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The Independent Directors 
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SYDNEY 2000 

 

 

Dear Sirs 

INDEPENDENT EXPERT’S REPORT IN RELATION TO RECAPITALISATION PROPOSAL 

Introduction 

On 24
th

 September 2013, AAT Corporation Limited (“AAT” or the “Company”) received a proposal from Penta 
Group Pte Ltd (“Penta”) for the recapitalisation of the Company (“Recapitalisation Proposal”).  The proposal 
consists of the following events: 

1. Existing ordinary shares will be consolidated on the basis of one new fully paid ordinary share (“Share”) in 
the Company for every one hundred (100) ordinary Shares currently held (“Share Consolidation”). 

2. The issue of 44,230,769 ordinary Shares to Dayton Way Financial Pty Limited (“Dayton”) for the 
conversion of a loan from Dayton totalling $230,000 (“Dayton Loan”) at a share price of $0.0052, before 
the Share Consolidation. 

3. The following issues of Shares by AAT, after the Share Consolidation: 

a) 194 million Shares at $0.002 each to Penta, raising $388,000 (“Penta Issue”); and 

b) 6 million Shares at $0.002 each to sophisticated, professional or other exempt investors, 
raising $12,000. 

The above issues of Shares are collectively referred to as the “Capital Raising” and would result in Penta 
increasing its Shareholding in AAT to 95% of all Shares (currently 0%). 

4. Four (4) new directors (Gregory Cornelsen, Bruce Garlick, Kasudjono Harianto and Yuen Loke Chin) 
representing Penta and other proposed investors, being appointed to the Board of the Company 
(“Directors Appointment”). David Henty Sutton, William Urquhart and Louis Willem Schurmann resigned 
as directors of the Company on 21 August 2013. 

Prior to the Capital Raising, Penta advanced $40,000 to the Company by way of convertible loan (“Converting 
Loan”). The Converting Loan is to be converted into AAT Shares and form part of the final 95% Shareholding of 
Penta.   

Further information on the Recapitalisation Proposal is set out in Section 1 of this report (“Report”). 

The Recapitalisation Proposal is subject to the approval of various resolutions set out in the Notice of General 
Meeting (“Notice of Meeting”) accompanying this Report by the relevant shareholders of AAT that are not 
precluded from voting (“Non-associated Shareholders”) and certain regulatory and other conditions being 
satisfied.  Details of the Recapitalisation Proposal are set out in the Notice of Meeting and Explanatory 
Statement (together the “Documents”) to be sent to shareholders. F
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Summary of Conclusions 

In summary, our opinion is that the Recapitalisation Proposal is “fair” and “reasonable” to the Non-associated 
Shareholders as a whole. 

Our reasons for reaching these conclusions are summarised below. 

Fair 

In assessing the fairness of the Penta Issue, we considered the value of the Company on a control basis 
immediately prior to the Recapitalisation Proposal (given that the Non-associated Shareholders effectively have 
collective control of the Company at that time).  We compared that control value to the value of the Company 
immediately after the Recapitalisation Proposal on a minority interest basis, (reflecting the fact that Penta is to 
have control over the Company and the Non- associated Shareholders collectively will be in a minority interest 
position at that time). 

We assessed the Penta Issue to be “fair” to the Non-associated Shareholders as the value pre-Recapitalisation 
Proposal on a control basis has been assessed to be $nil per Share and post the Recapitalisation Proposal on a 
minority interest basis to be a low value of $0.00037, a high value of $0.00043 and mid-point of $0.00040 per 
Share.  Accordingly, the value of the shares held by Non-associated Shareholders would increase as a result of the 
Recapitalisation Proposal, including the Penta Issue. 

Reasonable 

As we have concluded that the Penta Issue is “fair”, under ASIC RG 111, it must also be considered to be 
“reasonable”. 

However, we have also considered the advantages and disadvantages of the Penta Issue as part of the overall 
Recapitalisation Proposal. 

