing support and funding of the business during the administration.
Accordingly, the Victorian DET has exercised its discretion to not terminate the funding
agreement during the administration period.

SBAT Funding

ACI also offered School-Based Apprenticeships and Traineeships (SBAT) to senior high
school students (year 10, 11 and 12). The aim of SBAT was to allow high school students to
commence an apprenticeship or traineeship while at school.

Students are required to:
e undertake face-to-face training administered by ACI
e work part time for CL to undertake the first stage of their apprenticeship or traineeship

The business received funding from the Victorian DET of $4,700 per student to cover
employment and training expenses. As at the date of writing, the SBAT Funding agreement
had not been terminated.

3.3 Nexus operations

Nexus was incorporated in 2005 as Australian Institute of Fitness (Vic & Tas) Pty Ltd. It initially
traded under a licence agreement with ‘Australian Institute of Fitness’ (AlF), a national
affiliated group of fitness training RTO’s.

The business was historically profitable and offered courses in personal training.

In early 2012, we understand that there was dispute between AIF and Nexus over cost

sharing, in particular advertising and marketing costs. This ultimately resulted in:

e ACI creating ‘Sage Institute of Fitness’ and offering fithess courses in or around November
2012 (historically, ACI did not have the scope to offer these courses).

¢ AIF commenced litigation against the Directors in 2014 alleging a breach of fiduciary
duties by the Directors by setting up and promoting ‘Sage Institute of Fitness’. AlF claimed
it was entitled to an account of profits plus interest derived by the Directors and ACI. AIF
were successful in their litigation and costs were awarded in their favour.

o the Directors and ACI appealed the decision. The appeal was unsuccessful.

¢ Nexus and Australian Institute (Vic & Tas) Pty Ltd (a related entity not subject to the
administrations) commenced new proceedings against AlF in 2016 in respect of the
licence agreement. Prior to getting to Court, the matter was settled and agreement
reached that Nexus, amongst other things would:

o cease operating under the AIF licence agreement
o teach out current courses by March 2017
o facilitate access to its records to AlF to allow it to comply with its obligations as a RTO.
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e AlF was required to pay $20,000 each month from February 2017 for six months to
Australian Institute (Vic & Tas) Pty Ltd and a final payment of $40,000 in August 2017.

Over the course of the litigation, Nexus incurred approximately $3.4 million in legal fees.

On the basis that Nexus would cease operating under the AIF licence, it commenced due
diligence to purchase the ‘WYN Institute’ brand and associated intellectual property. The
‘WYN Institute’ business previously provided courses in fithess and personal trading, however
had ceased trading. The purchase price for the brand and intellectual property was $25,000.

Nexus launched the WYN Institute in October 2016 and continued to offer courses in fitness
and personal training. It aimed to provide students with pathways into ACI’s higher diploma
gualifications. On appointment, Nexus had approximately 63 full-fee paying students, of which
38 were enrolled in on-campus face-to-face courses.

3.4 Student tuition assurance

ACI and Nexus are members with the Australian Council for Private Education and Training
(ACPET) and the Australian Student Tuition Assurance Scheme (ASTAS).

ACPET and ASTAS provide tuition assurance to offer protection to students in the event that a
private education provider is unable to offer the student’s course, in particular where the
provider ceases to trade prior to delivering all the tuition. This assurance will be activated by
the Group and ACPET will work with the Administrators to place students with RTO’s to
finalise their courses.

Students will be written to separately with instructions on how ACPET will assist students to
be placed with other providers.

3.5  Statutory information

According to the searches of the ASIC database, the following information in respect of each
entity in the Group is contained in Annexure A.

Incorporation date

Registered office address

Principal place of business address
Company officers

Shareholders

A search of the National Personal Insolvency Index maintained by the Australian Financial
Security Authority shows that the Group’s directors are not bankrupt or subject to a Personal
Insolvency Agreement under Part X of the Bankruptcy Act 1966.

3.6  Registered security interests

Under the PPSA legislation that took effect on 30 January 2012, security over property (except
land and certain other asset categories) must be registered as a security interest on the
PPSR.

Briefly, the concept of fixed and floating charges was replaced under the PPSA by “security
interests over non-circulating assets” and “security interests over circulating assets”
respectively. In the case of inventory, title to any inventory will require registration as a PMSI
on the PPSR. A PMSI is similar to a ROT provision in terms of trade.

Unless a supplier (including a ROT supplier) registers a PMSI as a security interest on the
PPSR, the goods under the ROT clause may become property of the Company and amount to
a windfall to the Company and its creditors.
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The PPSR disclosed 48 parties that held registered security interests on appointment. We
understand that the majority of the security interests relate to financed computer, IT, gym,
massage and office equipment. Details of the security interest holders are set out in
Annexure B.

We are currently reviewing the registered security interests, as well as any further PPSA
claims that we received, and will be dealt with in due course.

3.7  Winding up applications

There was no outstanding winding up application against the Group on appointment.
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3.8 Timeline of events

A timeline of events leading up to our appointment is as follows:

Date ‘ Event

Australian Institute of Fitness (Vic & Tas) Pty Ltd was registered by Robert Hornsey
and Doug Wade (company name changed to Nexus in July 2016).

February 2005
The business operated under a licence agreement as part of the ‘Australian Institute of
Fitness’ brand.

January 2008 ACI was registered. The Group sought to expand its training activities beyond fitness

and created the ‘Sage’ brand.

November 2012

There was dispute between AIF and Nexus over cost sharing, in particular advertising
and marketing costs. At around the same time, ACl commenced trading as ‘Sage
Institute of Fitness’ and began taking student enrolments in fithess courses.

AIF subsequently commenced litigation against the Directors alleging a breach of their
fiduciary duties by ACI taking enrolments in fitness courses. AlF were successful in
their litigation and costs were awarded in their favour in 2014. A number of proceedings
followed.

June 2014

The Group engaged Aquila Corporate Advisors to assist with a sale of business. A
number of leads were identified and advanced negotiations were held with some
interested parties however, none of the parties progressed their interest any further.

June 2016

ACI performed a reconciliation of VET Fee-Help assistance accessed by students to
estimated student enrolments. It indicated that ACI was unlikely to achieve its
estimated student enrolments and therefore, it was likely there was going to be an
overpayment of advances of circa $4.7 million from the Commonwealth.

There was an increased focus on sales performance and increasing student
enrolments to absorb the overpayments. The Group also begun to reduce employee
numbers and marketing spend.

October 2016

WYN Institute was launched. It began taking student enrolments in its fitness and
personal training courses.

At the same time, the Group commenced negotiations with the LK Group to explore
investment options, including equity injections and loan financing.

November 2016

On 14 November 2016, the Group was advised that DET would defer VET Fee-Help
advances until sufficient students were enrolled to absorb the overpayments. This was
estimated to be by April 2017. At that point, Management were hopeful that November
and December’s advances would still be received however, a few days before it was
expected, DET advised that December’s advance would also be deferred.

Settlement was reached with AIF in respect of the litigation on foot. Nexus was required
to teach out students currently enrolled in AlF courses by March 2017.

December 2016

ACI commenced negotiations with another party in respect of an equity injection. Whilst
an indicative offer was received, after the due diligence period, the party decided not to
pursue the deal.

At the same time, the Group also entered into negotiations with a further interested
party, however this party elected not to progress their interest any further.

It was apparent that VET Fee-Help advances would not be forthcoming and in the

January 2017 absence of funding, the Directors sought assistance from Ferrier Hodgson and elected
to appoint administrators.
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3.9  Current litigation

Prior to our appointment, we understand the Australian Skills Quality Authority (ASQA) sought
to cancel ACI’s accreditation to deliver the NAT10067 Diploma of Fitness Coaching course.
The course is of significant importance to ACI’s operations and therefore, ACI commenced
proceedings against ASQA to retain its accreditation to deliver the course.

As the proceedings were commenced by ACI, they are not stayed on appointment pursuant to
section 440D of the Act.

In consultation with our legal advisors, we are considering the merits of the proceedings and
whether they should be preserved for the benefit of creditors. We note there is a requirement
in the proceedings to submit evidence before 3 April 2017.

3.10 Decision to appoint Administrators

The Directors have advised that their decision to appoint the Administrators was due to:

¢ the uncertainty surrounding the timing of deferred VET Fee-Help advances (ie. when the
overpayments would be absorbed by new student enrolments)

¢ the business model being reliant upon VET Fee-Help and could not continue to operate
(ie. meet operating costs) whilst advances were deferred

e the replacement of VET Fee-Help with the new VET Student Loans policy, which created
uncertainty regarding timing of payments to be made in arrears (rather than advance)

As a result of these factors, the directors sought Ferrier Hodgson’s advice as to the Group’s
financial position and its options over the period 23 December 2016 to 8 February 2017. The
Directors resolved to appoint Administrators effective 8 February 2017.
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4 Historical financial position

Key comments

e The Group’s books and records appear to have been maintained in accordance
with section 286 of the Act.

e The Group reported combined losses in FY15, FY16 and YTD17.

ACI derived income from tuition fees and generated the majority of the Group’s
revenue, reporting $43 million in revenue in FY16.

e The balance sheets indicate that the Group had sufficient assets to meet
liabilities, reporting a combined net asset position of $13.8 million as at 30
November 2016. This position was highly contingent upon the collectability of
outstanding tuition fees and intercompany loans.

4.1 Books and records

Section 286 of the Act requires a company to keep written financial records that correctly
record and explain the company’s transactions, financial position and performance and would
enable true and fair financial statements to be prepared. The financial records must be
retained for a period of seven years after the transactions covered by the records are
completed.

The failure to maintain books and records in accordance with Section 286 provides a
rebuttable presumption of insolvency which might be relied upon by a liquidator in an
application for compensation for insolvent trading.

We have reviewed the following books and records:

QuickBooks accounting software
Financial statements

Student records

Email servers

Bank statements

Our preliminary view is that the Group’s books and records appear to have been maintained in
accordance with section 286 of the Act.

4.2  Preparation of financial statements

Financial statements for ACI and Nexus were prepared to 30 June 2016 and audited by Tudor
& Company — Chartered Accounts. The remaining entities in the Group prepared end-of-year
financial statements to 30 June 2016, which were not audited.

The Group also prepared monthly management reports to 30 November 2016. The Group
advised that since November 2016, the finance team has been supporting the Directors and
Senior Management in delivering reports and information to assist with due diligence and the
Group’s solvency challenges. This has resulted in monthly management accounting reports
falling behind.

The financial statements in this Report have been presented on a combined basis. They
have not been prepared on a consolidated basis and therefore, intercompany
transactions have not been removed.
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4.3  Profit and loss statement and preliminary analysis

The combined profit and loss statements for the Group entities up to 30 November 2016 are
summarised below.

Profit and loss statement

$'000 FY 15 FY 16 YTD 17
Revenue 52,391 66,633 18,612
Less: Cost of sales (20) (12) (2)
Gross profit 52,371 66,621 18,611
Expenses
Wages and salaries (25,776) (28,440) (6,816)
Occupancy (1,782) (5,082) (3,727)
Sales and marketing (14,199) (16,023) (4,979)
Other expenses (11,424) (13,325) (4,671)
Total expenses (53,181) (62,870) (20,193)
EBIT (809) 3,750 (1,582)
Tax expense (250) (1,955) ()
Other income/expenses (67) (2,304) (235)
Net profit/(loss) (1,126) (509) (2,819)

In respect of the above, we note that:

o the profit and loss statement for each entity in the Group is contained in Annexure C.

¢ the Group experienced significant growth between FY15 and FY16, with revenue
increasing by $14.2 million (or 27%) as a result of increased student enrolments.

e ACI generated the majority of revenue, reporting $43 million of revenue in FY16. It derived
its revenue from tuition fees, which were paid by either:

o VET Fee-Help assistance — approximately $2.7 million per month

o VET funding — approximately $400,000 per month

o SBAT funding — approximately $50,000 per month

o the student directly — approximately $295,000 per month

e DET deferred VET Fee-Help to ACI in November and December 2016 as ACI did not
achieve estimated student enrolments. This resulted in overpayments by DET and
revenue in YTD17 (annualised) decreasing by 33% (given advances were not received).
This had had a significant impact on the Group’s financial and cash flow positions.

o sales and marketing expenses represent 27% and 24% of revenue in FY15 and FY16
respectively. The Group placed a strong focus on TV and radio advertising, as well as
brand ambassadors, to increase student enrolments and revenue. Unlike some other
RTO'’s, the Group did not engage brokers or cold call students.

o “other expenses” related to operating and ongoing trading costs, equipment rental and
general business costs. In FY16, “other expenses” also included an amount of $1.5 million
attributable to ‘loan forgiven’ and $500,000 in settlement of legal disputes.
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we have been advised that “loan forgiven” related to an am

ount owing to ACI by Nexus

which was written off as it was considered uncollectable. This does not have any bearing

on a liguidation scenario given that intercompany loans are

settlement of legal disputes of $500,000 related to some of
settlements incurred in the AIF proceedings.

the Group reported a combined loss in FY15, FY16 and YT
entity-by-entity basis:

unlikely to be recoverable.

the legal expenses and

D17, detailed below on an

FY15 FY16 YTD 17
ACI 548 945 1,639
Nexus 105 450 (672)
24HF (3) (4) 2)
SIE (995) 223 42
CF (499) 120 (2,980)
CL (0) (1,326) 178
Ccs - ) 3)
Tl (282) (915) (21)
Total (1,126) (509) (1,819)

the non-trading entities reported the larger losses in the Group. The profits generated by

ACI and Nexus (FY15 and FY16 only) appear to have funded these losses.

B09
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4.4  Balance sheet and preliminary analysis

The combined balance sheets for the Group entities as at 30 June 2015, 30 June 2016 and 30
November 2016 are summarised below.

Balance sheet (combined)

$'000
Current assets
Cash 2,915 4,218 3,896
Receivables 39,715 36,221 35,260
Other current assets 953 2,201 2,839
Total current assets 43,583 42,640 41,995
Non-current assets
Property, plant and equipment 3,809 3,966 3,831
Other current assets 469 662 (5,423)
Intangible assets 611 643 113
Total non-current assets 4,889 5,272 (1,479)
Total assets 48,473 47,911 40,516
Current liabilities
Trade and other payables 8,907 13,923 12,816
Borrowings 1,522 887 -
Other current liabilities 998 2,666 4,188
Deferred revenue 13,901 7,278 9,101
Current tax liabilities 394 534 140
Provisions 115 640 -
Total current liabilities 25,837 25,928 26,245
Non-current liabilities
Borrowings (56) 9 7
Deferred tax liabilities 2 23 -
Other non-current liabilities 414 685 506
Provisions 29 170 -
Total non-current liabilities 388 886 512
Total liabilities 26,224 26,814 26,757
Net assets / (liabilities) 22,248 21,097 13,759

In respect of the above, we note that:

e the balance sheet for each entity in the Group is contained in Annexure D.

e cash significantly deteriorated since 30 November 2016. This was a result of the deferred
VET Fee-Help advances and the Group subsequently utilising current funds to pay
operating expenses (payroll, rent, etc). A high level analysis of the funds utilised by the
Group since August 2016 is detailed at section 8.2.2.2.2.
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receivables comprise of outstanding tuition fees payable by students and intercompany
loans. At a high level:

o outstanding tuition fees appear overstated due to these fees being recognised upon
enrolment rather than course commencement and the inclusion of unearned revenue

o intercompany loans may not be recoverable

we have included commentary in respect of tuition fees and intercompany loans in
sections 5.1.2 and 5.1.6.

other current assets total $2.8 million as at 30 November 2016 and comprised of:

o prepayments of $363,000, predominately relating to student supplies that have been
paid for and received and were to be expensed at the commencement of the course
that the supplies related. Prepayments also related to software licences and
insurances (including ACPET and ASTAS) which were expensed throughout the
financial year.

o security deposits of $46,000 relating to some of the Group’s leased premises.

o employee advances of $22,000. We understand that the Group infrequently made
loans to employees and we are currently investigating the collectability of these
amounts.

o deferred tax assets of $1.6 million.
o goodwill of $530,000.
o miscellaneous other current assets of $239,000.

other non-current assets as at 30 November 2016 predominately related to a $5.5 million
loan payable to the shareholders which has been classified as a negative asset rather
than a liability. It appears that this transaction would be uncommercial and capable of
being set aside by a liquidator, if appointed. Refer to our comments in section 8.4.2 for
further information.

the balance sheets also included $9.1 million of unearned revenue as at 30 November
2016. This relates to either outstanding debtor amounts, prepaid tuition fees and/or VET
Fee-Help advances which were to be recognised as revenue in line with course delivery. It
is considered that some of the “unearned revenue” would have been recognised as
“revenue” since 30 November 2016. To the extent that the unearned revenue relates to
tuition fees received in full in advance of course delivery (considered to be minimal),
students will likely be covered under the ACPET and ASTAS schemes as indicated earlier.

trade payables as at 30 November 2016 include the overpayment amount owing to the
DET of approximately $7.3 million at that time. As indicated earlier, the overpayment
amount to DET reduced to $4.1 million as at 31 December 2016 and $3.5 million as at 1
March 2017 following additional VET Fee-Help claims submitted by ACI in December 2016
and January 2017.

the Group appears to have had sufficient assets to meet liabilities, reporting a combined
net asset position of $13.8 million as at 30 November 2016. This position was highly
contingent upon the collectability of outstanding tuition fees and intercompany loans.
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5 Statement by directors

Key comments

e The Directors have not submitted a completed and executed Directors’ Statement
e The Group’s assets predominately relate to debtors, director loans and
intercompany loans. The collectability of these assets is uncertain.

