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Rebored mining tax
leaves hole in plans

T he Labor government has
simultaneously ticked the
box on getting the Minerals
Resource Rent Tax through

the Lower House and left a trail of
debris and budgetary uncertainty.

There was a lot riding on raising
$11 billion in revenue from this tax
over three years, even before the
Independents successfully lobbied
the government to tinker with it.

As a result of deals over the past
couple of days, the receipts will come
up shy and the government has been
forced to find a way to fill the hole.

The answer has been to hit foreign
financial organisations, which were
meant to get some relief on with-
holding tax. This will now be phased
in on a longer-term timetable.

The MRRT was earmarked to fund
increased superannuation and some
broader corporate tax cuts. Yesterday
we learned it was also supposed to
fund a couple of other initiatives. The
trouble is the tax now appears to raise
less than the cost of the initiatives it
was designed to cover.

One report suggested the MRRT
would fund only a third of the super-
annuation spending it was meant to
cover. Separately, nothing has been
built into the government’s costings
to cover concessions to the mining
companies for any of the increases
in state royalty payments.

The West Australian and NSW
governments have moved or
proposed increases to state-based
mining royalties.

If Labor’s Anna Bligh loses control
of Queensland, a conservative
government there would be next in
line to increase state royalties.

As part of the MRRT package, the
federal government agreed to reim-
burse mining companies for state
royalty payments.

The increasingly large revenue
hole makes a mockery of the tax,
which experts are now describing as
a dog’s breakfast.

And all this assumes that Treasury
estimates for the $11 billion were
realistic to start with. They have
never been measurable because the
government maintained that a
breakdown of where the revenue is

coming from falls under the banner
of commercial in confidence.

There are plenty of tax experts
and academics suggesting the archi-
tecture of the tax, which shields
companies based on the value of
their resource at the point of extrac-
tion, will mean the large companies
in particular will escape having to
pay most of the tax.

In other words companies will
receive, in effect, a tax credit on the
value of the minerals under the
ground and the licences to mine
them. In the case of the big iron ore
miners, BHP and Rio Tinto, this
value is in the tens of billions.

These companies maintain that
the MRRT will still cost them money
but none, other than Andrew
Forrest’s Fortescue, are prepared to
go near answering how much.

Forrest announced via newspaper
ads last week that in the first three
years of operations Fortescue would
pay between zero and $20 million of
this new tax – an amount he refers to
as a rounding error.

Given Fortescue is the third most
profitable iron ore producer in the
country after BHP and Rio, there
must be a large question over the
$11 billion tax windfall the govern-
ment has built into its budget.

Perhaps Treasury is counting on a
big boost in the price of iron ore and
coal, a fall in the Australian dollar or
massive growth in volumes.

But while the additional capital
being poured into coal and iron ore
development sets the scene for large
growth in profits, it also serves to
fortify the tax shield as the value of
the assets increases.

There is nothing wrong with the
ideology behind asking the booming
minerals industry to share the spoils
with the wider community. This was
the intention of the MRRT’s prede-
cessor, the super profits tax, which
was abandoned after resistance from
the mining lobby threatened to
undermine the government.

The MRRT that replaced it was
hastily cobbled together behind
closed doors by the government and
three miners – BHP, Rio and Xstrata.

One can only assume that if it all
turns to custard in a few years, and
Julia Gillard remains in power, there
will need to be some far more
serious tinkering to this tax.

Tony Abbott’s plan is to abandon
the tax completely and fund the
various superannuation and
corporate tax presents in another,
yet unspecified, way. That sounds
even more implausible.

MICHAEL WEST

Actuary turns the spotlight on rubbery numbers
“Smokers are just doing their bit to
save us from a worsening ageing
population problem. Good on you
smokers. We need more people
willing to die young.”

A s silly as it sounds, this
statement probably tracks
reality more closely than
the orthodoxy that smo-

kers are a burden on society.
This was one of the responses to

an online story yesterday ques-
tioning the high costs to society
from obesity and smoking.

Actuary Geoff Dunsford has
provided a much-needed reality
check on experts and their numbers
by lampooning the $58.2 billion
price-tag put on obesity.

The sheer size of the numbers,
argues Dunsford in the September
edition of Actuary Australia,
perverted government policy. It led
to poor spending decisions. Credible
numbers were critical to good policy.

Dunsford looks at three public
health issues: obesity, smoking and
depression. For obesity, he picked
apart the calculations of an Access

Economics report for Diabetes
Australia titled, “The growing cost of
obesity in 2008: three years on’’.

Access estimated the cost of
obesity to Australia at $58.2 billion.

And sure enough, this enormous
number promptly made headlines.

On Dunsford’s analysis the figures
are flawed, skewed by the “non-
financial” estimates to make obesity
seem more costly to the taxpayer –
in particular, the $49.9 billion in
“non-financial costs”.

These comprised “burden of
disease” numbers, calculated by
working out “years of life lost
through disability and premature
death” and Access came up with
$6.35 million for the value of a statis-
tical life (VSL) and $266,843 for the

value of a statistical life year (VSLY).
Dunsford is similarly wary of cost

estimates for smoking. Evaluating the
anti-smoking lobby’s $31.5 billion
figure – found in “The costs of
tobacco, alcohol and illicit drugs
abuse to Australian society 2004/05”
by David Collins and Helen Lapsley –
Dunsford once again shines the torch
on the “non-financial” costs and
“intangible costs”.

Of the $31.5 billion, $19.5 billion
are ‘‘intangible costs’’, that is
psychological costs of premature
death borne by the smoker and
others. Then there are $9.4 billion in
“other financial costs” for
productivity losses (smoko breaks?)
and $2.2 billion in “non financial
costs” such as unpaid labour costs.

To get to this $19.5 billion, the
authors multiply the reduction in
the population (369,161) by the
value of the loss of one year’s life
($53,267), after adjustments.

As Dunford points out, this report
puts a different value on life than
does Access Economics. “In addi-
tion, the ‘value(s) of a statistical life’
and the ‘value(s) of a statistical life
year’ adopted were significantly
different ($6.35 million and $266,843
for obese people, and $2 million and
$53,267 for smokers).”

Dunsford’s critique reflects the
hypocrisy in the government’s posi-
tion on smoking and revenue.

Governments reap very fat profits
from smokers. Subtracting the costs
of smoking to the health system at

City Pacific gouged
$67.47 million out of
the fund in fees.

ASIC inaction exposed

IAN VERRENDER

H e’s a Gold Coast entre-
preneur. He was
responsible for the
destruction of more
than half a billion

dollars of investors’ funds. Now he is
promising to ride back in and save
the day.

Phil Sullivan was the architect
behind the meteoric rise and
blazing crash of City Pacific, a mort-
gage fund operator that enticed
thousands of investors to part with
more than $1 billion.

For the past three years, however,
the company’s Pacific First Mort-
gage Fund has been frozen with
investors unable to access their cash
and many believing they’ll be lucky
ever to see it again.

During that period, it has
emerged that, as with its Gold Coast
competitor MFS, unit holders were
not investing in real estate at all.
Instead, they were advancing loans
to the company which was then
lending their cash to real estate
developers, many of whom were
related to City Pacific management,
including Sullivan himself.

On December 9, at the Radisson
Hotel on the Gold Coast, Sullivan
will attempt to wrest back control of
the operation, three years and one
month after he resigned from the
company and more than 18 months
since City Pacific was ejected as the
responsible entity of the Pacific First
Mortgage Fund.

His lawyer, Matthew Bransgrove,
has called the meeting on behalf of
‘‘concerned unit holders’’ with the
aim of dumping the incumbent
responsible entity, a group called
Balmain Trilogy, and replacing it
with one of Taree’s best known
finance houses, Stacks Managed
Investments.

Sullivan, it seems, is upset at the
fees being whipped out of the fund
by Balmain. Given the group has
paid itself $13.37 million in the past
two years, while unit holders have
been denied access to their cash, at
first blush it would appear Sullivan
has a legitimate point.

But his argument runs counter to
his own performance. In the two
years before he was ousted, Sulli-
van’s City Pacific gouged

$67.47 million out of the fund in
establishment and management
fees, making Balmain’s fee grab
appear positively modest.

Rather than fees, however, the real
motive behind Sullivan’s renewed
push for control would appear to
revolve around legal action.

The week after the unit holders’
meeting, Sullivan has a date with the
corporate regulator. Called under
Section 19 of the Corporations Act,
Sullivan will be compelled to
provide answers to a range of ques-
tions about his personal dealings
with the fund during his time as City

Pacific chief executive. And on
February 2, Sullivan and 11 others
are due to appear in the NSW
Supreme Court to be examined over
the affairs City Pacific, in a civil case
run by Maurice Blackburn, which is
being funded by IMF on behalf of
unit holders.

That action was brought by
Balmain. Should it be removed as
responsible entity at the Gold Coast
meeting, then it would be reasonable
to assume the action will not proceed.

It is unlikely Sullivan will be able
to thwart the investigations by the
Australian Securities and Invest-
ment Commission, although his re-
emergence on a popular vote
certainly would throw a spanner
into the works.