Section 438B of the Act requires the Directors to provide a statement about the Group’s
business, property, affairs and financial circumstances. The Directors have not submitted a
complete and executed statement to date, however we understand that this will be provided
shortly. Failure to provide this statement is an offence and may be referred to ASIC.

We have summarised the assets and liabilities of the Group which should be disclosed in the
Directors’ statement based on the books and records seen by the Administrators.

Asset and liability statement Administrators’  Administrators’
$'000 Book value ERV Low ERV High
Circulating assets
Cash 511 350 - -
Debtors 5.1.2 10,865 CS Cs
Directors loans 5.1.5 2,694 - -
Intercompany loans 5.1.6 4,723 - -
Total circulating assets 18,633 CS CS
Less: employee claims 5.1.7 (2,086) (2,086) (2,086)
Balance of circulating assets 16,546 CS Cs
Non-circulating assets -
Plant and equipment 5.1.3 898 - 39
Motor vehicles 514 60 - 25
Total non-circulating assets 958 - 65
Less: Secured creditors 5.1.8 (6,793) (6,793) (6,793)
Net assets available for unsecured creditors 10,712 nil nil
Less: Unsecured creditors 51.9 (12,057) (14,526) (14,526)
Less: Contingent liabilities 5.1.10 - - -
Total creditors (12,057) (14,526) (14,526)
Estimated surplus / deficiency (12,057) (14,526) (14,526)

CS = Commercially sensitive

Whilst the above table summarises the book value of the assets and liabilities as recorded and
our ERV on a Group or combined basis, an entity-by-entity summary of the assets and
liabilities and our ERV is included at Annexure E.

We have not audited the Group’s records or the book values. The above schedule should not
be used to determine the likely return to creditors as a number of realisable values are based
on the Group’s records and remain subject to our review. We also note that:

e we are not in a position to confirm (or otherwise) certain asset values as valuations
commissioned by us are commercially sensitive and are not disclosed in this Report

¢ the value of creditor claims remains subject to change as further claims may be received
and require adjudication
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¢ the table above does not provide for possible trading losses or professional costs
associated with the administration process

We comment on the assets and liabilities as follows:
5.1.1 Cash

The Group held numerous bank accounts with Westpac with funds totalling approximately
$350,000 on appointment, as summarised in the below table:

ACl Nexus 24HF SIE

Bank balances as at 8 February 2017 333 1 1 0 1 13 - 1 350

Westpac exercised its statutory right of set off to retain the funds in the pre-appointment bank
accounts to secure facilities it had provided to the Group (and secured by general security
interests). We do not presently have access to these funds.

5.1.2 Debtors

The Group’s trade debtor ledger on appointment totalled $10.86 million and is detailed below:

$°000 ACI Nexus Total
Completed students 3,231 3,148 6,379
Active students 3,907 - 3,907
Students yet to commence 579 - 579
Total debtors 7,717 3,148 10,865

No other Group entities had any trade debtors.

The ACI and Nexus debtors related to outstanding tuition fees payable by students. There are
approximately 3,800 (past and present) students with outstanding tuition fees. Our preliminary
view is that the debtors are overstated due to:

¢ the full amount of the tuition fees being recognised upon enrolment rather than at the
commencement of the course

e the inclusion of unearned revenue

e amounts awaiting approval to be written-off or adjusted

Students often entered into monthly direct debit arrangements with ACI and Nexus upon
enrolment to pay for their tuition fees. Direct debits are processed on the 15t and 15" of each
month and we are continuing to process direct debits in the usual course. In addition, the
Group had forwarded a number of outstanding tuition fees to external debt collectors prior to
our appointment.

Our estimated debtor recoveries are commercially sensitive and have not been disclosed in
this Report.

5.1.3 Plant and equipment

The Group owned plant and equipment located at its head office and various trading locations
consisting of computer, IT, gym, massage and office equipment. The equipment is owned by
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ACI and Nexus according to the balance sheets. No other entity in the Group owns any
unencumbered plant and equipment.

We instructed Dominion Group to provide a valuation of the plant and equipment immediately
following our appointment. Given it was cost prohibitive to prepare an asset-by-asset valuation
given the small value of each item, Dominion Group provided a high level auction realisable
value for the assets which indicated after taking into account costs to remove items and
auction the assets, the net return would be approximately $39,300.

5.1.4 Motor vehicles

The Group’s records detail unencumbered motor vehicles owned by ACI and CL. No other
entity in the Group owned any unencumbered motor vehicles.

We instructed Dominion Group to provide a high level valuation of the motor vehicles
immediately following appointment. Dominion Group provided a high level auction realisable
value for the motor vehicles of $25,000 (net of costs).

5.1.5 Director loans

The Group’s records detail director loans totalling $2.7 million as at 31 January 2017.

Loan amount

$'000 ACI Nexus CF CL Total
Robert Hornsey 7 - 983 88 1,077
Doug Wade 10 - 553 68 631
Vicki Richardson - - 267 (109) 158
Vicki Tuchtan - 8 - - 8
Other director loans - 146 223 450 819
Total 17 154 2,026 497 2,693

We have requested further information in respect of the loans and understand that they
related to personal expenses paid by the Group on behalf of the Directors. The Directors have
expressed concern regarding the accuracy of the loan balances, noting they are subject to
significant adjustments for entries not posted at the date of our appointment.

A liquidator, if appointed, would investigate these loans further.

At this stage, our assessment of the Directors’ financial position to repay the loans has been
limited to searches of the Land & Property Information database. Our investigations are
continuing in this regard.

5.1.6 Intercompany loans

The Group’s records detail a number of intercompany loans that existed between:

e entities in the Group subject to the administrations

o other related entities not subject to the administration

The loans arose in part as a result of:

¢ the treasury function provided by ACI and Nexus (given they generated the revenue)
e certain entities paying trading expenses on behalf of other entities in the Group

The intercompany loan position as at 30 November 2016 is detailed in Annexure F.
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The intercompany loans between entities in the Group net-off on a consolidated basis and
may not be recoverable in a liquidation scenario. The intercompany loans to entities outside
the administration total $4.7 million, as detailed below:

Amounts payable to

$'000 ACI Nexus 24HF SIE CF CL CS TI Total ‘
Australian Institute - 560 - - - - - - 560
Bemadu - - - - 146 46 18 - 210
Cybercity - - 36 - - 112 1 - 149
Cybergo - - - - 127 33 15 - 175
Cyberhill - - - - 109 716 6 - 832
Cyberrich - - 19 - - 246 2 - 267
Cybertown 1 - 72 - 1,530 - - - 1,603
SIAC - 183 - - 90 6 - - 278
SICC - 253 - - 58 73 - 265 649
Institute Holdings - - - - - - - - -
Total 1 996 127 - 2,061 1,231 42 265 4,723

We have requested further information from the Directors in respect of these loans.

In addition, the Group’s records detail intercompany loans payable by Institute Holdings to ACI
and Nexus totalling $15.5 million and $4.4 million respectively. We understand that these
relate to proposed equity injections from Institute Holdings that were not ultimately paid yet
were classified as loans. The Group advised that it was going to reverse the loan transactions,
however this was not completed prior to our appointment.

A liquidator, if appointed, would investigate these loans further.

In the time available, we have not conducted a full assessment of the financial position of the
related entities, other than Land & property Information Database searches which indicates
that the corporate entities in the Group do not own any real property.

5.1.7 Employee claims

As at the date of appointment, the Group had approximately 265 employees. There have been
13 resignations and 42 casual staff that are not rostered for any shifts. On 15 February, we
made 38 redundancies. On 7 March 2017, as no DOCA proposal was received we made to
the decision cease trading the operations and make all remaining staff redundant.

A breakdown of estimated employee entitlements as at 7 March 2017, is detailed below:

Amount outstanding

$'000

Unpaid wages 201 8 60 17 287
Unpaid superannuation 303 28 150 46 527
Annual leave 169 20 164 41 394
Long service leave - - 50 - 50
Redundancy / PILN 370 26 370 61 828
Total 1,044 83 794 166 2,086
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The allocation of employee entitlements to the individual entities in the above tables is based
on the entity that paid the employee on 15 January 2017, prior to our appointment. We are
currently seeking legal advice in relation to whether:

e the allocation is correct given that employees have historically transferred between
entities; and
o these transfers were completed effectively

Employee claims are afforded priority of repayment pursuant to Section 556 of the Act, ahead
of any return to unsecured creditors. In the event that each entity is placed into liquidation,
employees may be eligible to access the Government’'s FEG scheme to secure payment of
their entitlements (save for superannuation).

The Act provides that excluded employees (including directors and their spouses) are each
restricted to a total maximum priority claim of $2,000 for unpaid wages and superannuation
entitlements and $1,500 for leave entitlements. Amounts owed to excluded employees that
exceed the statutory limit, and all payments owing in respect of redundancy and payment in
lieu of notice will rank as an ordinary unsecured claim.

We understand an excluded employee under the Act ceased employment with the Group at
the end of January 2017. We have been advised by Senior Management that upon cessation
of employment, the excluded employee was paid entitlements of approximately $30,000. A
liquidator, if appointed, may seek to claw back this transaction given the excluded employee’s
entitlements in a liquidation would be capped at $3,500.

5.1.8 Secured creditors
51.8.1

Westpac hold a first ranking general security interest over the Group. The majority of facilities
provided by Westpac to the Group are cash backed rental bank guarantees (ie. Westpac
holds cash to offset its liabilities). We understand that Westpac'’s total potential exposure at
the date of our appointment was approximately $1.29 million, comprising unsupported rental
guarantees and merchant facilities.

Since our appointment, the landlord holding the unsupported bank rental guarantee called in
the guarantee. As a result, Westpac applied approximately $173,000 from the funds held on
the date of our appointment against the funds held in the Group’s pre-appointment accounts.

5.1.8.2

On 16 November 2016, ACI and Nexus paid dividends to its shareholders totalling $5.5
million. On the same day, the shareholders loaned an amount equal to the dividends received
back to ACI and Nexus. The loans made by the shareholders were secured by securities
registered on the PPSR (ranking behind Westpac).

It appears that the transactions may be uncommercial and capable of being set aside by a
liquidator, if appointment. Refer to section 8.4.2 for further information in this regard.

5.1.9 Unsecured creditors

As at the date of our appointment, we understood that the Group’s unsecured creditor position
was approximately $12 million. As a result of a number of intercompany loans that were not
included in the creditors ledger, as well as additional claims/invoices received following our
appointment, we estimate the total current unsecured creditors to be approximately $14.5
million, as detailed below:
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ACI Nexus 24HR SIE CF CL CS Tl Total
Trade and other creditors 7,586 785 367 1,234 184 95 63 19 10,333
ATO 259 - 5 - 82 250 - 207 803
SRO 441 42 - - 108 24 - 102 718
Intercompany loans 640 144 32 - 121 1,729 0 4 2,672
Total creditors 8,926 971 405 1,234 496 2,099 63 332 14,526

We note that:

DET is the largest creditor in respect of its overpayment of VET Fee-Help advances to
ACI. Their claim is currently approximately $3.5 million.

trade creditors in ACI mainly comprise of advertising, sponsorship and operating suppliers.

the maijority of creditors in 24HR and SIE relate to outstanding rental. These claims are
expected to reduce significantly given some landlords have called upon the bank rental
guarantees they held.

the ATO has submitted various claims in the administrations totalling $631,585 in relation
to unpaid GST, PAYG and income tax. The Group’s records detail an amount of
approximately $803,000 outstanding to the ATO, which is relatively consistent with the
claim received after taking into account lodgements not yet submitted.

the Group’s records indicate that the SRO is owed an amount of approximately $718,000
in respect of outstanding payroll tax lodgements.

The Group’s records detail intercompany loans payable to related entities not subject to
the administrations totalling approximately $2.672 million. The loans appear to relate to
these entities paying trading expenses on behalf of other entities in the Group. We have
requested further information from the Directors in relation to these loans and will
investigation these in liquidation.

5.1.10 Contingent liabilities

The Group’s records do not identify any contingent liabilities.

5.2

Explanation for current financial position

The Directors’ explanation for the Group’s current financial position is detailed in section 3.10.
We have not concluded our assessment as to the current financial position of the Group.
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6
6.1

Trading by Administrators

Overview

We assumed control of the Group’s business immediately upon appointment.

Various short term initiatives were put in place to enable to the business to continue to operate
whilst considering the future options available to the Group. We conducted an urgent
assessment of the Group’s operational and financial positions to determine whether the
business could continue to trade in the ordinary course, including:

meeting with the key management to identify issues likely to impact future trading
preparing and monitoring trading forecasts to determine funding requirements

reviewing key funding contracts

engaging in discussions with key stakeholders to obtain ongoing support for the
businesses, including:

the Group’s first ranking secured creditor, Westpac

the LK Group, who were considering a DOCA proposal

regulatory bodies such as ASQA, ACPET, Commonwealth DET and Victorian DET
the Directors and their advisors

O O O O

engaging with industry regulators to understand the implications of administration and
likelihood of ongoing support (including preservation of licences, funding contracts, etc)

In addition, we have:

attended the business’ trading premises’
sent circulars to all known creditors and employees

met with employees and notified them of our appointment
implemented controls and systems with respect to banking, purchase orders and reporting
secured all key student records

secured and examined books and records, including financial statements and
management accounts

reviewed IT and back up procedures for information on site and arranged for servers and
key employees’ computers to be forensically imaged

reviewed the adequacy of the insurance policies held by the Group and arranged
appropriate insurance coverage for the administration period

opened ‘administration’ post appointment bank accounts for each entity

opened ‘administration’ trading accounts with suppliers and negotiated terms of trade for
continued supply where required

continued employment of some staff and provided updates to employees as required
conducted various meetings with the Directors, Senior Management and staff

arranged a count of all plant and equipment

requested a statement from the Group’s Directors pursuant to section 438B(2) of the Act

attended to all statutory matters as required by the Act
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In terms of the Group’s leased premises’, we have:

¢ notified all landlords of our appointment
o disclaimed leased premises’ considered surplus to the Group’s needs

¢ liaised with the landlord of 77 Atherton Road, Oakleigh, who attempted to retake the
premises and lock out the Group, however this was resolved quickly

e negotiated an agreement with the landlord of 120 Spencer Street, Melbourne to vacate the
building on 28 February 2017 and subsequently moved the Group’s head office to 600
Collins Street, Melbourne

¢ liaised with the landlords regarding the bank guarantees which have been called on and
put them on notice that they are required to substantiate their losses and claim to the bank
guarantees:

Property essee Bank guaranteg

600 Collins Street, Melbourne 24HF 173,069
120 Spencer Street, Melbourne SIE 2,890,030
77 Atherton Road, Oakleigh 24HF 151,250

¢ liaised with the landlord of 600 Collins Street, Melbourne in relation to their request for
consent to take possession of the premises. Consent has not been granted and we have
been liaising with them in regarding to the Group’s future occupation of the site.

6.2  Trading issues

Our preliminary analysis indicated that it was in the best interest of creditors for the
Administrators to continue trading the business (ie. it would increase the likelihood of a DOCA
proposal). Our forecasts however indicated that as:

1. Westpac had frozen the $350,000 of cash on the date our appointment; and
2. ACl was not in receipt of its monthly Vet Fee-Help payments (totalling approximately $5.4
million)

the Group would not have sufficient funds to continue trading given daily operating expenses
were between $40,000 and $50,000 approximately.

As the Administrators are exposed to personal liability for any trading shortfall, we were not
prepared to continue trading without further funding. Further, the realisable assets may not be
sufficient to provide us with comfort that the costs of the administration could be met from
asset realisations.