Not that he hasn’t tried. In a
bizarre twist, Sullivan recently
launched action in the Federal
Court to prevent the ASIC examina-
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Investor bares Soul
in likely swap deal

INSIDER
IAN McILWRAITH

A bumper turnover in Souls
Private Equity yesterday
suggests that yet another
professional investor is

buying up that stock for a comparat-
ively cheap swap through the parent
company, Washington H. Soul
Pattinson.

Soul Patts put a scheme of
arrangement on the table in Septem-
ber, although Souls PE investors will
not get to vote on it until the middle
of next month, which is designed to
consolidate the small investment
arm back into the head company.

Even Soul Patts’ current sparring
partner, Perpetual, liked that idea.

Yesterday saw more than 50 mill-
ion Souls PE shares traded, virtually
all at 16¢ each, which is just below
the cash offer under the scheme of
16.3¢ a share.

Most of the volume was handled by
Taylor Collison, including a large line
of 35 million shares which some feel
might well be Select Asset Manage-
ment getting rid of the rest of its stake.

Conspiracy theorists were yester-
day noting that Perpetual has a simil-
ar stake in Souls PE, and that the head
of Taylor Collison’s corporate arm,
Robert Fraser, was nominated by Per-
petual for the Soul Patts board, where
the fund manager wants better cor-
porate governance and transparency.

Insider reckons that coincidence
beats conspiracy in this case and is
pretty certain that this was a straight
transaction from the equities desk,
where Taylor boasts at least one lis-
ted investment company specialist.

Select is the most likely seller
because until early July it was a buy-
er of Soul PE shares, before becom-
ing a solid seller last month. It is a
fair bet, though, that Select was pay-
ing about 8¢ a share for the last few
million it bought, which means that
it has pretty much doubled its
money if it did sell – although
Insider could not get a confirmation
from the fund manager last night.

As Insider reported last month,
Australian Foundation Investment
Co has been soaking up Souls PE in
anticipation of the scheme share
swap, and earlier this month
Andrew and Philip King’s Regal
Funds Management emerged with a
5 per cent stake in Souls PE.

The price at which Souls PE
investors are able to swap through
into Soul Patts will be set in the first
fortnight of next month.

CROSSED WIRES
Seven Group’s commercial director,
Bruce McWilliam, took issue with a
couple of points in Insider’s piece yes-
terday about the worth of his group’s
takeover target, National Hire.

McWilliam felt that Insider was
saying that National Hire had paid
big money for the 46 per cent stake
that it has in the privatised Coates
Group and was badly underwater on
the investment.

‘‘Contrary to your assertion that it
cost $960 million, the National Hire
equity stake in Coates was valued at
$339 million – and was provided
predominantly through the transfer
of the existing national hire rental
operations into the joint venture
[$282 million] and cash [of $57 mil-
lion],’’ McWilliam wrote.

McWilliam, who unlike Insider is
intelligent, thoughtful and reason-
able, also thought Insider’s compar-
ison of Seven with the now defunct
interlocking shareholdings con-
glomerate of Adelaide Steamship
was a bit harsh. Probably.

On the question of National Hire

and Coates, though, Insider was try-
ing to suggest the complete oppos-
ite to McWilliam’s interpretation.

Based on the 2007 acquisition
price of Coates, National Hire’s stake
in the company is worth (‘‘worth’’
being the word that Insider omitted
and confused McWilliam) $960 mil-
lion. Seven’s own offer for National
Hire values that company at between
$500 million and $560 million, which
would appear to be a discount of the
worth of the Coates stake.

Insider realises that requires
ignoring the $1.8 billion of debt
foisted on Coates’ balance sheet by
the leveraged acquisition that
National Hire did with private
equity group Carlyle.

On track record, though, when
private equity exits an asset, it never
seems to take a lot of debt with it,
which points to the likely outcome of
a sale of Coates producing a hand-
some gain for National Hire above the
current book value of its stake.

Deloitte Corporate’s independent
evaluation of National Hire also
noted that its share of Coates’ adjus-
ted earnings before interest and tax
in the 2011 financial year was $109
million. On the multiples of 8.25 to
8.75 times EBIT used by Deloitte,
National Hire’s 46 per cent of Coates
is theoretically worth between
$900 million and $950 million.

SMEDLEY GLOOM
Spotless chairman Peter Smedley’s
non-appearance at briefings of
institutional shareholders on Tues-
day was put down by some as evid-
ence of a rift with the management
team, headed by Joe Farnik.

Insider wonders whether it may
just have had to do with the fact that
Smedley’s other burning issue at
the moment is OneSteel , where he
had to tell shareholders things were
gloomy on Monday – and then the
stock copped an extra beating the
next day when its former stablem-
ate BlueScope embarked on a cap-
ital raising.

Still, there is little doubt that
Smedley did him and Spotless few
favours last week with the terseness
of his rejection of the not-quite-a-
bid from Pacific Equity Partners.

The ‘‘directors do not intend to
take any further action’’ response
was interpreted by some as a rejec-
tion of the concept of a bid, when
perhaps Spotless could more clev-
erly have said that ‘‘any party making
an offer that reflects a proper value
would, of course, get a hearing’’.

Besides, Insider has a view that
Spotless (or any listed company) has
the right to want something close to a
workable, concrete proposal before
lifting its skirts/sarong for a due dili-
gence examination of the books.

About time Australia thought of
introducing the ‘‘put up or shut up’’
clause used in Britain, where target
companies can ask the Takeovers
Panel to put a time limit on offers
producing a real bid, or tell them to
go away.

insider@fairfaxmedia.com.au

behind public health burdens
$300 million, plus taxes forgone
(from statistical smokers) at
$2.9 billion, from the $6.7 billion in
taxes levied by state and federal
governments on tobacco products,
leaves $3.5 billion in profit.

Dunford says the higher welfare
payments to smokers could be
offset by the pension savings from
higher smoker mortality. Still, a
$3.5 billion profit from smokers is a
tidy amount for the budget.

When it came to the “plain pack-
aging” initiative, it would have been
helpful, says Dunstan, to cite the
$31.5 billion in “costs to society”
rather than a more realistic figure.

“Indeed, assuming the media
release’s [from Nicola Roxon’s
office] expected reduction in adult

smoking from the current 16 per of
the population to 10 per cent is
achieved, the reader could be
forgiven for estimating the ‘cost’ to
fall by . . . $11.8 billion,” he says.

But such an assumption would be
wrong as the methodology is flawed.

“The problem with the .. . defini-
tion of costs is the way in which past
drug abuse is incorporated into the
costs for a given year,” Dunsford says.

“Indeed, if all smoking stopped,
[this] methodology would still
generate a large cost of smoking in
the next year by virtue of the effect
of the past deaths.

‘‘This is rather counter intuitive!
Arguably it renders the methodology
meaningless for the purpose of
addressing cost reduction initiatives”.

He said beyondblue’s calculation
of the $14.9 billion annual cost to
society from depression didn’t have a
‘‘burden of disease’’number.

“Does this reflect the often-
suggested lack of interest by the
government in mental health prob-
lems? Not so. Burden of disease
numbers are available which show
DALYS (Disability Adjusted Life
Years) due to depression are signi-
ficant – particularly when associ-
ated causes of death, like suicide,
are included,” he says.

Dunsford estimates that about
$33 billion of non-financial costs
could be added to the annual
numbers for the personal impact on
the loss of wellbeing from the burden
of depression.

as Sullivan plots return

tion, claiming the statutory body
was in cahoots with Balmain.

ASIC, in its usual glacial approach
to corporate regulation, has left unit
holders in limbo for three years.

In June, August and December
2009, KPMG partners Jillian Ric-
hards and Paul Steer fired off letters
to ASIC alerting the watchdog to
serious potential breaches of the
Corporations Act.

The first letter to ASIC details a
series of complex round-robin trans-
action in which $3 million was pluc-
ked from the fund, lent to a company
called Blackbean and on-loaned to a
Sullivan company called Maldon.
Sullivan then lent the $3 million
back to City Pacific which used the
money to pay a dividend to share-
holders, which included Sullivan.

KPMG outlined seven potential
breaches of the Corporations Act.

On August 10, the accounting firm

again fired off a missive to the regu-
lator. This time it detailed advances
of $18.5 million and $20 million to a
company called Marina Cove, which
had just one director: Phil Sullivan.
That was on top of the $84.6 million
previously advanced.

It also detailed the complex events
relating to the transfer of a Byron Bay
property, Waves, to a private
company in settlement of a legal
action against City Pacific and alleged
wildly overblown valuations on the
Marina Cove development. A further
three potential breaches of the act
were brought to ASIC’s attention.

Again in December that year,
KPMG highlighted further anom-
alies in regard to related-party
transactions, pointing to a further
three potential breaches.

Presumably, ASIC will be seeking
answers to these concerns in its
scheduled fireside chat with

Sullivan next month, 21⁄2 years after
the potential breaches were brought
to its attention.

The extent to which executives
and directors used the fund to
finance their personal business
activities was astounding. All up,
related-party transactions with City
Pacific and the fund amount to a
whopping $248.76 million. Many of
those loans have been written off.

For years, investors in the Pacific
First Mortgage Fund have been
treated with contempt. Many are
elderly or retired. Almost all
believed they were parking their
cash in a scheme run by a reputable
operation and overseen by ASIC.