We therefore urgently explored numerous options to trade the business, including:

preserving ongoing funding from the Victorian DET (VET Funding)

obtaining further funding from Westpac

the LK Group paying out the Westpac debt and taking over its securities

the Directors providing funding

entering into a funding agreement with the LK Group

After extensive negotiations, it was apparent that the only expeditious and viable option to

continue trading was to enter into a funding agreement with LK Group. The material terms of
the agreement were:
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e the LK Group provide a facility of $350,000 to ACI to fund:

o trading costs
o our proper expenses and remuneration

¢ the LK Group are entitled to receive interest of eight per cent per annum on funds
advanced

e ACI s liable to repay the debt in the event that the net proceeds of any realisation or
recoveries of assets are sufficient to pay in full all operating costs, debts in the
administration and our expenses and remuneration and any subsequent liquidation

e conditional upon us obtaining orders pursuant to section 447A of the Act to remove any
personal liability to repay monies advanced by the LK Group

The funding agreement was considered in the best interests of creditors and allowed the
Administrators additional time to negotiate a DOCA proposal. It also:

¢ allowed ongoing employees and creditors liabilities during the administration to be paid

o maximised the potential for a DOCA (or the opportunity to sell the business as a going
concern), the prospects of the employees continuing employment and their entittiements
being paid

e minimised the requirement of employees applying for funding from the Government under
the FEG scheme if they were to be made redundant in a liquidation scenario

¢ enhanced the potential return to unsecured creditors

¢ enabled students to continue their courses and reduced the Commonwealth’s exposure to
the overpayment of VET Fee-Help advances

¢ maximised debtor recoveries by the ongoing trading of the Group
The funding agreement is not detrimental to the interests of any creditors because:

¢ Westpac’s position is unaffected. The agreement does not have the practical effect of
subordinating Westpac’s security as amounts such as our expenses and remuneration
and employee entitlements would have priority over Westpac’s circulating security interest

e ongoing employees and creditors will also be paid from funds by us and trading on the
Group maximises the potential return to creditors

We obtained an order from the Court on 20 February 2016 to allow us to enter into the funding
agreement without incurring personal liability and funding from LK Group of $350,000 was
subsequently received.

6.3  Summary of receipts and payments

A summary of our receipts and payments to 28 February 2017 is detailed below and attached
at Annexure G.

$'000 ‘ ACI ‘ Nexus 24HF SIE ‘ CF CS CL TI Total
Total receipts 479 25 28 56 30 - 8 19 645
Total payments (319) (5) (28) - (30) - 3) (15) (401)
Net receipts/(payments) 160 19 - 56 - - 4 4 244
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7 Sale of business / assets

As indicated earlier, our forecasts indicated that the business did not have sufficient funds to
continue trading and conduct a sale and marketing campaign. Accordingly, on 20 February,
we obtained funding of $350,000 from the LK Group to continue trading whilst they considered
a DOCA proposal.

In the event that funding from LK Group was not received, we would have been left with no
option other than to immediately cease trading the business. The opportunity to sell the
business as a going concern and employees continuing employment would have diminished if
the business ceased trading. The majority of employees would have been terminated and
current students would be left with no certainty that their courses could be completed at other
institutions.

We determined that the only available option to attempt to save the business and obtain the
best result for creditors was to explore the potential for a DOCA. Therefore, we did not
progress interest from any parties in purchasing the business and assets and have treated
with the LK Group exclusively.

This has required us to:

e work closely with the LK Group in order to allow the LK Group to conduct their due
diligence.

o liaise with Westpac the first ranking secured creditor to seek a release of its security
interests in the event a DOCA was proposed.

e arrange meetings with senior decision makers from ASQA, Victorian DET, Commonwealth
DET and ACPET in order to provide background to the voluntary administration process
and to allow the LK Group to ask questions and get some comfort regarding the regulatory
environment in which the Group, in particular ACI and Nexus operate.

¢ have regular meetings with the LK Group in order to discuss progress of their due
diligence and potential DOCA proposal and to give them some guidance of the minimum
requirements of a DOCA.

¢ liaise with landlords in order to arrange introductions for the LK group so that they could
negotiate tenancies post the voluntary administration process if a DOCA was proposed.

On 7 March 2017, LK Group advised that it could not reach an internal landing on the funding
required to continue trading the business on in the future given:

1. The uncertainty of timing of receipt of VET Fee-Help advances from the DET;
The consequential requirement to advance more funds than anticipated; and

The reluctance of a critical landlord to enter into commercial arrangements for the ongoing
occupation of the key operating site.

Accordingly, it would not be proposing a DOCA. The LK Group acknowledged the receipt of
support from the Victorian and Commonwealth Government departments in particular and the
employees but had to make the difficult decision not to progress.

The Administrators were left with no option other than to immediately cease trading the
Group’s operations. The Administrators made the difficult decision to make redundant the
majority of employees and will shortly commence a process to realise assets, including plant
and equipment, debtors and intellectual property.
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8 Statutory investigations
8.1  Nature and scope of review

The Act requires an administrator to carry out preliminary investigations into a company’s
business, property, affairs and financial circumstances.

We reiterate that our investigations are preliminary. A liquidator (if appointed) has a statutory
obligation to conduct more detailed investigations and report their findings to ASIC.

Investigations centre on transactions entered into by the Group that a liquidator might seek to
void or otherwise challenge where the Group is wound up. Investigations allow an
administrator to advise creditors what funds might become available to a liquidator such that
creditors can properly assess whether to accept a DOCA proposal or resolve to wind up the
Group. We investigated matters to the extent possible in the time available.

A liquidator may recover funds from certain voidable transactions or though other avenues; for
example, through action seeking compensation for insolvent trading or breach of director
duties. Funds recovered would be available to the general body of unsecured creditors
including secured creditors but only to the extent of any shortfall incurred after realising their
security.

A deed administrator does not have recourse to voidable transactions.

Our knowledge of the Group’s affairs comes principally from the following sources:

discussions with the Directors, their advisors and key staff members

management accounts, books and records, board reports and financial statements
the Group’s internal accounting system

correspondence and discussions with creditors

an independent valuation of the Group’s assets

searches obtained from relevant statutory authorities

records maintained by the ATO

publicly available information

o0
N

The Company’s solvency

Our preliminary investigations indicate that the Group may have been insolvent from
as early as December 2016

8.2.1 Overview of insolvency tests and indicators

In order for a liquidator to recover funds through the voiding of certain transactions or through
other legal action, such as seeking compensation from directors for insolvent trading, the
Group’s insolvency must be established at the relevant time.

There are two primary tests used in determining a company’s solvency, at a particular date,
namely:

e Dbalance sheet test; and
e cash flow or commercial test.

The Courts have widely used the cash flow or commercial test in determining a company’s
solvency at a particular date along with several other indicators.
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We have summarised below the insolvency indicators adopted by the Courts and ASIC

together with our comments in relation to the Group:

Insolvency indicator

Date relevant to

Administrators’ comments

Working capital deficiency

insolvency

8.2.2.1.1 n/a

Combined net working capital as at FY17 is
$15.8 million. This position was heavily
contingent upon the collectability of debtors
(students and intercompany loans)

Net asset deficiency

8.2.2.1.2 n/a

There appeared to be sufficient assets to meet
liabilities, however this position was highly
contingent upon the collectability of debtors and
intercompany loans

Ageing of creditors

8.2.2.1.3 December 2016

The Group began to defer payments to creditors
in December 2016 (only paying bills that were
required for continued operations) and resulted
in creditor amounts becoming significantly
overdue

Inability to extend finance

The Group did not utilise overdraft facilities in the
last 12 months, however utilised facilities

facilities and breaches of 8.2.2.14 n/a provided by Westpac to support cash backed
covenants
bank guarantees
Ipablll'gy 19 iz other The Group maintained a number of equipment
e COmTIERE ) 8.2.2.1.5 n/a finance leases which were generally paid within
default on finance e g yp
terms
agreements
Profitability / trading losses 8.2.2.2.1 June 2015 Reported a loss the last three financial years
The Group’s cash position significantly
Cash flow difficulties 8.2.2.2.2 December 2016 CLESIETEES (2| EIITE) BOHIEEETE WSy (76

Help advances in November and December
2016

No access to alternative

Once VET Fee-Help advances were deferred, it

sources of finance (including 8.2.2.2.3  December 2016 was apparent the Group would be unable to
equity capital) raise any additional debt or equity
Inability to dispose non-core There were no disposals of non-core assets
y P 8.2.2.2.4 n/a which may have materially assisted the working
assets ; S
capital position of the Group
Dishonoured payments 82295 n/a Our preliminary investigations do not identify any
dishonoured payments
The Group’s records indicate significant amounts
owing to the ATO and SRO totalling $1.5 million,
the majority of outstanding amounts relating to
Overdue Commonwealth lodgements within the last six months. However,
8.2.2.3 November 2015 our review indicates there are some outstanding
and State taxes .
amounts relating to as early as November 2015.
There does not appear to be any specific reason
why these payments weren’t made on time as
cash flows up to September 2016 were positive.
chz(;(i)tE)brga;rlacle n(;? ;r(%gn Our preliminary investigations have not identified
9 8.2.24 n/a any evidence of legal action instigated to pursue

threatened or commenced
by creditors

outstanding debts
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The above indicators are discussed in further detail in section 8.2.2 below.

8.2.2 Preliminary determination

Our preliminary investigations and our determination as to the Group’s solvency is below.

8.2.2.1

The table below summarises the Group’s working capital position:

$000s FY15 FY16 YTD17

Current assets 43,583 42,640 34,682
Current liabilities 25,837 25,928 18,932
Working capital surplus / deficiency 17,747 16,712 15,750

The Group’s working capital remained relatively consistent between FY15 and YTD17, with a
surplus of $15.8 million as at 30 November 2016. This position was however heavily reliant
upon the collectability of debtors, which comprised of outstanding tuition fees and
intercompany loans. The collectability of the intercompany loans is uncertain.

The table below summarises the Group’s net asset position:

$000s FY15 FY16 YTD FY17

Current assets 43,583 42,640 34,682
Non-current assets 4,889 5,272 (1,479)
Total assets 45,981 46,867 33,203
Current liabilities 25,837 25,928 18,932
Non-current liabilities 388 886 512
Total liabilities 26,224 26,814 19,444
Surplus / (deficiency) 22,248 21,097 13,759

It appears that the Group had sufficient assets to meet liabilities, reporting a combined net
asset position of $13.8 million as at 30 November 2016. As per above, this position was highly
contingent upon the collectability of intercompany loans.
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Below is an analysis of the aged payables as at FY15, FY16 and 8 February 2017.

Aged payables

$'000 Current 30 days 60 days 60+ days Total

30 June 2015 4,417 270 19 210 4,878
Percentage of total % 90 6 - 4 100
30 June 2016 3,259 450 549 635 4,893
Percentage of total % 67 9 11 13 100
YTD FY17 — as at 8 February 2017 660 2,140 3,449 3,593 8,842
Percentage of total % 7 21 35 37 100

The creditor ageing has been provided by Senior Management and does not include the
overpayment amount outstanding to the DET of $3.5 million as at 1 March 2017, as well as a
number of intercompany loans. This is due to the DET and intercompany loan amounts being
recorded as ‘negative’ receivables.

The majority of payables were within terms as at 30 June 2015 and 2016. There was an
increase in payables of $3.9 million between 30 June 2016 and 8 February 2017. The Group
advised that in December 2016, it implemented a focus on preserving cash where possible by
deferring payments to creditors (only paying bills that were required for continued operations).
This resulted in a creditor amounts becoming overdue and outside terms.

Our preliminary investigations have revealed that:

¢ the Group did not utilise overdraft facilities in the last 12 months.

o Westpac provided facilities to the Group which mainly comprised of cash backed bank
guarantees and merchant facilities. Westpac’s exposure is likely to be up to $1.29 million.

e the Group held several credit cards with American Express which were utilised for day-to-
day operational expenses and personal expenses of the Directors (which were recorded
against director loan accounts). The balance outstanding on appointment was
approximately $806,000. The accounts appear to have been paid relatively within terms
(save for the last two months).

e there does not appear to be any other financing facilities or agreements.

Our preliminary investigations have revealed that the Group:
e started to defer payments to creditors in mid-November 2016, only paying bills that were
required for continued operations.

e entered into payment arrangements with a number of suppliers, including Energy
Australia, Momentum Energy and Telstra in early February 2017.

e maintained a number of items of financed equipment, mainly office, computer, IT, gym and
massage equipment. It appears that these contracts were paid relatively within terms.
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8.2.2.2

The Group reported a combined loss in the last three financial years. The losses appear
largely attributable to the non-trading entities in the Group, which have been funded by the
profits generated by ACI.

The Group’s business model was based on face-to-face on-campus learning rather than
online based learning. This resulted in high labour and rental costs, totalling $28.4 million and
$5 million in FY16 respectively. In addition, the Group placed a strong focus on radio
advertising in an attempt to drive student enrolments and as a result incurred significant
marketing costs of $16 million in FY16.

The Group also incurred and paid approximately $3.4 million in legal fees and settlements in
respect of the AIF dispute between FY14 and YTD17 which has contributed to the loss
position.

After identifying that there may be an overpayment of VET Fee-Help advances in June 2016
(ie. it was not achieving its student enrolment estimates), the Group undertook an assessment
of its financial position to determine if it could:

e repay the overpayments to the Commonwealth; and
e continue trading in the short to medium term.

The assessment included:

intensified cash flow forecasting and analysis

reviewing cash and trading positions regularly

preparation of various financial reports

implementing a focus on preserving cash and deferring payments where possible
reducing their cost per enrolment to better utilise their marketing expenses
reducing employee levels by in excess of 80 staff, leading to lower costs

The Group’s high level receipts and payments and consolidated cash position for the last six
months is detailed below:

Receipts ($:000) VET Fee- VET St LLILelg Other Total

Month Help Funding Ao e income receipts

Opening balance

August 2016 2,723 667 200 159 419 4,168
September 2016 4,580 393 173 118 351 5,615
October 2016 2,723 405 225 134 291 3,778
November 2016 - 533 158 56 386 1,132
December 2016 - 507 142 73 278 1,000
January 2017 - 433 112 60 273 878
Total 10,026 2,937 1,010 601 1,997 16,571
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Running bank
balance

Opening balance 1,749
August 2016 (1,110) (244) (3,197) (4,551) 1,366
September 2016 (1,053) (552) (2,697) (4,302) 2,678
October 2016 (1,010) (453) (3,025) (4,488) 1,968
November 2016 (980) (322) (738) (2,039) 1,061
December 2016 (978) 27) (529) (1,534) 527
January 2017 (901) - (294) (1,195) 210
Total (6,033) (1,598) (20,480) (18,110)
Daily consolidated cash balance
6,000
5,000
4,000
S 3,000
@ 2,000
1,000
S® S® S S® R &
Q%\'1/ R \,\\‘1/ @'1/ Q,\\‘lx Q’lp/
A\ D Q D N N

We note that:

ACI received VET Fee-Help advances since August 2016 totalling approximately $10
million.

the non-receipt of VET Fee-Help advances in November 2016, December 2016 and
January 2017 resulted in the Group’s cash balance significantly deteriorating. VET Fee-
Help advances were critical to the Group funding its operations.

the Group was subsequently required to utilise its current funds on hand to fund its daily
operations (mainly rent and payroll). By December 2016, the majority of these funds had
been utilised and the Group’s cash balance was low.

at a high level, other expenses of $10.4 million during this period predominately relate to:

$000

Advertising and sponsorships 2,200
Credit card repayments 2,200
GST liabilities 337
Legal costs 1,700
General operating costs 4,000
Total 10,437
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e credit card repayments of $2.2 million predominately relate to advertising and marketing
costs which were paid by credit card to provide greater time for the cost to be actually paid

e general operating costs of $4 million relate to:

accounting, professional and insurance fees
bank and merchant fees

classroom and massage clinic supplies
debt collection costs

equipment leasing

functional training costs

internet, information systems and IT
memberships

motor vehicles

stationary, postage, printing and office consumables
travel, meals, parking and amenities
telephone

0O 0O o0 0 o0 o0 O O o0 o o o

e The Group did not pay its rental liabilities in December 2016 and January 2017.

¢ ACI and Nexus’ bank balances temporarily went into overdraft in excess of $2 million on
16 November 2016, when dividends totalling $5.5 million were paid to shareholders. The
shareholders loaned an amount equal to the dividends received by them back to ACI and
Nexus on the same day which immediately cleared the overdrafts.

As indicated earlier, the Group engaged Aquila Corporate Advisors in June 2014 to explore
debt funding, a sale of business or equity options. Despite some level interest expressed by a
number of parties, none of the interest progressed.