The regulator once again has
shown itself to be thoroughly inept
in enforcing the law. In doing so, it
has left unit holders open to attack
from the very same parties that took
them to the brink of disaster.
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Rebored mining tax
leaves hole in plans

T he Labor government has
simultaneously ticked the
box on getting the Minerals
Resource Rent Tax through

the Lower House and left a trail of
debris and budgetary uncertainty.

There was a lot riding on raising
$11 billion in revenue from this tax
over three years, even before the
Independents successfully lobbied
the government to tinker with it.

As a result of deals over the past
couple of days, the receipts will come
up shy and the government has been
forced to find a way to fill the hole.

The answer has been to hit foreign
financial organisations, which were
meant to get some relief on with-
holding tax. This will now be phased
in on a longer-term timetable.

The MRRT was earmarked to fund
increased superannuation and some
broader corporate tax cuts. Yesterday
we learned it was also supposed to
fund a couple of other initiatives. The
trouble is the tax now appears to raise
less than the cost of the initiatives it
was designed to cover.

One report suggested the MRRT
would fund only a third of the super-
annuation spending it was meant to
cover. Separately, nothing has been
built into the government’s costings
to cover concessions to the mining
companies for any of the increases
in state royalty payments.

The West Australian and NSW
governments have moved or
proposed increases to state-based
mining royalties.

If Labor’s Anna Bligh loses control
of Queensland, a conservative
government there would be next in
line to increase state royalties.

As part of the MRRT package, the
federal government agreed to reim-
burse mining companies for state
royalty payments.

The increasingly large revenue
hole makes a mockery of the tax,
which experts are now describing as
a dog’s breakfast.

And all this assumes that Treasury
estimates for the $11 billion were
realistic to start with. They have
never been measurable because the
government maintained that a
breakdown of where the revenue is

coming from falls under the banner
of commercial in confidence.

There are plenty of tax experts
and academics suggesting the archi-
tecture of the tax, which shields
companies based on the value of
their resource at the point of extrac-
tion, will mean the large companies
in particular will escape having to
pay most of the tax.

In other words companies will
receive, in effect, a tax credit on the
value of the minerals under the
ground and the licences to mine
them. In the case of the big iron ore
miners, BHP and Rio Tinto, this
value is in the tens of billions.

These companies maintain that
the MRRT will still cost them money
but none, other than Andrew
Forrest’s Fortescue, are prepared to
go near answering how much.

Forrest announced via newspaper
ads last week that in the first three
years of operations Fortescue would
pay between zero and $20 million of
this new tax – an amount he refers to
as a rounding error.

Given Fortescue is the third most
profitable iron ore producer in the
country after BHP and Rio, there
must be a large question over the
$11 billion tax windfall the govern-
ment has built into its budget.

Perhaps Treasury is counting on a
big boost in the price of iron ore and
coal, a fall in the Australian dollar or
massive growth in volumes.

But while the additional capital
being poured into coal and iron ore
development sets the scene for large
growth in profits, it also serves to
fortify the tax shield as the value of
the assets increases.

There is nothing wrong with the
ideology behind asking the booming
minerals industry to share the spoils
with the wider community. This was
the intention of the MRRT’s prede-
cessor, the super profits tax, which
was abandoned after resistance from
the mining lobby threatened to
undermine the government.

The MRRT that replaced it was
hastily cobbled together behind
closed doors by the government and
three miners – BHP, Rio and Xstrata.

One can only assume that if it all
turns to custard in a few years, and
Julia Gillard remains in power, there
will need to be some far more
serious tinkering to this tax.

Tony Abbott’s plan is to abandon
the tax completely and fund the
various superannuation and
corporate tax presents in another,
yet unspecified, way. That sounds
even more implausible.

MICHAEL WEST

Actuary turns the spotlight on rubbery numbers
“Smokers are just doing their bit to
save us from a worsening ageing
population problem. Good on you
smokers. We need more people
willing to die young.”

A s silly as it sounds, this
statement probably tracks
reality more closely than
the orthodoxy that smo-

kers are a burden on society.
This was one of the responses to

an online story yesterday ques-
tioning the high costs to society
from obesity and smoking.

Actuary Geoff Dunsford has
provided a much-needed reality
check on experts and their numbers
by lampooning the $58.2 billion
price-tag put on obesity.

The sheer size of the numbers,
argues Dunsford in the September
edition of Actuary Australia,
perverted government policy. It led
to poor spending decisions. Credible
numbers were critical to good policy.

Dunsford looks at three public
health issues: obesity, smoking and
depression. For obesity, he picked
apart the calculations of an Access

Economics report for Diabetes
Australia titled, “The growing cost of
obesity in 2008: three years on’’.

Access estimated the cost of
obesity to Australia at $58.2 billion.

And sure enough, this enormous
number promptly made headlines.