It became apparent once VET Fee-Help advances were deferred that progressing any interest
would be extremely difficult.

Our preliminary investigations do not identify the disposal of non-core assets which may have
materially assisted the working capital position of the Group.

Our preliminary investigations do not identify any dishonoured payments.
8.2.2.3

The Group’s records indicate significant amounts owing to the ATO and SRO totalling $1.5
million at the date of our appointment. the majority of outstanding amounts relating to
lodgements within the last six months. However, our review indicates there are some
outstanding amounts relating to as early as November 2015. There does not appear to be any
specific reason why these payments weren’t made on time as cash flows up to September
2016 were positive.

It does not appear that the Group entered into any payment arrangements with the ATO and
SRO.
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8.224

We are not aware of any statutory demands, writs and / or winding up applications taken
against the Group. As indicated earlier, the Group had entered into a number of payment
arrangements with creditors in early February 2017.

8.2.3 Preliminary conclusion as to solvency

An insolvent company is one that is unable to pay its debts when they fall due for payment. It
is important to understand the timing of insolvency because it can present opportunity for a
liquidator to pursue certain claims against directors and other parties that would not otherwise
be available if a company was solvent.

Pursuant to section 95A(1) of the Act, a person is solvent if, and only if, the person is able to
pay all its debts as when they become due and payable. Pursuant to section 95A(2) of the Act,
a person who is not solvent is insolvent.

Having regard to the above analysis and in light of the insolvency indicators discussed above,
our preliminary investigations indicate that the Group may have been insolvent from as early
as December 2016. The solvency of the Group was heavily reliant upon the revenue
generated by ACI and Nexus. To this end, we note:

o the majority of ACI's revenue was derived from VET Fee-Help advances. The Group’s
cash position deteriorated significantly after the Commonwealth deferred VET Fee-Help
advances and ACI was no longer in a position to fund the Group’s operating expenses.
The Group advised that is expected to exhaust all remaining funds by early February
2017.

e the Group started to defer payments to creditors in mid-November 2016, only paying bills
that were required for continued operations, as a result of the non-receipt of VET Fee-Help
advances.

e The Group’s working capital and net asset positions were heavily contingent upon the
collectively of debtors, comprising of tuition fees payable by students and intercompany
loans, which appear to be overstated and/or not recoverable.

¢ Nexus wound down its operations in late 2016 (before relaunching as WYN Institute) and
therefore, was no longer in a position to fund the Group’s operations.

A liquidator, if appointed, would need to conduct further investigations, and possibly conduct a
public examination of relevant parties, to ultimately determine whether or not the Group
became insolvent at that time or earlier.

8.3  Potential liquidator recoveries — insolvent trading

Our preliminary view is that we do not believe that there is a claim against the
Directors and holding company for insolvent trading.

8.3.1 Directors’ liability

Section 588G of the Act imposes a positive duty upon company directors to prevent insolvent

trading. If a director is found guilty of an offence in contravening section 588G, the Court may
order him or her to pay compensation to the company equal to the amount of loss or damage

suffered by its creditors.

The Court may also impose upon the directors one of two types of civil penalty orders, the first
can include a fine or an order prohibiting the directors from participating in the management of
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a company. The second, where there is criminal intent and conviction, a director could also
be imprisoned for up to five years.

This action is not a right that is available to an administrator or a deed administrator.
Applications for compensation payable to the company are usually made by a liquidator, or in
specified circumstances, a creditor.

The substantive elements of section 588G are:

e a person must be a director of a company at a time when the company incurs a debt

e the company must be insolvent at the time or becomes insolvent by incurring the debt

¢ the director must have reasonable grounds for suspecting that the company is insolvent or
would become insolvent

The defences available to directors contained in section 588H are:

¢ the directors had reasonable grounds at the time the debt was incurred to expect the
company to be solvent and would remain solvent even after the debt was incurred

¢ the directors relied on another competent and reliable person to provide information about
whether or not the company was insolvent

e the directors were ill or for some other good reason did not take part in the management of
the company

¢ the directors took reasonable steps to prevent the incurring of debt

A liguidator must form an opinion as to the date of insolvency and determine the debts
incurred from that date; thereby quantifying the loss to the company.

The costs of proceeding with an insolvent trading action must be considered.

Our preliminary investigations indicate that there is no claim to pursue the Directors for
insolvent trading given that once they determined that future VET Fee-Help advances would
be deferred (ie. December 2016) and the Group would likely exhaust remaining funds on
hand, they sought Ferrier Hodgson’s advice as to the Group’s financial position and ultimately
appointed Ferrier Hodgson as Voluntary Administrators on 8 February 2017.

8.3.2 Holding company liability

Section 588V of the Act provides that a holding company may be held liable for the debts of a
subsidiary in certain circumstances.

The substantive elements of Section 588V are:

e the corporation is the holding company at the time when the company incurs a debt
the subsidiary is insolvent at that time, or becomes insolvent by incurring that debt

o the holding company, or one or more of its directors, is aware at that time that there are
grounds for suspecting the subsidiary is insolvent

¢ having regard to the nature and extent of the holding company’s control of the subsidiary’s
affairs, then it would be reasonable to expect that:

o the holding company would be aware of the subsidiary’s financial position; or
o the holding company’s directors would also be aware of the subsidiary’s financial
position.

The defences the holding company may rely upon are set out in Section 588X and are
essentially the same as those a director may rely upon under Section 588H.
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Furthermore, the Courts have held that, as a defence to such proceedings, a holding company
can off-set any claim by a liquidator under Section 588W against monies owing under an
intercompany loan account.

Our preliminary investigations indicate that there is no claim to pursue the holding company
for insolvent trading given that once the Directors determined that future VET Fee-Help
advances would be deferred (ie. December 2016) and the Group would likely exhaust
remaining funds on hand, they sought Ferrier Hodgson'’s advice as to the Group’s financial
position.

8.4  Potential liquidator recoveries — voidable transactions

We have identified a number of transactions that may be voidable in a liquidation

A liquidator has the power to void certain transactions which are either not beneficial, or are
detrimental, to a company. An administrator must identify any transactions that appear to be
voidable by a liquidator.

Enclosed at Annexure E is a creditor information sheet published by ARITA. This information
sheet details the types of transactions which a liquidator can seek to void.

We have undertaken an initial review of the books and records of the Group, including bank
statements, in order to determine whether any voidable transactions were entered into. To
assist with our review, we have discussed potential voidable transactions with our legal
advisors and the Directors.

8.4.1 Unfair preferences

Our preliminary investigations have not identified any unfair preference payments. A liquidator,
if appointed, would need to conduct further investigations.

8.4.2 Uncommercial transactions

A liquidator must investigate transactions deemed to be uncommercial, having regard to the
detriment to the company suffered as a consequence of the transaction in the period two
years prior to the date of administration.

In addition, Section 588FDA of the Act refers to “unreasonable director-related transactions”
and requires the liquidator to investigate such transactions, having regard to the detriment to
the Company (if any) suffered as a consequence of the transaction.

We believe the following transactions may be uncommercial:

1. Shareholder loans

On 16 November 2016, ACI and Nexus paid dividends to its shareholders totalling $3.1 million
and $2.1 million respectively. On the same day, the shareholders loaned an amount equal to
the dividends received by them back to ACI and Nexus. The loans made by the shareholders
were secured by securities registered on the PPSR.

The transactions have the commercial and practical effect of converting originally unpaid
dividends due to shareholders to secured loans. The legal effect of this change of status
elevated the entitlements to the shareholders in a winding up (or other insolvency process)
from a subordinated claim under section 563A of the Act to a secured claim having priority
over general unsecured creditors.
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One of the Directors, Mr Hornsey has advised that the rational for entering into the transaction
is as follows:

¢ the decision was resolved at a board meeting in October 2016 to enter into the
transaction, the directors were of the view that ACI and Nexus and the other entities
subject to the Administrators appointment were solvent;

e the dividend was a fully franked dividend paid out of retained earnings, the shareholders
were of the view that they were entitled to these funds as they were payable and as they
were in discussions with interested parties to sell the business, they wanted to cash out
their retained earnings.

e jtwas also resolved in the October 2016 board meeting that once the dividend was paid,
it would be immediately loaned back to ACI and Nexus. We are advised that the rational
for the loan was that it would not have a bearing on the solvency of the Group.

o the Directors have advised that they received both legal advice and accounting advice
prior to entering into these transactions (dividend and loan). Whilst we have requested a
copy of this advice, at the time of writing this report, it had not been received.

It appears that the transactions may be uncommercial and capable of being set aside by a
liquidator, if appointed. If the transactions were set aside, this would not result in any
additional assets or funds available to the creditors but rather would subordinate the
shareholders claims behind (rather than ahead) of unsecured creditor claims.

2. Motor vehicles

The Group’s records indicate that in January 2017, seven motor vehicles were transferred to the
Directors and Senior Management. It appears that the motor vehicles were subject to finance
agreements and the Directors simply paid out the outstanding finance. Mr Hornsey has advised
that the rational for these transactions was that the Group had significant monthly leasing costs
and a way to reduce this was to transfer the vehicles and the leases to the Directors and Senior
Management to pay.

Whilst it does not appear that the Group received any consideration for the motor vehicles and
no formal agreement has been entered into, the Directors are of the view that any consideration
required to be paid would be offset by the shareholder loans as discussed above.

A liguidator, if appointed, would need to conduct further investigations to determine the basis of
the transaction, including:

the entity that paid monthly instalments for the vehicles

the basis for the sale of the vehicles

the amount paid to initially purchase each of the vehicles

the value of each vehicle and the pay out on each of the vehicles to determine whether a
market value was paid for the vehicles

3. Excluded employee transaction

As indicated earlier, we understand an excluded employee under the Act ceased employment
with the Group at the end of January 2017. We have been advised by Senior Management
that upon cessation of employment, the excluded employee was paid entitlements of
approximately $30,000. A liquidator, if appointed, may seek to claw back this transaction given
the excluded employee’s entitlements in a liquidation would be capped at $3,500.
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8.4.3 Unfair loans

A liguidator must investigate loans to a company which may be considered unfair due to
extortionate interest rates or charges.

Our preliminary investigations have not identified any unfair loans. A liquidator, if appointed,
would need to conduct further investigations in relation to any loans, in particular the Director
and intercompany loans.

8.4.4 Voidable transactions - related parties

A liguidator must investigate related party transactions within four years of the date of
administration and determine whether any transactions occurred when the company was
insolvent or was likely to become insolvent as a result of the transaction.

Our preliminary investigations have not identified any voidable related party transactions Save
for the shareholder loans discussed earlier. A liquidator, if appointed, would need to conduct
further investigations in relation to related party transactions.

8.5  Other potential liquidator recoveries

8.5.1 Compensation for breach of directors’ duties

Our investigations with respect of any breaches committed by the directors are continuing.
8.5.2 Arrangements to avoid employee entitlements

Part 5.8A of the Act aims to protect the entitlements of a company’s employees from
agreements that deliberately defeat the recovery of those entitlements upon insolvency.

Under Section 596AB(1) of the Act, it is an offence for a person to enter into a transaction or
relevant agreement with the intention of, or with intentions that include:

e Preventing recovery of employee entitlements; or

¢ Significantly reducing the amount of employee entitlements recoverable.

Our preliminary investigations have not identified any arrangements to avoid employee
entitlements.

8.6  Other matters arising from investigations
8.6.1 Falsification of books

Pursuant to Section 1307 of the Act, it is an offence for a person to engage in conduct that
results in the concealment, destruction, mutilation or falsification of any securities of or
belonging to the company or any books affecting or relating to affairs of the company.

If a breach is proven, Part 9.4 of the Act provides for criminal penalties only. Therefore, any
breaches of Section 1307 will not result in recovery of funds by a liquidator.

Our preliminary investigations do not reveal any evidence of falsification of books.
8.6.2 False or misleading statements

Pursuant to Section 1308 of the Act, a company must not advertise or publish a misleading
statement regarding the amount of its capital. It is an offence for a person to make or
authorise a statement that, to the person’s knowledge is false or misleading in a material
particular.

Our preliminary investigations do not reveal any evidence of any false or misleading
statements.
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8.6.3 False information

Pursuant to Section 1309 of the Act, it is an offence for an officer or employee to make
available or give information to a director, auditor, member, debenture holder, or trustee for
debenture holders of the company that is to the knowledge of the officer or employee:

¢ False or misleading in a particular matter; or
e Has omitted from it a matter the omission of which renders the information misleading in a
material respect.

Our preliminary investigations do not reveal any evidence of any false information.
8.7  Summary of potential liquidator recoveries

Set out below is a summary of transactions that a liquidator would investigate further if the
Group is placed into liquidation.

Potential recovery item Value

$
Unfair preferences Nil
Uncommercial transactions — shareholder loans No financial impact
Unfair loans Nil
Unreasonable director-related transactions — motor vehicles To be determined
Unreasonable director-related transactions — employee entitlements 27,500

8.8  Directors’ ability to pay a liquidator’s claims

At this stage, we have not made a full assessment as to the financial capacity of the Directors
to meet any potential actions that we may identify, other than searches of the Land & Property
Information database. Our investigations are continuing in this regard.

8.9 Reports to the ASIC

We have not identified any offences that require reporting to the ASIC pursuant to Section
438D of the Act.
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9 Return to creditors

It is unlikely that there will be any funds available to priority or unsecured creditors
(other than priority creditors of Nexus), however this is dependent upon debtor
recoveries

9.1 Liquidation

In a liquidation scenario, we estimate the following returns to creditors:

c/$ ACI Nexus 24HF SIE CF CL Cs TI
Priority creditors nil 100c* nil nil nil nil nil nil
Unsecured creditors nil nil nil nil nil nil nil nil

* Subject to the correct allocation between entities as discussed in section 5.1.7

The above calculations are an estimate only and are GST exclusive. We note that following in
respect of the estimated realisations and liabilities in a liquidation.

9.1.1 Cash

Westpac has exercised its right of set off to retain the funds in the pre-appointment bank
accounts to secure facilities it provided to the Group. At the date of appointment,
approximately $350,000 was in the Westpac bank account. Following our appointment,
interest of $41,569 from the term deposits securing the rental guarantees was received and
retained by Westpac and approximately $173,000 was paid out by Westpac in respect of the
guarantee for 600 Collins Street, Melbourne.

We are in discussions with Westpac for the return of the balance of funds.
9.1.2 Debtors

The Group’s debtors relate to outstanding tuition fees payable by students. As indicated
earlier, the debtors balance appears overstated as future fees were included in the total.

In a liquidation scenario, we will be pursing the amounts outstanding from all completed
students totalling $6.4 million and from students who have received tuition totalling $3.9
million. Statements of attainment will be issued to all paying students.

9.1.3 Director loans

The Group’s records detail director loans outside the entities subject to the administrations
totalling $2.7 million as at January 2017. Whist we have requested further information from the
Directors regarding the loans, our preliminary investigations indicate that the amounts are
subject to significant adjustments for entries not posted at the date of our appointment.

9.1.4 Intercompany loans

The Group’s records detail intercompany loans totalling $4.7 million as at November 2016.
Whist we have requested further information from the Directors regarding the loans, our
preliminary investigations indicate that the amounts may not be recoverable from any of the
companies in administration. Our investigations are continuing.

9.1.5 Trading surplus/loss

We estimate that ACI incurred trading losses of approximately $140,000 as at 7 March 2016.
All other entities are estimated to break even.
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9.1.6 Legal fees

We estimate that legal fees and disbursements for the administration and any subsequent
liquidation will be $150,000.

9.1.7 Administrators’ fees

We estimate that our total fees for the administrations will be approximately $641,161 as

detailed below:

Entity VA VA
s(ex 57 conmercementio2s | i Mach 2017 o1
ACI 358,092 115,000
Nexus 39,372 14,000

24HF 10,767 6,000

SIE 16,366 6,000

CF 16,244 6,000

CL 17,164 6,000

Cs 4,022 2,500

TI 17,635 6,000

Total 479,661 161,500

This represents the ongoing trading of the Group, the significant negotiations with the LK
Group in respect of a DOCA proposal and investigations undertaken to date.

9.1.8 Liquidators’ fees

In the event the Group is placed into liquidation, we estimate that our fees will be $340,500 as

detailed below:

Entity

$ (ex GST Liguidation
ACI 190,000
Nexus 100,000
24HF 5.500
SIE 7,500
CF 10,000
cL 10,000
€S 7,500
T 10,000
Total 340,500

9.1.9 Priority creditors

In a liquidation scenario, it is anticipated that all employees will be made redundant
crystallising priority claims of circa $2.9 million.
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Employees may be eligible for payment of their outstanding employee entitlements (excluding
unpaid superannuation) under FEG, a scheme operated by DET. Employees can obtain
further information on the eligibility requirements of FEG at www.employment.gov.au /fair-
entitlements-guarantee-feg.

Once FEG makes payment to employees under the scheme, it will stand in the shoes of those
employees and be entitled to any recoveries from circulating assets (debtors).

9.1.10 Plant and equipment and motor vehicles

The net funds received from the sale of the Group’s plant and equipment will be applied to the
secured debt due to Westpac. The proceeds are likely to be insufficient to discharge the debt
due to Westpac and there will be no funds available to priority or unsecured creditors.

9.1.11 Realisation costs

We estimate that the costs of realising the assets will be between $6,000 and $27,000 and
relate to auction fees, valuations, OHS compliance and insurance.
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10 Administrators’ opinion

It is our opinion that each entity in the Group be placed into liquidation

Pursuant to Section 439A(4)(b) of the Act, we are required to provide creditors with a
statement setting out our opinion on whether it is in creditors’ interests for the:

e administration of each entity to end;
e each entity be wound up; and
e each entity execute a DOCA.

Each of these options is considered below. In forming our opinion, it is necessary to consider
an estimate of the dividend creditors might expect and the likely costs under each option.

10.1 Administrations to end

The Group is insolvent and unable to pay its debts as and when they fall due. Accordingly,
returning control of the Group to its Directors would be inappropriate and is not recommended.

10.2 DOCA
LK Group advised on 7 March 2017 that they would not be proceeding with a DOCA proposal.

As no DOCA has been proposed by the LK Group or any other party at this point in time, this
option is not available to creditors.

10.3 Winding up of the Company

In the absence of a DOCA proposal, it is our opinion that each entity in the Group be
placed into liquidation.

A liquidator would be in a position to conduct detailed investigations into the conduct of
directors and the financial affairs of the Group. A liquidator will also be empowered to:

e Complete the sale of assets in an orderly manner.

e Assist employees in applying for FEG for the payment of certain employee entitlements
that cannot otherwise be funded by the Group.
Pursue various potential recoveries under the Act.

¢ Distribute recoveries made in accordance with the priority provisions of the Act.
Report to the ASIC on the results of investigations into the Group’s affairs.

11 Further information and enquiries

The ASIC has released several insolvency information sheets to assist creditors, employees
and shareholders with their understanding of the insolvency process. You can access the
relevant ASIC information sheets at www.asic.gov.au

We will advise creditors in writing of any additional matter that comes to our attention after the
release of this Report, which in our view is material to creditors’ consideration.
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Should you have any enquiries, please contact Peter Mann of this office on 03 9604 5115 or
by email at peter.mann@fh.com.au.

Dated this 7™ day of March 2017

WA

George Georges John Lindholm
Joint and Several Administrators of Australian Careers Institute Pty Ltd and related entities
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Glossary of terms

Abbreviation Description

$ Dollars
$000 Thousands of dollars
ACN Australian Company Number
Act Corporations Act 2001
Administrators George Georges and John Lindholm
AlF Australian Institute of Fitness
All PAAP All present and after-acquired property — no exceptions
ARITA Australian Restructuring, Insolvency & Turnaround Association
ASIC Australian Securities & Investments Commission
ATO Australian Taxation Office
c/$ Cents in the dollar
Code ARITA Code of Professional Practice
cocC Committee of Creditors
DET Commonwealth Department of Education and Training
Robert Hornsey
Directors Vicki Tuchtan
Douglas Wade
DIRR Declaration of Independence, Relevant Relationships and Indemnities, pursuant to
s436DA of the Act and Code.
DOCA Deed of Company Arrangement
ERV Estimated Realisable Value
FEG Fair Entitlements Guarantee
First Meeting First meeting of creditors held on 20 February 2017
FY Financial year
Australian Careers Institute Pty Ltd
Nexus Institute Pty Ltd
24 Hours Fitness Pty Ltd
Group ACN 1_62 266 668 Pty Ltd (formerly Sage Institute of Education Pty Ltd)
Cyberfit Pty Ltd
Cyberlife Pty Ltd
Cyberscene Pty Ltd
The Institute Pty Ltd
PMSI Purchase Money Security Interest
PPSA Personal Property Securities Act 2009 (Cth)
PPSR Personal Property Securities Register
RATA Report as to Affairs
Report This report, prepared pursuant to Section 439A of the Act
RTO Registered Training Organisation
ROT Retention of Title
SBAT School-based Apprenticeships and Traineeships

Second meeting held pursuant to Section 439A of the Act, where creditors determine

SEEEIE LSS the future of the Company.

VET Vocational Education and Training
Victorian DET Victorian Department of Education and Training
YTD Year to date
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A Statutory information

Incorporation

Entity

date

Registered office

Principal place of business

ACI 15/01/2008 Level 13, 2 Southbank Blvd, Southbank Level 19, 120 Spencer Street, Melbourne

Nexus 11/02/2005 Level 13, 2 Southbank Blvd, Southbank Level 19, 120 Spencer Street, Melbourne

24HF 09/10/1997 Level 13, 2 Southbank Blvd, Southbank 233 Glen Huntly Road, Elsternwick

SIE 07/02/2013 Level 13, 2 Southbank Blvd, Southbank 233 Glen Huntly Road, Elsternwick

CF 27/11/1997 240 Hampshire, Sunshine Suite 1, 41 Stamford Road, Oakleigh

CL 24/07/1996 Level 13, 2 Southbank Blvd, Southbank  Suite 1, 41 Stamford Road, Oakleigh

CS 08/07/1996 Level 13, 2 Southbank Blvd, Southbank 233 Glen Huntly Road, Elsternwick

TI 15/01/2008 Level 13, 2 Southbank Blvd, Southbank 233 Glen Huntly Road, Elsternwick
Name Company Office held Date appointed Date ceased

Douglas Wade Director 15 January 2008 -

Vicki Tuchtan ACI Director 15 January 2008 -

Robert Hornsey Director & Secretary 15 January 2008 -

Douglas Wade Director 11 February 2005 -

Vicki Tuchtan Nexus Director 13 March 2007 -

Robert Hornsey Director & Secretary 11 February 2005 -

Douglas Wade Director 9 October 1997 -

Robert Hornsey 24HF Director & Secretary 9 October 1997

Vicki Tuchtan Director 18 February 2014 9 January 2017

Douglas Wade Director 7 February 2013 -

Robert Hornsey SIE Director & Secretary 7 February 2013 -

Vicki Tuchtan Director 7 February 2013 9 January 2017

Douglas Wade CF Director 14 April 1999 -

Robert Hornsey Director & Secretary 14 April 1999 -

Douglas Wade cL Director 11 February 1998 -

Robert Hornsey Director & Secretary 11 February 1998 -

Douglas Wade cs Director 11 February 1998 -

Robert Hornsey Director & Secretary 11 February 1998 -

Douglas Wade Director 15 January 2008 -

Robert Hornsey TI Director & Secretary 15 January 2008 -

Vicki Tuchtan Director 15 January 2008 9 January 2017

B09
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B Security interest holders

ACI

Collateral class Secured Party Group Registration Start Time Registration End Time Registration Change Time
201611150067799 Not Provided All PAAP Scuderia Investments Pty Ltd, Bethdoug Investments Pty Ltd, Vicrob Investments Pty Ltd 15 November 2016 15 November 2041 15 November 2016
201205090061022 Not Provided AIllPAAP, Except  Westpac Banking Corporation 9 May 2012 9 May 2012
201606300031683 Yes Other Goods TL Rentals Pty Ltd 30 June 2016 30 June 2021 30 June 2016
201306110021439 Not Provided AIllPAAP, Except  Westpac Banking Corporation 11 June 2013 11 June 2013
201306110021275 Not Provided All PAAP, Except  Westpac Banking Corporation 11 June 2013 11 June 2013
Nexus

Collateral class Secured Party Group Registration Start Time Registration End Time Registration Change Time
201112202454072 Not Provided All PAAP Westpac Banking Corporation 30 January 2012 1 May 2012
201611150067515 Not Provided All PAAP Vicrob Investments Pty Ltd, Bethdoug Investments Pty Ltd, Scuderia Investments Pty Ltd 15 November 2016 15 November 2041 15 November 2016
201112280020063 Not Provided AllPAAP, Except  Westpac Banking Corporation 30 January 2012 30 January 2012
201402110021559 Yes Motor Vehicle BMW Australia Finance Limited 11 February 2014 11 February 2021 11 February 2014

24 Hour Fitness

Collateral class Secured Party Group Registration Start Time Registration End Time Registration Change Time
201112151175359 Not Provided AllPAAP ATFH Pty Ltd 30 January 2012 18 November 2016
201112202453082 Not Provided All PAAP Westpac Banking Corporation 30 January 2012 8 January 2012
201112280019871 Not Provided All PAAP, Except  Westpac Banking Corporation 30 January 2012 30 January 2012
CF

Collateral class Secured Party Group Registration Start Time Registration End Time Registration Change Time
201112202452590 Not Provided All PAAP Westpac Banking Corporation 30 January 2012 8 January 2012
201112280019837 Not Provided All PAAP, Except  Westpac Banking Corporation 30 January 2012 30 January 2012
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Collateral class

Secured Party

Registration Start Time

Registration End Time

Registration Change Time

201112100517517 Not Provided All PAAP ATFH Pty Ltd 30 January 2012 18 November 2016
201112104670668 Not Provided AllPAAP ATFH Pty Ltd 30 January 2012 18 November 2016
201112230420319 Not Provided AllPAAP Toyota Finance Australia Ltd 30 January 2012 19 June 2014
201112230423300 Not Provided All PAAP Toyota Finance Australia Ltd 30 January 2012 19 June 2014
201112230424456 Not Provided All PAAP Toyota Finance Australia Ltd 30 January 2012 19 June 2014
201112230424867 Not Provided All PAAP Toyota Finance Australia Ltd 30 January 2012 19 June 2014
201112310039090 Not Provided All PAAP Westpac Banking Corporation 30 January 2012 11 January 2012
201112280020028 Not Provided AllPAAP, Except  Westpac Banking Corporation 30 January 2012 30 January 2012
201406050046124 Yes Other Goods Fuji Xerox Australia Pty Ltd, Fuji Xerox Finance Ltd 5 June 2014 5 September 2022 14 September 2015
201612200072135 Yes Other Goods Fuji Xerox Australia Pty Ltd 20 December 2016 14 December 2023 20 December 2016
201605240013347 Yes Motor Vehicle Toyota Finance Australia Ltd 24 May 2016 24 May 2023 24 May 2016
201405010074512 Yes Other Goods College Capital Pty Ltd 1 May 2014 1 May 2021 16 January 2017
201404090055805 Yes Motor Vehicle Westpac Banking Corporation 9 April 2014 9 April 2021 9 April 2014
201505260058562 Yes Motor Vehicle BOQ Equipment Finance Limited 26 May 2015 26 May 2020 26 May 2015
201512110065264 Yes Motor Vehicle BOQ Equipment Finance Limited 11 December 2015 11 December 2020 11 December 2015
201512110065272 Yes Motor Vehicle BOQ Equipment Finance Limited 11 December 2015 11 December 2020 11 December 2015
201512110065286 Yes Motor Vehicle BOQ Equipment Finance Limited 11 December 2015 11 December 2020 11 December 2015
201407170014080 Yes Other Goods Flexirent Capital Pty Ltd 17 July 2014 17 July 2021 21 October 2014
201408270066943 Yes Other Goods Flexirent Capital Pty Ltd 27 August 2014 27 August 2021 21 October 2014
201412040039004 No Other Goods BOQ Equipment Finance Limited 4 December 2014 4 November 2018 4 December 2014
201503190024137 Yes Other Goods BOQ Equipment Finance Limited 19 March 2015 19 February 2019 19 March 2015
201506030027309 Yes Other Goods BOQ Equipment Finance Limited 3 June 2015 3 May 2019 3 June 2015
201511270084547 Yes Other Goods BOQ Equipment Finance Limited 27 November 2015 27 November 2022 27 November 2015
201512140021388 Yes Other Goods BOQ Equipment Finance Limited 14 December 2015 14 November 2020 14 December 2015
201512140021390 Yes Other Goods BOQ Equipment Finance Limited 14 December 2015 14 November 2020 14 December 2015
201512140021405 Yes Other Goods BOQ Equipment Finance Limited 14 December 2015 14 November 2020 14 December 2015
201605170031990 Yes Other Goods BOQ Equipment Finance Limited 17 May 2016 17 April 2020 17 May 2016
201511100058168 Yes Other Goods College Capital Pty Ltd 10 November 2015 10 November 2022 16 January 2017
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Annexure

C Profit and loss statement

Ferrier
Hodgson

Nexus 24 HF
FY 15 FY 16 YTD 17 FY 15 FY 16 YTD 17 FY 15 FY 16 YTD 17 FY 15 FY 16 YTD 17
Revenue 29,464 42,986 14,802 7,697 7,486 815 1,103 1,437 620 1,303 1,483 (26)
Less: Cost of sales 6) ) 1) (5) 4) 0) - - - - - - 9) 6) -
Gross profit 29,458 42,984 14,802 7,692 7,481 815 1,103 1,437 620 1,303 1,483 0 778 577 (26)
Expenses
Wages and salaries (11,679) (16,997) (5,146) (794) (1,497) (456) - - - (514) (486) - (613) (556) -
Occupancy (347) (622) (1,546) - - (220) (1,109) (1,457) (627) (193) (220) (184) (133) (96) (5)
Sales and marketing (12,427) (15,247) (4,930) (1,705) (708) (49) - - - (65) (66) (0) ) ) (0)
Other expenses (4,247) (6,709) (1,396) (5,047) (4,954) (434) - - - (1,514) (630) (2,795) 472) (955) (24)
Total expenses (28,700) (39,576) (13,018) (7,546) (7,160) (1,158) (1,109) (1,457) (627) (2,286) (1,402) (2,980) (1,219) (1,609) (29)
EBIT 757 3,408 1,784 146 322 (343) (6) (21) 7) (983) 81 (2,980) (442) (1,032) (55)
Tax expense (210) (413) - (41) (283) 1) 3 17 - - 2 - 2 1) -
Other income/expenses (2,051) (145) - 412 (328) - - 4 (12) 41 0 (55) (293) 233
Net profit/(loss) 548 945 1,639 105 450 (672) 3 4) 2 (995) 120 (2,980) (499) (1,326) 178
CS SIE Tl Total
$000 FY 15 FY 16 YTD 17 FY 15 FY 16 YTD 17 FY 15 FY 16 YTD 17 FY 15 FY 16 YTD 17
Revenue - - - 3,544 1,187 12,038 9,115 1,214 52,391 66,633 18,612
Less: Cost of sales - - - - - - - - (20) 12) ),
Gross profit - - - 3,544 1,187 12,038 9,115 1,214 52,371 66,621 18,611
Expenses
Wages and salaries - - - - - (12,176) (8,903) (1,214) (25,776) (28,440) (6,816)
Occupancy - - - (2,687) (1,145) - - - (1,782) (5,082) (3,727)
Sales and marketing - - - - - - - - (14,199) (16,023) (4,979)
Other expenses 0) ) 3 - (60) - (143) (16) (20) (11,424) (13,325) (4,671)
Total expenses 0) (&) 3) (2,746) (1,145) (12,320) (8,920) (1,234) (53,181) (62,870) (20,193)
EBIT 0) (2 3 - 798 42 (282) 195 (21) (809) 3,750 (1,582)
Tax expense - - - (883) - - (389) - (250) (1,955) ),
Other income/expenses - - - 309 - - (722) 0 67) (2,304) (235),
Net profit/(loss) (0) ) 3) = 223 42 (282) (915) (21) (1,126) (509) (1,819)
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Annexure