On Dunsford’s analysis the figures
are flawed, skewed by the “non-
financial” estimates to make obesity
seem more costly to the taxpayer –
in particular, the $49.9 billion in
“non-financial costs”.

These comprised “burden of
disease” numbers, calculated by
working out “years of life lost
through disability and premature
death” and Access came up with
$6.35 million for the value of a statis-
tical life (VSL) and $266,843 for the

value of a statistical life year (VSLY).
Dunsford is similarly wary of cost

estimates for smoking. Evaluating the
anti-smoking lobby’s $31.5 billion
figure – found in “The costs of
tobacco, alcohol and illicit drugs
abuse to Australian society 2004/05”
by David Collins and Helen Lapsley –
Dunsford once again shines the torch
on the “non-financial” costs and
“intangible costs”.

Of the $31.5 billion, $19.5 billion
are ‘‘intangible costs’’, that is
psychological costs of premature
death borne by the smoker and
others. Then there are $9.4 billion in
“other financial costs” for
productivity losses (smoko breaks?)
and $2.2 billion in “non financial
costs” such as unpaid labour costs.

To get to this $19.5 billion, the
authors multiply the reduction in
the population (369,161) by the
value of the loss of one year’s life
($53,267), after adjustments.

As Dunford points out, this report
puts a different value on life than
does Access Economics. “In addi-
tion, the ‘value(s) of a statistical life’
and the ‘value(s) of a statistical life
year’ adopted were significantly
different ($6.35 million and $266,843
for obese people, and $2 million and
$53,267 for smokers).”

Dunsford’s critique reflects the
hypocrisy in the government’s posi-
tion on smoking and revenue.

Governments reap very fat profits
from smokers. Subtracting the costs
of smoking to the health system at

City Pacific gouged
$67.47 million out of
the fund in fees.

ASIC inaction exposed

IAN VERRENDER

H e’s a Gold Coast entre-
preneur. He was
responsible for the
destruction of more
than half a billion

dollars of investors’ funds. Now he is
promising to ride back in and save
the day.

Phil Sullivan was the architect
behind the meteoric rise and
blazing crash of City Pacific, a mort-
gage fund operator that enticed
thousands of investors to part with
more than $1 billion.

For the past three years, however,
the company’s Pacific First Mort-
gage Fund has been frozen with
investors unable to access their cash
and many believing they’ll be lucky
ever to see it again.

During that period, it has
emerged that, as with its Gold Coast
competitor MFS, unit holders were
not investing in real estate at all.
Instead, they were advancing loans
to the company which was then
lending their cash to real estate
developers, many of whom were
related to City Pacific management,
including Sullivan himself.

On December 9, at the Radisson
Hotel on the Gold Coast, Sullivan
will attempt to wrest back control of
the operation, three years and one
month after he resigned from the
company and more than 18 months
since City Pacific was ejected as the
responsible entity of the Pacific First
Mortgage Fund.

His lawyer, Matthew Bransgrove,
has called the meeting on behalf of
‘‘concerned unit holders’’ with the
aim of dumping the incumbent
responsible entity, a group called
Balmain Trilogy, and replacing it
with one of Taree’s best known
finance houses, Stacks Managed
Investments.

Sullivan, it seems, is upset at the
fees being whipped out of the fund
by Balmain. Given the group has
paid itself $13.37 million in the past
two years, while unit holders have
been denied access to their cash, at
first blush it would appear Sullivan
has a legitimate point.

But his argument runs counter to
his own performance. In the two
years before he was ousted, Sulli-
van’s City Pacific gouged

$67.47 million out of the fund in
establishment and management
fees, making Balmain’s fee grab
appear positively modest.

Rather than fees, however, the real
motive behind Sullivan’s renewed
push for control would appear to
revolve around legal action.

The week after the unit holders’
meeting, Sullivan has a date with the
corporate regulator. Called under
Section 19 of the Corporations Act,
Sullivan will be compelled to
provide answers to a range of ques-
tions about his personal dealings
with the fund during his time as City

Pacific chief executive. And on
February 2, Sullivan and 11 others
are due to appear in the NSW
Supreme Court to be examined over
the affairs City Pacific, in a civil case
run by Maurice Blackburn, which is
being funded by IMF on behalf of
unit holders.

That action was brought by
Balmain. Should it be removed as
responsible entity at the Gold Coast
meeting, then it would be reasonable
to assume the action will not proceed.

It is unlikely Sullivan will be able
to thwart the investigations by the
Australian Securities and Invest-
ment Commission, although his re-
emergence on a popular vote
certainly would throw a spanner
into the works.