D Balance sheets

Ferrier
Hodgson

Balance sheet ACI Nexus 24HF CL
$'000 FY16 Now-16 FY16 Nov-16 FY15 FY16 Nowv-16 Nov-16 FY16 Nov-16
Current assets
Cash 3,050 4,354 4,153 40 21 16 (157) (122) (282) 9) 2 24 0 (44) 0
Receivables 32,009 30,160 36,339 11,532 11,298 6,898 12 20 158 (3,678)  (4,196)  (7,036) (678)  (1,195) (1,181)
Other current assets 301 549 340 49 26 872 101 46 46 - - - 38 22 22
Total current assets 35,360 35,063 40,833 11,621 11,344 7,786 (44) (57) (79) (3,688)  (4,194) (7,011) (640) (1,217)  (1,159)
Non- current Assets
Property, plant and equipment 563 559 521 635 248 216 - - - 1,757 2,254 2,316 855 692 600
Other non-current assets 179 349  (3,100) 291 313 (2,323) - - - - - - - - -
Intangible assets - - - 530 530 - - - - - - 81 113 113
Total non-current assets 741 908  (2,579) 1,456 1,092 (2,107) - - - 1,757 2,254 2,316 936 805 713
Total assets 36,102 35,971 38,254 13,077 12,436 5,679 (44) (57) (79) (1,931) (1,939) (4,696) 296 (412) (446)
Current liabilities
Trade and other payables 3,814 9,448 11,929 4,740 4,094 316 63 54 33 62 68 340 128 173 61
Borrowings 16 7 - 1,506 880 - - - - - - - - - -
Other current liabilities - - - - - 1,474 - - 7 (933)  (1,021) (807) 146 255 259
Deferred revenue 13,901 7,278 9,101 - - - - - - - - - - - -
Current tax liabilities 123 - - 84 221 - 6 5 - 118 227 32 64 83 110
Provisions - 399 - 115 241 - - - - - - - - - -
Total current liabilities 17,854 17,132 21,030 6,445 5,436 1,790 69 60 40 (753) (727) (435) 338 511 431
Non-current liabilities
Borrowings 7 - - 2 2 - - - - - - - (65) 7 7
Deferred tax liabilities 2 23 - - - - - - - - - - - - -
Other non-current liabilities - - 1 - - - - - - 33 (69) 117) 381 754 622
Provisions - 132 - 29 37 - - - - - - - - - -
Total non current liabilities 9 155 1 31 39 - - - - 33 (69) (117) 315 761 629
Total liabilities 17,863 17,287 21,031 6,476 5,475 1,790 69 60 40 (720) (796) (553) 653 1,272 1,060
Net assets / (liabilities) 18,239 18,684 17,223 6,601 6,961 3,889 (113) (117) (119) (1,211) (1,144) (4,143) (358) (1,684) (1,506)
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Ferrier

Hodgson

Balance sheet CsS SIE Tl Total
$'000 FY15 FY16 Now-16 FY15 FY16 Now16 FY16 Now-16 FY15 FY16
Current assets

Cash (10) 6 (16) 0 0 0 1 1 0 2,915 4,218 3,896

Receivables 2 - 18 - 1,980 2,045 517  (1,846)  (1,981) 39,715 36,221 35,260

Other current assets - - - - 705 705 464 853 853 953 2,201 2,839
Total current assets (8) 6 2 0 2,685 2,750 982 (992) (1,127) 43,583 42,640 41,995
Non- current Assets

Property, plant and equipment - - - - 212 178 - - - 3,809 3,966 3,831

Other non-current assets - - - - - - - - - 469 662  (5,423)

Intangible assets - - - - - - - - - 611 643 113
Total non-current assets - - - - 212 178 - - - 4,889 5,272 (1,479)
Total assets 8) 6 2 0 2,898 2,928 982 (992)  (1,127) 48,473 47,911 40,516
Current liabilities

Trade and other payables 20 38 38 - 23 23 79 24 75 8,907 13,923 12,816

Borrowings - - - - - - 1,522 887 E

Other current liabilities - - - - 2,651 2,639 1,785 781 616 998 2,666 4,188

Deferred revenue - - - - - - 13,901 7,278 9,101

Current tax liabilities 0 ?3) ?3) - - - 394 534 140

Provisions - - - - - - 115 640 -
Total current liabilities 20 36 35 - 2,674 2,663 1,864 806 691 25,837 25,928 26,245
Non-current liabilities

Borrowings - - - - - - - - - (56) 9 7

Deferred tax liabilities - - - - - - - - - 2 23 -

Other non-current liabilities - - - - - - - - - 414 685 506

Provisions - - - - - - - - - 29 170 -
Total non current liabilities - - - - - - - - - 388 886 512
Total liabilities 20 36 35 - 2,674 2,663 1,864 806 691 26,224 26,814 26,757
Net assets / (liabilities) (28) (30) (33) 0 223 266 (882) (1,798) (1,818) 22,248 21,097 13,759
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E Asset and liability statements

Ferrier
Hodgson

Asset and liability statement Nexus
$'000 Low
Circulating assets
Cash 333 - - 1 - - 1 - - 0 - - 1 - -
Debtors 7,717 CS CSs 3,148 Cs CSs - - - - - - - - -
Directors loans 17 - - 154 - - - - - - - - 2,026 - -
Intercompany loans 1 - - 996 - - 127 - - - - - 2,061 -
Total circulating assets 8,068 cs Ccs 4,299 Ccs cs - - - - - - 4,088 - -
Less: employee claims (1,044) (1,044) (1,044) (83) (83) (83) - - - - - - (794) (794) (794)
Balance of circulating assets 7,024 Ccs Cs 4,216 Ccs Ccs - - - - - - 3,294 (794) (794)
Non-circulating assets
Plantand equipment 516 - 39 211 - - - - - 171 - - - - -
Motor vehicles 60 - 21 - - - - - - - - - - - -
Total non-circulating assets 576 - 61 211 - - - - - - - - - - -
Less: Secured creditors (3550)  (3,550) (3,550) (3,070) (3,070) (3,070) (173) (173) (173) - - - - - -
Net assets available for unsecured creditors 4,050 nil nil 1,146 nil nil nil nil nil nil nil nil 3,294 nil (794)
Less: Unsecured creditors (8,488)  (8,926) (8,926) (804) (971) (971) (372) (405) (405) (1,164) (1,234) (1,234) (379) (496) (496)
Less: Contingent liabilities - - - - - - - - - - - - - -
Total creditors (8:488)  (8,926) (8,926) (804) 971) 971) (372) (405) (405) (1,164) (1,234) (1,234) (379) (496) (496)
Estimated surplus / deficiency (4,438)  (8,926) (8,926) 342 (971) (971) (372) (405) (405) (1,164) (1,234) (1,234) 2,915 (496) (1,290)

CS = Commercially sensitive
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Asset and liability statement CL CS TI Total
$'000 BV Low High BV Low High BV Low High BV Low High
Circulating assets
Cash 13 - - - - - 1 - - 350 - -
Debtors - - - - - - - - - 10,865 Cs Cs
Directors loans 497 - - - - - - - 2,694 - -
Intercompany loans 1,231 - - 42 - - 265 - - 4,723 - -
Total circulating assets 1,741 - - 42 - - 266 - - 18,633 CSs CsS
Less: employee claims - - - - - - (166) (166) (166) (2,086) (2,086) (2,086)
Balance of circulating assets 1,741 - - 42 - - 100 (166) (166) 16,546 CSs CS
Non-circulating assets
Plant and equipment - - - - - - - - - 898 - 39
Motor vehicles - - 4 - - - - - - 60 - 25
Total non-circulating assets - - 4 - - - - - 958 - 65
Less: Secured creditors - - - - - - - - - (6,793) (6,793) (6,793)
Net assets available for unsecured creditors 1,741 nil 4 42 nil nil 100 nil nil 10,712 nil nil
Less: Unsecured creditors (367) (2,099) (2,099) (56) (63) (63) (427) (332) (332) (12,057) (14,526) (14,526)
Less: Contingent liabilities - - - - - - - - - - - -
Total creditors (367) (2,099) (2,099) (56) (63) (63) (427) (332) (332) (12,057) (14,526) (14,526)
Estimated surplus / deficiency 1374 (2,099) (2,095) (14) (63) (63) (327) (332) (332) (12,057) (14,526) (14,526)

CS = Commercially sensitive
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Annexure Hodgson
F Intercompany loans
1. Intercompany loans between entities in the Group
Amounts payable to
$'000 ACI Nexus  24HF SIE (o] = CcL CcS T Total
ACI (920) (1,627) 1,791 (3,820) (3,623) 365 (4,021) (11,854)
Nexus 920 874 (96) 6,026 (7,921) 555 1,545 1,903
24HF 1,627 (874) (516) (469) 723 - (94) 397
SIE (1,791) 96 516 (628) 10 - (40)  (1,837)
CF 3,820 (6,026) 469 628 5,718 (168) 528 4,969
CL 3,623 7,921 (723) (10) (5,718) (792) (138) 4,163
CS (365) (555) - - 168 792 - 39
Tl 4,021 (1,545) 94 40 (528) 138 - 2,220
Total 11,854 (1,903) (397) 1,837 (4,969) (4,163) (39) (2,220) -
2. Intercompany loans receivable from entities outside the administrations

Intercompany loans receivable entities outside the administrations (debtors)

ACI Nexus  24HF SIE CF CL CS TI Total
Australian Institute - 560 - - - - - - 560
Bemadu - - - - 146 46 18 - 210
Cybercity - - 36 - - 112 1 - 149
Cybergo - - - - 127 33 15 - 175
Cyberhill - - - - 109 716 6 - 832
Cyberrich - - 19 - - 246 - 267
Cybertown 1 - 72 - 1,530 - - - 1,603
SIAC - 183 - - 90 6 - - 278
SICC - 253 - - 58 73 - 265 649
Institute Holdings - - - - - - - - -
Total 1 996 127 - 2,061 1,231 42 265 4,723
3. Intercompany loans payable to entities outside the administrations

Intercompany loans payable to entities outside the administrations (creditors)

Al B CC CG CH CR CT SIAC SICC
ACI 29 - - - - - - 300 310 - 640
Nexus - 0 - - - - 144 - - - 144
24HF - 8 - 9 15 - - - - - 32
SIE - - - - - - - - - - -
CF - - 89 - - 32 - - - - 121
CL - - - - - - 1,729 - - - 1,729
CS - - - - - - 0 - - - 0
Tl - - - - - - 0 1 - 3 4
Total 29 9 89 9 15 32 1,874 301 310 3 2,672
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G Receipts and payments

Receipts and payments for the period 8 February 2017 to 28 February 2017

$'000 ACl | Nexus | 24HF
Receipts
Trading and debtor receipts (unallocated) 129 19 - 56 - - 5 4 213
Advances from ACI 5 28 - 30 - 3 15 82
Non-recourse loan - LK Group 350 - - - - - - - 350
Interest received 0 0 - 0 - - 0 0 0
Total receipts 479 25 28 56 30 - 8 19 645
Payments -
Internet and IT services 9) - - - - - - - 9)
Leased equipment hire - - - - - - 1) - 1)
Removal costs (24) - - - - - - - (24)
Rent and rates (29) - (28) - - - - - (57)
Wages and salaries (201) (6) - - (35) - 3 (26) (261)
PAYG withheld/(paid) 25 0 - - 5 - 0 1 32
Payments on behalf of related entities: - - - - - - - - -
24HF (28) - - - - - - - (28)
CF (30) - - - - - - - (30)
CL ®) - - - - - - - ©)
Nexus (5) - - - - - - - (5)
Tl (15) - - - - - - - (15)
Total payments (319) 5) (28) - (30) - 3) (15) (401)
Net receipts/(payments) 160 19 - 56 - - 4 4 244
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Form 532
Appointment of Proxy

Corporations Act 2001
Regulation 5.6.29

The Institute Pty Ltd (Administrators Appointed) (the Company)
ACN 129 227 872
Instructions:

Please complete Sections A, B, C and D and submit in accordance with the Section E. See
back page for instructions on completion.

A. Name and Contact Details of Person or Entity Entitled to Attend Meeting

1

(if entitled in a personal capacity, given name and surname; if a corporate entity, full name of company, etc)

2 of
(address)

3 Tel: 4 Fax:

B. Appointment of Person to Act as Proxy

Note:  You may nominate ‘the Chairperson of the meeting” as your proxy (or your alternate proxy in the event that the first-named
proxy is not in attendance).

1+ /*We, as named in Section A above, a *creditor / *contributory / *debenture holder /
*member of the Company / *eligible employee creditor, appoint

2

(name of person appointed as proxy)

3 4orin his / her absence
(address of person appointed as proxy)

5

(name of person appointed as alternate proxy)

6 7as *my / *our proxy
(address of person appointed as alternate proxy)

to vote at the second concurrent meeting of creditors and eligible employee creditors to be
held on 16 March 2017 at the offices of Ferrier Hodgson, Level 43, 600 Bourke Street,
Melbourne Victoria 3000 at 3.00pm, or at any adjournment of that meeting in accordance
with the instructions in Section C below.
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C. Voting Instructions

1*My / *Our proxy, as named in Section B above, is entitled to act as *my / *our :

O general proxy, to vote on *my / *our behalf generally, as *he / *she determines,
subject to any specific instructions below, if applicable.

and / or

[

3 special proxy, to vote on *my / *our behalf specifically, in accordance with the
foIIowing special instructions: (for each resolution for which you wish to give specific voting instructions,

please tick one option only)

Resolution

1.

That the Company be wound up

For Against

a

a

Abstain
O

2.

That the administration should end

a

a

O

3.

That a Committee of Inspection be appointed, the
members of which are to be determined by the
meeting

That, pursuant to section 477(2A) of the
Corporations Act 2001, the Liquidators are
authorised to compromise any debt owed to the
Company

That, pursuant to Section 477(2B) of the

Corporations Act 2001, creditors be authorised to

enter into any agreement on behalf of the Company

where:

a) the term of the agreement may end; or

b) obligations of a party to the agreement may,
according to the terms of the agreement, be
discharged by performance;

more than three months after the agreement is

entered into.

That, subject to obtaining the approval of the
Australian Securities & Investments Commission
(ASIC) pursuant to Section 524(4) of the
Corporations Act 2001, the books and records of the
Company and its Liquidators be disposed of by the
Liguidators 12 months after the dissolution of the
Company or earlier at the discretion of ASIC.

That the remuneration of the Administrators, as set
out in the Remuneration Approval Request Report

dated 7 March 2017, for the period from 8 February
2017 to 28 February 2017 be fixed in the amount of
$17,635 plus any applicable GST, and may be paid.
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Resolution For Against  Abstain

8. That the remuneration of the Administrators, as set
out in the Remuneration Approval Request Report
dated 7 March 2017, for the period from 1 March
2017 to 16 March 2017 be fixed up to a maximum
amount of $6,000, plus any applicable GST, but O O O
subject to upward revision by resolution of creditors,
and that the Administrators be authorised to make
periodic payments on account of such accruing
remuneration as incurred.

9. That the remuneration of the Liquidators, as set out
in the Remuneration Approval Request Report dated
7 March 2017 for the period from 16 March 2017 to
completion be fixed up to a maximum amount of
$10,000, plus any applicable GST, but subject to
upward revision by resolution of creditors, or the
Committee of Inspection should one be appointed,
and that the Liquidators be authorised to make
periodic payments on account of such accruing
remuneration as incurred.

D. Signature

! Dated:

2 Signature:

3 Name / Capacity:

Certificate of Witness (to be completed only in special circumstances — see below)

This certificate is only to be completed only if the person giving the proxy is blind or incapable of writing. The certificate of
the creditor, contributory, debenture holder or member must not be witnessed by the person nominated as proxy.

(name of witness)

of

(address of witness)

certify that the above instrument appointing a proxy was completed by me in the presence of and at the request of the person
appointing the proxy and read to him/her before he/she signed or marked the instrument.

Dated:

Signature:
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E. Submitting the Proxy

For a person to be eligible to attend and vote at the meeting on your behalf, this form is to be
completed and submitted by no later than 4.00pm on the 15 March 2017 to:

The Institute Pty Ltd (Administrators Appointed)

c/- Ferrier Hodgson

PO Box 290, Collins Street West, MELBOURNE VIC 8007
Tel: 03 9600 4922

Fax: 03 9642 5887

Email: melbourne@fh.com.au

Note: In accordance with Regulation 5.6.36A of the Corporations Regulations 2001, if a proxy is submitted by facsimile, the
original document must be lodged within 72 hours after lodging the faxed copy.
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Creditor Assistance Sheet: Completing a Proxy Form

Section A — Name and Contact Details of Person or Entity Entitled to Attend Meeting

Insert the full name of the employee, individual, sole trader, partnership or company that the debt is owed to.
Insert the address of the employee, individual, sole trader, partnership or company that the debt is owed to.

Insert the telephone number of the employee, individual, sole trader, partnership or company that the debt is
owed to.

Insert the fax number of the employee, individual, sole trader, partnership or company that the debt is owed to.

Section B — Appointment of Person to Act as Proxy

1.

Cross out any wording that is not applicable. For example, if the employee/individual/sole

trader/partnership/company is a creditor, cross out “eligible employee creditor’, *“contributory’, “*debenture
holder’ and *member’.

Insert the name of the person who will be exercising the creditor’s vote at the meeting. If someone is attending
the meeting in person, that person’s name should be inserted. Alternatively, if someone is unable to attend, but
you still want to cast a vote at the meeting, then you can appoint the Chairperson of the meeting to vote on your
behalf by inserting the words ‘the Chairperson’ here.