Not that he hasn’t tried. In a
bizarre twist, Sullivan recently
launched action in the Federal
Court to prevent the ASIC examina-
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Investor bares Soul
in likely swap deal

INSIDER
IAN McILWRAITH

A bumper turnover in Souls
Private Equity yesterday
suggests that yet another
professional investor is

buying up that stock for a comparat-
ively cheap swap through the parent
company, Washington H. Soul
Pattinson.

Soul Patts put a scheme of
arrangement on the table in Septem-
ber, although Souls PE investors will
not get to vote on it until the middle
of next month, which is designed to
consolidate the small investment
arm back into the head company.

Even Soul Patts’ current sparring
partner, Perpetual, liked that idea.

Yesterday saw more than 50 mill-
ion Souls PE shares traded, virtually
all at 16¢ each, which is just below
the cash offer under the scheme of
16.3¢ a share.

Most of the volume was handled by
Taylor Collison, including a large line
of 35 million shares which some feel
might well be Select Asset Manage-
ment getting rid of the rest of its stake.

Conspiracy theorists were yester-
day noting that Perpetual has a simil-
ar stake in Souls PE, and that the head
of Taylor Collison’s corporate arm,
Robert Fraser, was nominated by Per-
petual for the Soul Patts board, where
the fund manager wants better cor-
porate governance and transparency.

Insider reckons that coincidence
beats conspiracy in this case and is
pretty certain that this was a straight
transaction from the equities desk,
where Taylor boasts at least one lis-
ted investment company specialist.

Select is the most likely seller
because until early July it was a buy-
er of Soul PE shares, before becom-
ing a solid seller last month. It is a
fair bet, though, that Select was pay-
ing about 8¢ a share for the last few
million it bought, which means that
it has pretty much doubled its
money if it did sell – although
Insider could not get a confirmation
from the fund manager last night.

As Insider reported last month,
Australian Foundation Investment
Co has been soaking up Souls PE in
anticipation of the scheme share
swap, and earlier this month
Andrew and Philip King’s Regal
Funds Management emerged with a
5 per cent stake in Souls PE.

The price at which Souls PE
investors are able to swap through
into Soul Patts will be set in the first
fortnight of next month.

CROSSED WIRES
Seven Group’s commercial director,
Bruce McWilliam, took issue with a
couple of points in Insider’s piece yes-
terday about the worth of his group’s
takeover target, National Hire.

McWilliam felt that Insider was
saying that National Hire had paid
big money for the 46 per cent stake
that it has in the privatised Coates
Group and was badly underwater on
the investment.

‘‘Contrary to your assertion that it
cost $960 million, the National Hire
equity stake in Coates was valued at
$339 million – and was provided
predominantly through the transfer
of the existing national hire rental
operations into the joint venture
[$282 million] and cash [of $57 mil-
lion],’’ McWilliam wrote.

McWilliam, who unlike Insider is
intelligent, thoughtful and reason-
able, also thought Insider’s compar-
ison of Seven with the now defunct
interlocking shareholdings con-
glomerate of Adelaide Steamship
was a bit harsh. Probably.

On the question of National Hire

and Coates, though, Insider was try-
ing to suggest the complete oppos-
ite to McWilliam’s interpretation.

Based on the 2007 acquisition
price of Coates, National Hire’s stake
in the company is worth (‘‘worth’’
being the word that Insider omitted
and confused McWilliam) $960 mil-
lion. Seven’s own offer for National
Hire values that company at between
$500 million and $560 million, which
would appear to be a discount of the
worth of the Coates stake.

Insider realises that requires
ignoring the $1.8 billion of debt
foisted on Coates’ balance sheet by
the leveraged acquisition that
National Hire did with private
equity group Carlyle.

On track record, though, when
private equity exits an asset, it never
seems to take a lot of debt with it,
which points to the likely outcome of
a sale of Coates producing a hand-
some gain for National Hire above the
current book value of its stake.

Deloitte Corporate’s independent
evaluation of National Hire also
noted that its share of Coates’ adjus-
ted earnings before interest and tax
in the 2011 financial year was $109
million. On the multiples of 8.25 to
8.75 times EBIT used by Deloitte,
National Hire’s 46 per cent of Coates
is theoretically worth between
$900 million and $950 million.

SMEDLEY GLOOM
Spotless chairman Peter Smedley’s
non-appearance at briefings of
institutional shareholders on Tues-
day was put down by some as evid-
ence of a rift with the management
team, headed by Joe Farnik.

Insider wonders whether it may
just have had to do with the fact that
Smedley’s other burning issue at
the moment is OneSteel , where he
had to tell shareholders things were
gloomy on Monday – and then the
stock copped an extra beating the
next day when its former stablem-
ate BlueScope embarked on a cap-
ital raising.

Still, there is little doubt that
Smedley did him and Spotless few
favours last week with the terseness
of his rejection of the not-quite-a-
bid from Pacific Equity Partners.