Insert the address of the person nominated at (2) that will be attending the meeting as proxy. If you have elected
‘the Chairperson’ because no one is attending in person, leave this row blank.

Cross out any wording that is not applicable.

If the person you have elected to attend is unavailable on the day, you may nominate a second person to attend
in their absence. Alternatively, you can appoint the Chairperson of the meeting to vote on your behalf by inserting
‘the Chairperson’.

Insert the address of the second person here. If you have elected ‘the Chairperson’, leave this row blank.
Cross out any wording that is not applicable.

Section C — Voting Instructions

Cross out any wording that is not applicable.

Insert an X’ in this box if you want the person who is attending the meeting to vote as they see fit on each of
the resolutions in the ‘Resolution’ table. If you select this option, proceed to Section D, unless you wish to
vote specifically on certain resolutions, in which case you also insert an ‘X’ in the special proxy box and select
‘For’, ‘Against’ or ‘Abstain’ on the resolutions. The person voting at the meeting will have discretion to vote as
they see fit on any resolutions where you have not selected ‘For’, ‘Against’ or ‘Abstain’.

Insert an X’ in this box if you want the person who is attending the meeting, to vote exactly in accordance with
your instructions. If you select this option, you must select ‘For’, ‘Against’ or ‘Abstain’ for each of the
resolutions in the ‘Resolution’ table. Do not tick more than one box for each resolution.

Section D - Signature Instructions

1.
2.

3.

B9

Insert the date that the proxy form is being signed.

The form should be signed by one of the following persons:

e |If the debt is owed to an employee/individual, then the individual that the debt is owed to; or
e |f the debt is owed to a sole trader, then the sole trader that the debt is owed to; or

o If the debt is owed to a partnership, then one of the partners of the partnership; or

¢ If the debt is owed to a company, then a duly authorised office of the company (normally a director or
secretary of the company).

Insert the name of the person signing the form, and note their capacity (that is, their role):
¢ If the debt is owed to a sole trader, note their capacity as proprietor, eg: “[Full name], proprietor”; or

o If the debt is owed to a partnership, note their capacity as partner, eg: “[Full name], partner of the firm named
in Section A above”; or

¢ If the debt is owed to a company, note their capacity as director or secretary, eg: “[Full name],
director/secretary of the company named in Section A above”]



Form 535
Informal Proof of Debt or Claim (General Form)

Corporations Act 2001
Regulation 5.6.49(2)

The Institute Pty Ltd (Administrators Appointed)
ACN 129 227 872 (the Company)

Instructions:

Please complete Sections A, B and C and submit to:

The Institute Pty Ltd (Administrators Appointed)

c/- Ferrier Hodgson

PO Box 290, Collins Street West, MELBOURNE VIC 8007

Tel: 039600 4922 Fax: 03 9642 5887
Email: melbourne@fh.com.au

* Strike out if inapplicable.

A. Name and Contact Details of Creditor

(the Creditor)

(if in a personal capacity, given name and surname; if a corporate entity, full name of company, etc)

of

(address)

Tel: Fax:

Email:

L] Tick this box to elect to receive electronic notification of notices or documents, in
accordance with Section 600G of the Corporations Act 2001, at the email address or fax
number specified above.

B. Details of Debt or Claim
To the Administrators of the Company

1. Thisis to state that the Company was, on 10 February 2017, and still is justly and truly
indebted to the Creditor for

dollars

(amount in words)

and cents (inclusive of GST, if applicable).
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Particulars of the debt are:

Date Consideration?’ Net ($) GST (%) Total (%) Remarks?

1. Under "Consideration" state how the debt arose, for example "goods sold and delivered to the company

between the dates of ..................... , "moneys advanced in respect of the Bill of Exchange".
2. Under "Remarks" include details of vouchers substantiating payment.

To my knowledge or belief the Creditor has not, nor has any person by the Creditor's
order, had or received any satisfaction or security for the sum or any part of it,
*except for:

(insert particulars of all securities held. If the securities are on the property of the company,
assess the value of those securities. If any bills or other negotiable securities are held, indicate
‘refer attached” above and show them in a schedule in the following form:)

Date Drawer Acceptor Amount ($) Due Date

*| am employed by the Creditor / *I am the Creditor's agent
*and authorised in writing by the Creditor to make this statement.

| know that the debt was incurred for the consideration stated and that the debt, to the
best of my knowledge and belief, remains unpaid and unsatisfied.

C. Signature

Dated:

Signature:

Name / Capacity *:

#

B9

If the Creditor is an individual, insert full name
If the Creditor is a sole trader, insert in accordance with the following example: “full name, proprietor”

If the Creditor is a partnership, insert in accordance with the following example: “full name, partner of the firm named in
Section A above”

If the Creditor is a company, insert in accordance with the following example: “full name, director / secretary /
director/secretary of the company named in Section A above” or under the hand of some officer duly authorised in that
capacity, and the fact that the officer is so authorised must be stated in accordance with the following example: “full name,
for the company named in Section A above (duly authorised under the seal of the company)”.

Where this form is completed by, for example, a solicitor or accountant of the Creditor, sign this form as the Creditor's
authorised agent; where this form is completed by an authorised employee of the Creditor, indicate occupation (eg: credit
manager, etc).



Ferrier
Hodgson

Corporations Act 2001
Section 449E

The Institute Pty Ltd (Administrators Appointed)
ACN 123 227 872 (the Company)

Remuneration Approval Request Report

1 Declaration

We, George Georges and John Lindholm of Ferrier Hodgson, have undertaken a proper
assessment of this remuneration claim for our appointment as Administrators of the
Company in accordance with the Corporations Act 2001 (Cth) (the Act), the Australian
Restructuring Insolvency & Turnaround Association (ARITA) Code of Professional Practice
(the Code) and applicable professional standards.

We are satisfied that the remuneration claimed is in respect of necessary work, properly
performed, or to be properly performed, in the conduct of the administration.

2 Executive summary
2.1 Summary of remuneration approval sought for the Company.

To date, no remuneration has been approved and paid in the administration of the
Company. This remuneration report details approval sought for the following fees:

et Report Amount (ex GST)

reference $

Current remuneration approval sought:

Voluntary Administration

Resolution 1: 2.3

10 February 2017 to 28 February 2017 $17,635
Resolution 2: 2.4

1 March 2017 to 16 March 2017 $6,000
Total — voluntary administration* $23,635
Liguidation

Resolution 3: 2.5

16 March 2017 to finalisation $10,000
Total - liquidation* $10,000

* Approval for the future remuneration sought is based on an estimate of the work necessary to the
completion of the administration. Should additional work be necessary beyond what is
contemplated, further approval may be sought from creditors.
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Please refer to Part 3 for full details of the calculation and composition of the remuneration
approval sought.

2.2 Comparison to estimate of costs provided in Initial Advice to Creditors

The remuneration approval sought by the eight group entities differs to the estimate of costs
provided in the initial advice to creditors on remuneration dated 10 February 2017 for the
following reasons:

e There has been significantly more work undertaken dealing with the secured parties of
the Group. This work includes arranging funding and liaising with legal representation.

¢ The Administrators have continued to employ a significant number of employees for a
period greater than anticipated. This has resulted in additional time costs for employee
related tasks.

e The initial advice received from the Directors was that the Group comprised of seven
entities. On 10 February 2017, the Administrators were subsequently appointed over The
Institute Pty Ltd as this was an employing entity.

e There has been significantly more work in dealing with the potential Deed of Company
Arrangement proponent than anticipated, this has involved arranging and attending
meetings with ASQA, the Victorian State Department of Education, the Federal
Department of Education and Training, ACPET and discussing with them the process,
whilst they undertook their due diligence.

e We have had significantly more issues with landlords than anticipated and had to oversee
the head office move from 120 Spencer Street, Melbourne.

o After initially expecting to call an earlier meeting to propose a DOCA, the LK Group
sought more time to complete their due diligence.

¢ Our initial estimate to creditors indicated that total fees would be approx. $500,000 plus
GST and disbursements in order to conduct the Voluntary Administration of all eight
entities related to Australian Careers Institute Pty Ltd and then proceeding with a DOCA.
We currently estimate that our remuneration for the Voluntary Administration and
Liquidation for all eight entities to be $981,661 of which $33,635 is being incurred by The
Institute Pty Ltd



Remuneration Approval Request Report

Ferrier 7 March 2017
Hodgson Page 3

Description of work completed / to be completed

2.3 Resolution 1

Company: The Institute Pty Ltd (Administrators Appointed)
Administration Type: Voluntary Administration

Practitioners: George Georges and John Lindholm of Ferrier Hodgson
Period: 10 February 2017 to 28 February 2017

Task area General description Includes

¢ Liaising with valuers and interested parties
¢ Reviewing asset listings

Assets Plant and equipment e ldentifying location and status of various
assets
1.1 hours e Securing assets
$286 Assets subject to specific ¢ All tasks associated with realising a
(excl GST) charges charged asset
¢ Identifying intellectual property held by the

Other assets

Company
. ¢ Receiving and following up creditor
Creditors enquiries via telephone and email
11.5 hours Creditor enquiries ¢ Maintaining creditor enquiry register
fi53 602 e Reviewing and preparing correspondence
(ex cI' GST) to creditors and their representatives via

facsimile, email and post

e Reviewing security agreements

¢ Liaising with the secured creditor
regarding its security interest

¢ Discussing options available to the
secured creditor

e Responding to secured creditor queries

e Preparing initial notice to creditors

e Preparing section 439A report,
investigation, meeting and general reports
to creditors

e Liaising with the LK Group regarding its
DOCA proposal

¢ Internal meetings discussing DOCA
proposal

¢ Meeting with key stakeholders in relation
to the DOCA proposal

¢ Receipting and filing proofs of debt when
not related to a dividend

e Corresponding with Office of State
Revenue (OSR) and Australian Taxation

Secured Creditor

Creditor reports

Dealing with proofs of debt
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Includes

Office (ATO) regarding proofs of debt
when not related to a dividend

Meeting of creditors

e Preparing meeting notices, proxies and
advertisements

e Forwarding notice of meeting to all known
creditors

e Preparing meeting file, including agenda,
certificate of postage, attendance register,
list of creditors, reports to creditors,
advertisement of meeting and draft
minutes of meeting.

e Preparing and lodging minutes of
meetings with ASIC

¢ Responding to stakeholder queries and
guestions immediately following meeting

Employees

2470 hours  EMmployee enquiries
$7,718.50
(excl GST)

e Receiving and following up employee
enquiries via telephone

¢ Maintaining employee enquiry register

¢ Reviewing and preparing correspondence
to employees and their representatives via
facsimile, email post and social media

e Preparing letters to employees advising of
their entitlements and options available

¢ Attending meetings with employees to
provide updates on the administration

¢ Liaising with management regarding
ongoing staffing requirements

¢ Reviewing staffing requirements and
attending to staff restructure

¢ Reviewing and confirming employing entity
status

Calculation of entitlements

e Calculating employee entitlements

¢ Reviewing employee files and the
Company’s books and records
Reconciling superannuation accounts
Reviewing awards

¢ Liaising with solicitors regarding
entitlements

Workers compensation claims

¢ Reviewing insurance policies
¢ Liaising with broker regarding work cover
claims on foot

Other employee issues

e Correspondence with Child Support
e Correspondence with Centrelink
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Task area General description Includes

Liaising with management and staff

Attendance on site

Authorising purchase orders

Maintaining purchase order registry

Preparing and authorising receipt

vouchers

e Preparing and authorising payment
vouchers

e Liaising with superannuation funds

regarding contributions, termination of

Trade on employees’ employment
¢ Liaising with OSR regarding payroll tax
2.70 hours Trade-on management issues
$838 e Liaising with State and Federal
(excl GST) Departments of Employment regarding
ongoing registrations and funding
agreements

¢ Relocating the operations of the business
to a more cost effective premises

e Overseeing the operations of the
Company

e Putting in place new control procedures

¢ Dealing with day to day trading issues
including student, employee and
operational issues

¢ Entering receipts and payments into
accounting system
¢ Making payment on payment vouchers

Processing receipts and
payments

e Reviewing the Company’s budgets and
financial statements

. . . . e Preparing budgets
Selef=HIg) el TR (SFeile e Preparing weekly financial reports
¢ Finalising trading profit or loss
e Meetings to discuss trading position
Administration  Correspondence * General correspondence with interested
parties
19.5 hours e Filing documents

Document maintenance / file . }
$5,190.50 review / checklist e Filing reviews

(excl GST) e Updating checklists

¢ Identifying potential issues requiring
attention of insurance specialists

e Correspondence with insurer regarding
initial and ongoing insurance requirements

e Reviewing insurance policies

e Correspondence with previous brokers

Insurance
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Includes

Preparing correspondence opening and
closing accounts

Requesting bank statements
Completing bank account reconciliations
Correspondence with bank regarding
specific transfers

ASIC Form 524 and other forms

Preparing and lodging ASIC forms
including 505, 524, 911, etc
Correspondence with ASIC regarding
statutory forms

ATO and other statutory
reporting

Notifying of appointment
Completing group certificates

Planning / review

Discussions regarding status / strategy of
administration

Books and records / storage

Sending files to storage
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2.4 Resolution 2

Company: The Institute Pty. Ltd (Administrators Appointed)
Administration Type: Voluntary Administration
Practitioners: George Georges and John Lindholm of Ferrier Hodgson
Period: 1 March 2017 to 16 March 2017
Task area General description Includes
Assets
e Liaising with valuers and interested
3 hours Plant and equipment parties
$550 e Reviewing asset listings
(excl. GST)

¢ Receiving and following up creditor

Creditors - X X
enquiries via telephone and email
5 hours Creditor enquiries e Maintaining creditor enquiry register
$1,200 ¢ Reviewing and preparing correspondence
(excl GST) to creditors and their representatives via

facsimile, email and post

¢ Liaising with the secured creditor
regarding its security interest
Secured Creditor ¢ Discussing options available to the
secured creditor
e Responding to secured creditor queries

e Preparing section 439A report,
investigation, meeting and general
reports to creditors

Creditor reports e Liaising with the LK Group regarding its
DOCA proposal

e Internal meetings discussing DOCA

proposal

e Receipting and filing proofs of debt when
not related to a dividend
Dealing with proofs of debt e Corresponding with OSR and ATO
regarding proofs of debt when not related
to a dividend
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Task area General description Includes

e Preparing meeting notices, proxies and
advertisements

e Forwarding notice of meeting to all known
creditors

¢ Preparing meeting file, including agenda,
certificate of postage, attendance

Meeting of creditors register, list of creditors, reports to

creditors, advertisement of meeting and
draft minutes of meeting.

e Preparing and lodging minutes of
meetings with ASIC

¢ Responding to stakeholder queries and
guestions immediately following meeting

e Receiving and following up employee
enquiries via telephone
¢ Maintaining employee enquiry register
¢ Reviewing and preparing correspondence
to employees and their representatives
via facsimile, email post and social media
e Preparing letters to employees advising
Employees of their entitlements and options available
¢ Receiving and preparing correspondence
8 hours in response to employees’ objections to
$2,100 leave entitlements
(excl GST) o Attending meetings with employees to
provide updates on the administration
e Liaising with management regarding
ongoing staffing requirements
¢ Reviewing staffing requirements and
attending to staff restructure
¢ Reviewing and confirming employing
entity status

Employee enquiries

e Calculating employee entitlements
¢ Reviewing employee files and the
Calculation of entitlements Company’s books and records
e Liaising with solicitors regarding
entitlements

Liaising with broker regarding work cover

Workers compensation claims X
claims on foot

Liaising with suppliers

Liaising with management and staff
Attendance on site

Authorising purchase orders
Maintaining purchase order registry
Preparing and authorising receipt
vouchers

Trade on

4 hours Trade-on management
$900
(excl GST)
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Includes

Preparing and authorising payment
vouchers

Liaising with superannuation funds
regarding contributions, termination of
employees’ employment

Liaising with OSR regarding payroll tax
issues

Liaising with State and Federal
Departments of Employment regarding
ongoing registrations

Entering into a closedown scenario
Liaising with staff, students and suppliers
regarding a close down

Processing receipts and
payments

Entering receipts and payments into
accounting system
Making payment on payment vouchers

Budgeting and financial
reporting

Preparing budgets

Preparing weekly financial reports
Finalising trading profit or loss
Meetings to discuss trading position

Administration

7 hours
$1,250
(excl GST)

Correspondence

General correspondence with interested
parties

Document maintenance / file
review / checklist

First month administration review
Filing documents

Filing reviews

Updating checklists

Insurance

Correspondence with insurer regarding
initial and ongoing insurance
requirements

Reviewing insurance policies

Bank account administration

Requesting bank statements
Completing bank account reconciliations
Correspondence with bank regarding
specific transfers

Planning / review

Discussions regarding status / strategy of
administration

Books and records / storage

Sending files to storage
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2.5 Resolution 3

Company: The Institute Pty. Ltd (Administrators Appointed)
Administration Type: Creditors Voluntary Liguidation
Practitioners: George Georges and John Lindholm of Ferrier Hodgson
Period: 16 March 2017 to Finalisation
Task area General description Includes
e Liaising with valuers, auctioneers and
Plant and equipment interested parties
e Reviewing asset listings
Assets e Correspondence with debtors
Debtors ¢ Reviewing and assessing debtor ledgers
4 hours o Liaising with debt collectors and solicitors
$1,050 e Tasks associated with realising other
(excl GST) Other assets assets 9
e Reviewing leasing documents
Leasing e Liaising with owners / lessors

e Tasks associated with disclaiming leases

¢ Liaising with the secured creditor
Secured creditor reporting regarding its security interest
e Responding to secured creditor queries

e Preparing report on results of
Creditor reports investigations, meeting and general
reports to creditors

¢ Receipting and filing proofs of debt when
not related to a dividend

Dealing with proofs of debs e Corresponding with OSR and ATO
regarding proofs of debt when not related
Creditors to a dividend
e Preparing meeting notices, proxies and
3 hours advertisements
$980 e Preparing meeting file, including agenda,
(excl GST) certificate of postage, attendance register,
Meeting of creditors list of creditors, reports to creditors,

advertisement of meeting and draft of
minutes of meeting

e Preparing lodgement of minutes of
meetings with ASIC

¢ Receiving and following up creditor
enquiries via telephone and email

e Maintaining creditor enquiry register

e Reviewing and preparing correspondence
to creditors and their representatives via
facsimile, email and post

Creditor enquiries
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Task area General description

Includes

Correspondence with committee of
creditors members

Liaising with the State and Federal
Department of Education regarding the
cessation of classes

Liaising with ACPET regarding ASTAS
insurance and transfer of student
enrolments

Employees
22 hours Employee enquiries
$2,940

(excl GST)

Receiving and following up employee
enquiries via telephone

Reviewing and preparing correspondence
to employees and their representatives via
facsimile, email and post

Fair Entitlements Guarantee
(FEG)

Correspondence with Department of
Education, Employment & Workplace
Relations

Preparing notification spreadsheet
Preparing FEG quotations

Preparing FEG distributions

Investigation

8 hours
$1,980
(excl GST)

Conducting investigation

Collecting company books and records
Correspondence with ASIC to receive
assistance in obtaining reconstruction of
financial statements, the Company’s
books and records and Report as to
Affairs

Reviewing the Company’s books and
records

Reviewing specific transactions and
liaising with directors regarding certain
transactions

Preparing investigation file

Lodging investigation with ASIC
Preparing lodgement of supplementary
report, if required

ASIC reporting

Preparing statutory investigation reports
Preparing affidavits seeking non-
lodgement assistance

Liaising with ASIC

Dividend

3 hours
$950
(excl GST)

Dividend procedures

Preparing correspondence to creditors
intention to declare dividend
Advertising intention to declare dividend
Obtaining clearance from ATO to allow
distribution of the Company’s assets
Preparing dividend calculations
Preparing correspondence to creditors
announcing declaration of dividend
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Includes

Advertising announcement of dividend
Preparing distribution

Preparing dividend file

Preparing payment vouchers to pay
dividend

Preparing correspondence to creditors
enclosing payment of dividend

Processing proofs of debt

Preparing correspondence to potential
creditors inviting lodgement of proofs of
debt

Receipting proofs of debt

Maintaining proof of debt register
Adjudicating proofs of debt

Requesting further information from
claimants regarding proofs of debt
Preparing correspondence of claimant
advising outcome of adjudication

Administration

8 hours
$2,100
(excl GST)

Correspondence

General correspondence

Document maintenance / file
review / checklist

First month, then six monthly
administration review

Filing documents

Filing reviews

Updating checklists

Bank account administration

Preparing correspondence closing
accounts
Completing bank account reconciliations

ASIC Form 524 and other forms

Preparing and lodging ASIC forms
including 505, 524, 911 etc
Correspondence with ASIC regarding
statutory forms

ATO and other statutory
reporting

Notifying of appointment
Preparing BASs
Completing group certificates

Finalisation

Tasks associated with finalising the
liquidation

Planning / review

Discussions regarding status / strategy of
administration

Books and records / storage

Dealing with records in storage
Sending job files to storage
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3 Calculation of remuneration
3.1 Resolution 1
Employee Position Rate Task Area
(ex GST)
Assets Creditors Employees Trade On Investigation Dividend Administration
($/Hour) (Hrs) (6] (GIS)] $) (GIO)] $) (Hrs) % (Hrs) $) (GIO)] $) (GIO)] $) (Hrs) $)
G Georges Partner 650 0.20 130.00 - - 0.20 130.00 - - - - - - - -
P Harlond Director 575 0.30 172.50 - - - - - - - - - - 0.30 172.50
K Fairhurst Senior Manager 459 460 2,111.49 - - 0.50 229.51 4.00 1,836.08 0.10 45.90 - - - -
D Mazzone Manger 435 2.10 913.50 - - 1.50 652.50 - - - - - - 0.60 261.00
H Schreurs Senior Analyst 302 15.30 4,614.94 - - - - 11.90 3,589.40 1.70 512.77 - - 1.70 512.77
T Mariani Analyst 290 0.90 261.00 - - - - - - - - - - 0.90 261.00
P Mann Analyst 290 10.10 2,929.00 - - 4.60 1,334.00 - - - - - - 5.50 1,595.00
H Song Analyst 259 11.20 2,900.02 - - 0.20 51.79 8.30 2,149.12 - - - - 2.70 699.11
A Burrows Accountant 260 1.70 442.00 - - - - 0.30 78.00 - - - - 1.40 364.00
H Bailey Accountant 220 5.90 1,300.01 1.10 242.37 0.70 154.24 - - 0.90 198.31 - - 3.20 705.09
A Askey Accountant 260 3.40 884.00 - - 2.70 702.00 - - - - - - 0.70 182.00
B Martin Accountant 260 1.70 442.00 - - 0.30 78.00 0.20 52.00 - - - - 1.20 312.00
D Hacker Accountant 260 2.00 520.00 - - 0.80 208.00 - - - - - - 1.20 312.00
L Evans Accounts Superviso 145 0.10 14.50 - - - - - - - - - - 0.10 14.50
Total (excluding GST) 59.50 17,634.95 1.10 242.37 11.50 3,540.03 24.70 7,704.60 2.70 756.98 - - 19.50 5,390.97
GST 1,763
Total (including GST) 19,398
Average Hourly Rate 296 - 308 - - - 276
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3.2 Resolution 2
Administration Type: Voluntary Administration
Period: 1 March 2017 to 16 March 2017

The remuneration estimate may be summarised as follows:

Task Hours Amoun;
Assets 3 550
Creditors 5 1,200
Employees 8 2,100
Trade on 4 900
Administration 7 1,250
Total 27 6,000

Please note that the above is an estimate only. If costs exceed the estimate, creditors will be
advised accordingly and further approval will be sought.

3.3 Resolution 3
Administration Type: Liquidation
Period: 16 March 2017 to finalisation

The remuneration estimate may be summarised as follows:

Task Hours Amounﬂts
Assets 4 1,050
Creditors 3 980
Employees 22 2,940
Investigation 8 1,980
Dividend 3 950
Administration 8 2,100
Total 48 10,000

Please note that the above is an estimate only. If costs exceed the estimate, creditors will be
advised accordingly and further approval will be sought.

4 Statement of remuneration claim
4.1 Resolutions to be put to creditors at the meeting convened for 16 March 2017.

At the meeting of creditors convened for 16 March 2017, creditors will be asked to consider
the following resolutions:
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4.1.1 Voluntary administration period
Resolution 1

"That the remuneration of the Administrators, as set out in the Remuneration Approval
Request Report dated 7 March 2017, for the period from 10 February 2017 to 28 February
2017 be fixed in the amount of $17,635 plus any applicable GST, and may be paid."

Resolution 2

“That the remuneration of the Administrators, as set out in the Remuneration Approval
Request Report dated 7 March 2017, for the period from 1 March 2017 to 16 March 2017 be
fixed up to a maximum amount of $6,000 plus any applicable GST, but subject to upward
revision by resolution of creditors, and that the Administrators be authorised to make periodic
payments on account of such accruing remuneration as incurred.”

Please note that the above is an estimate only. Final costs depend heavily upon the
continued operation of the business.

4.1.2 Liquidation period (if applicable)

“That the remuneration of the Liquidators, as set out in the Remuneration Approval Request
Report dated 7 March 2017 for the period from 16 March 2017 to completion be fixed up to a
maximum amount of $10,000 plus any applicable GST, but subject to upward revision by
resolution of creditors, or the Committee of Inspection should one be appointed, and that the
Liguidators be authorised to make periodic payments on account of such accruing
remuneration as incurred.”

Please note that the above is an estimate only. Final costs depend heavily upon the
complexity of the creditor claims.

If costs exceed the estimate, creditors will be advised accordingly and further approval of the
Administrators’ remuneration will be sought in the future.

5 Remuneration recoverable from external sources

The Administrators have not received, and are not entitled to receive, any funding from
external sources in respect of remuneration. However as noted in the report to creditors
dated 7 March 2017, the Administrators did receive $350,000 in order to continue to trade
the business. In accordance with the Court Order dated 20 February 2017, the repayment of
this loan has been subordinated to behind the Administrator’'s and Liquidator's remuneration
in the order of priority of surplus funds.
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6 Disbursements
6.1 Types of disbursements
Disbursements are divided into three types:

e Externally provided professional services. These are recovered at cost. An example is
legal fees.

o Externally provided non-professional costs such as travel, accommodation and search
fees. These disbursements are recovered at cost.

¢ Internal disbursements such as photocopying, printing and postage. These
disbursements, if charged to the administration, would generally be charged at cost;
though some expenses such as telephone calls, photocopying and printing may be
charged at a rate which recoups both variable and fixed costs. The relevant rates are set

out below:

Advertising At cost
Couriers At cost
Data room hosting At cost
Mileage reimbursement $0.66 per kilometre
Photocopying (colour) $0.50 per page
Photocopying (mono) $0.20 per page
Photocopying (outsourced) At cost
Printing (colour) $0.50 per page
Printing (mono) $0.20 per page
Printing (outsourced) At cost
Postage At cost
Searches At cost
Storage and storage transit At cost
Telephone calls At cost

Note: Above rates are applicable for the financial year ending 30 June 2017
6.2 Disbursements paid from the administration to Ferrier Hodgson
There have been no disbursements paid from the administration to Ferrier Hodgson to date.

Future disbursements provided by Ferrier Hodgson will be charged to the administration on
the same basis as the table in Part 6.1.
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7 Report on progress of the administration

The Remuneration Approval Request Report must be read in conjunction with the report to
creditors dated 7 March 2017 which outlines the progress of the administration.

8 Summary of receipts and payments

A summary of receipts and payments for the period 10 February 2017 to 28 February 2017 is
enclosed.

9 Queries

If you require further information in respect of the above, or have other queries, please
contact Peter Mann of this office on (03) 9604 5115.

10 Information available

The partners of Ferrier Hodgson are members of ARITA. Ferrier Hodgson follows the Code.
A copy of the Code may be found on the ARITA website at www.arita.com.au.

An information sheet concerning approval of remuneration in external administrations can
also be obtained from the Australian Securities & Investments Commission website at
www.asic.gov.au.

DATED this 7™ day of March 2017

Geordééorges

Administrator
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Creditor Information Sheet

Offences, Recoverable transactions and

Insolvent Trading ARITA

Offences
A summary of offences that may be identified by the administrator:

Section | Offence

180 Failure by officer to exercise a reasonable degree of care and diligence in the exercise of his powers
and the discharge of his duties.

181 Failure to act in good faith.

182 Making improper use of position as an officer or employee, to gain, directly or indirectly, an advantage.

183 Making improper use of information acquired by virtue of his position.

184 Reckless or intentional dishonesty in failing to exercise duties in good faith for proper purpose. Use of
position or information dishonestly to gain advantage or cause detriment.

206A Contravening an order against taking part in management of a corporation.

206A, B | Taking part in management of corporation while being an insolvent under an administration.

206A, B | Acting as a director or promoter or taking part in the management of a company within five years after
conviction or imprisonment for various offences.

209(3) Dishonest failure to observe requirements on making loans to directors or related companies.
2547 Paying dividends except out of profits.

286 Failure to keep proper accounting records.

312 Obstruction of auditor.

314-7 Failure to comply with requirements for financial statement preparation.

437C Performing or exercising a function or power as officer while a company is under administration.

437D(5) | Unauthorised dealing with company's property during administration.

438Bl4) | Failure by directors to assist administrator, deliver records and provide information.

438C(5) | Failure to deliver up books and records to administrator.

590 Failure to disclose property, concealed or removed property, concealed a debt due to the company,
altered books of the company, fraudulently obtained credit on behalf of the company, material omission
from Report as to Affairs or false representation to creditors.

Voidable Transactions

Preferences

A preference is a transaction such as a payment between the company and one or more of its creditors,
in which the creditor receiving the payment is preferred over the general body of creditors. The relevant
time period is six months before the commencement of the liquidation. The company must have been
insolvent at the time of the transaction, or become insolvent as a result of the transaction.

Where a creditor receives a preferred payment, the payment is voidable as against a liquidator and is
liable to be paid back to the liquidator subject to the creditor being able to successfully maintain any of
the defences available to the creditor under either the Corporations Act.

Uncommercial Transaction

An uncommercial transaction is one that it may be expected that a reasonable person in the company's
circumstances would not have entered into having regard to:

e the benefit or detriment to the company;

e the respective benefits to other parties; and

e any other relevant matter.

To be voidable, an uncommercial transaction must have occurred during the two years before the
liquidation.

However, if a related entity is a party to the transaction, the time period is four years and if the intention
of the transaction is to defeat creditors, the time period is ten years.
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The company must have been insolvent at the time of the transaction, or become insolvent as a result of
the transaction.

Unfair Loan

A loan is unfair if and only if the interest was extortionate when the loan was made or has since become
extortionate. There is no time limit on unfair loans - they only have to have been entered into any time
on or before the day when the winding up began.

Arrangements to avoid employee entitlements

If an employee suffers loss because a person (including a director] enters into an arrangement or
transaction to avoid the payment of employee entitlements, the liquidator or the employee may seek to
recover compensation from that person. It will only be necessary to satisfy the court that there was a
breach on the balance of probabilities. There is no time limit on when the transaction occurred.

Unreasonable payments to directors

Liquidators have the power to reclaim “"unreasonable payments” made to directors by companies prior
to liquidation. The provision relates to transactions made to, on behalf of, or for the benefit of, a director
or close associate of a director. To fall within the scope of the section, the transaction must have been
unreasonable, and have been entered into during the 4 years leading up to a company's liquidation,
regardless of its solvency at the time the transaction occurred.

Voidable charges

Certain charges are voidable by a liquidator:

e Circulating security interest created with six months of the liquidation unless it secures a
subsequent advance;

e Unregistered charges; and

e Charges in favour of related parties who attempt to enforce the charge within 6 months of its
creation.

Insolvent Trading

In the following circumstances, directors may be personally liable for insolvent trading by the company:

e apersonis adirector at the time a company incurs a debt;

e the company is insolvent at the time of incurring the debt or becomes insolvent because of
incurring the debt;

e atthetime the debt was incurred, there were reasonable grounds to suspect that the company was
insolvent;

e the director was aware such grounds for suspicion existed; and

e areasonable person in a like position would have been so aware.

The law provides that the liquidator, and in certain circumstances the creditor who suffered the loss,
may recover from the director, an amount equal to the loss or damage suffered. Similar provisions exist
to pursue holding companies for debts incurred by their subsidiaries.

A defence is available under the law where the director can establish:

e there were reasonable grounds to expect that the company was solvent and they actually did so
expect;

e they did not take part in management for illness or some other good reason; or,

e theytook all reasonable steps to prevent the company incurring the debt.

The proceeds of any recovery for insolvent trading by a liquidator are available for distribution to the
unsecured creditors before the secured creditors.

Important note: This information sheet contains a summary of basic information on the topic. It is not a substitute for legal
advice. Some provisions of the law referred to may have important exceptions or qualifications. This document may not contain all
of the information about the law or the exceptions and qualifications that are relevant to your circumstances.
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