The ‘‘directors do not intend to
take any further action’’ response
was interpreted by some as a rejec-
tion of the concept of a bid, when
perhaps Spotless could more clev-
erly have said that ‘‘any party making
an offer that reflects a proper value
would, of course, get a hearing’’.

Besides, Insider has a view that
Spotless (or any listed company) has
the right to want something close to a
workable, concrete proposal before
lifting its skirts/sarong for a due dili-
gence examination of the books.

About time Australia thought of
introducing the ‘‘put up or shut up’’
clause used in Britain, where target
companies can ask the Takeovers
Panel to put a time limit on offers
producing a real bid, or tell them to
go away.

insider@fairfaxmedia.com.au

behind public health burdens
$300 million, plus taxes forgone
(from statistical smokers) at
$2.9 billion, from the $6.7 billion in
taxes levied by state and federal
governments on tobacco products,
leaves $3.5 billion in profit.

Dunford says the higher welfare
payments to smokers could be
offset by the pension savings from
higher smoker mortality. Still, a
$3.5 billion profit from smokers is a
tidy amount for the budget.

When it came to the “plain pack-
aging” initiative, it would have been
helpful, says Dunstan, to cite the
$31.5 billion in “costs to society”
rather than a more realistic figure.

“Indeed, assuming the media
release’s [from Nicola Roxon’s
office] expected reduction in adult

smoking from the current 16 per of
the population to 10 per cent is
achieved, the reader could be
forgiven for estimating the ‘cost’ to
fall by . . . $11.8 billion,” he says.

But such an assumption would be
wrong as the methodology is flawed.

“The problem with the .. . defini-
tion of costs is the way in which past
drug abuse is incorporated into the
costs for a given year,” Dunsford says.

“Indeed, if all smoking stopped,
[this] methodology would still
generate a large cost of smoking in
the next year by virtue of the effect
of the past deaths.

‘‘This is rather counter intuitive!
Arguably it renders the methodology
meaningless for the purpose of
addressing cost reduction initiatives”.

He said beyondblue’s calculation
of the $14.9 billion annual cost to
society from depression didn’t have a
‘‘burden of disease’’number.

“Does this reflect the often-
suggested lack of interest by the
government in mental health prob-
lems? Not so. Burden of disease
numbers are available which show
DALYS (Disability Adjusted Life
Years) due to depression are signi-
ficant – particularly when associ-
ated causes of death, like suicide,
are included,” he says.

Dunsford estimates that about
$33 billion of non-financial costs
could be added to the annual
numbers for the personal impact on
the loss of wellbeing from the burden
of depression.

as Sullivan plots return

tion, claiming the statutory body
was in cahoots with Balmain.

ASIC, in its usual glacial approach
to corporate regulation, has left unit
holders in limbo for three years.

In June, August and December
2009, KPMG partners Jillian Ric-
hards and Paul Steer fired off letters
to ASIC alerting the watchdog to
serious potential breaches of the
Corporations Act.

The first letter to ASIC details a
series of complex round-robin trans-
action in which $3 million was pluc-
ked from the fund, lent to a company
called Blackbean and on-loaned to a
Sullivan company called Maldon.
Sullivan then lent the $3 million
back to City Pacific which used the
money to pay a dividend to share-
holders, which included Sullivan.

KPMG outlined seven potential
breaches of the Corporations Act.

On August 10, the accounting firm

again fired off a missive to the regu-
lator. This time it detailed advances
of $18.5 million and $20 million to a
company called Marina Cove, which
had just one director: Phil Sullivan.
That was on top of the $84.6 million
previously advanced.

It also detailed the complex events
relating to the transfer of a Byron Bay
property, Waves, to a private
company in settlement of a legal
action against City Pacific and alleged
wildly overblown valuations on the
Marina Cove development. A further
three potential breaches of the act
were brought to ASIC’s attention.

Again in December that year,
KPMG highlighted further anom-
alies in regard to related-party
transactions, pointing to a further
three potential breaches.

Presumably, ASIC will be seeking
answers to these concerns in its
scheduled fireside chat with

Sullivan next month, 21⁄2 years after
the potential breaches were brought
to its attention.

The extent to which executives
and directors used the fund to
finance their personal business
activities was astounding. All up,
related-party transactions with City
Pacific and the fund amount to a
whopping $248.76 million. Many of
those loans have been written off.

For years, investors in the Pacific
First Mortgage Fund have been
treated with contempt. Many are
elderly or retired. Almost all
believed they were parking their
cash in a scheme run by a reputable
operation and overseen by ASIC.

The regulator once again has
shown itself to be thoroughly inept
in enforcing the law. In doing so, it
has left unit holders open to attack
from the very same parties that took
them to the brink of disaster.