As the Share Consolidation, Penta Issue and New Directors Appointment are inter-related, we have assessed the 
advantages and disadvantages of all these elements of the Recapitalisation Proposal together.  Set out below are 
the advantages and disadvantages relating to the Recapitalisation Proposal: 

Table 1: Advantages & Disadvantages of the Recapitalisation Proposal 

Advantages of the Recapitalisation Proposal 

(Refer to Section 7.1 for further detail) 

Disadvantages of the Recapitalisation Proposal 

(Refer to Section 7.2 for further detail) 

 The consideration of $0.002 per Share being paid by 
Penta exceeds our assessed fair value of the Shares on a 
control basis of $nil. Accordingly, the value of the 
Recapitalisation Proposal is considered to be fair. 

 The Recapitalisation Proposal increases the financial 
strength of the Company. 

 The Recapitalisation Proposal will potentially lead to the 
re-quotation of AAT Shares on the ASX and hence the 
ability of all shareholders to sell their Shares in the 
Company and achieve some form of liquidity. 

 Access to Penta and its directors, who may be able to 
bring a transforming transaction for the Company.  

 The Recapitalisation Proposal will result in a significant 
dilution of the voting and equity interests of Non-
associated Shareholders. This may lead to future 
liquidity issues, as the shares will be very tightly held. 

Implications for Non-associated Shareholders of Rejecting the Recapitalisation Proposal 

The Company currently has no meaningful business or assets and the Shares are suspended from trading on the 
ASX. 

The key implications for Non-associated Shareholders of AAT of rejecting the Recapitalisation Proposal are set out 
below: 

 the current key asset of the Company is considered to have no value; 
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 the Company is in need of funds in order to continue to operate and pursue new opportunities.  Without 
funds, the Company faces the prospect of being wound-up with no return to the Non-associated Shareholders; 
and 

 rejection of the Penta Issue will mean that the Company will not have access to the funds from Penta and 
ultimately may need to be wound-up, unless alternative funding is found. 

In view of the above, it is our opinion, that the overall advantages exceed the disadvantages of the Recapitalisation 
Proposal and that the Non-associated Shareholders would be more advantaged if the Recapitalisation Proposal 
was implemented, in the absence of any superior alternative offer, of which we are unaware. 

Requirement for an Independent Expert’s Report 

This Report has been prepared to assist the independent Directors of the Company to satisfy their responsibilities 
in relation to Section 606 and Section 611 (7) of the Corporations Act (Cth) (“Corporations Act”) – which relates to 
Penta’s increase of voting power in AAT as a result of the Recapitalisation Proposal. 

Section 606 prohibits a person acquiring a relevant interest in voting securities of a listed entity (or an unlisted 
entity with more than 50 members) if the acquisition would increase a person’s voting power in the entity above 
20%. If the Recapitalisation Proposal proceeds, Penta will increase its shareholding in the voting shares in AAT to 
95%. Accordingly, approval from Non-associated Shareholders will be required under Section 611(7). 

Section 611(7) of the Corporations Act states that a resolution by members of a company in relation to a 
shareholder increasing its interest in the voting shares in the company over 20%, must be accompanied by all 
information known to the person proposing to make the acquisition that was material to the decision on how to 
vote on the resolution.  

This Report also has been prepared to accompany the Documents to be sent to Shareholders to assist them in 
deciding how to vote in relation to the Recapitalisation Proposal. 

Further details of the above regulatory requirements can be found in Section 1.3 below. 

Other matters 

Summary 

This section sets out a summary of our conclusions. Non-associated Shareholders should read our complete 
Report, which accompanies the Documents, which sets out in full the purpose, scope, sources of information, basis 
of evaluation, limitations, analysis and our findings. 

Scope, limitations and use of this Report 

The scope of the procedures undertaken in preparing this Report does not include verification work nor constitute 
an audit or review in accordance with Australian Auditing and Assurance Standards. 

This Report was prepared in accordance with APES 225 Valuation Services issued by the Accounting Professional 
and Ethical Standards Board Limited. 

This Report has been prepared at the request of and for the benefit of the independent Directors of AAT and for 
the benefit of the Non-associated Shareholders of AAT. The Report was not prepared for any purpose other than 
that stated in this Report. 

Full details of the scope, limitations and other qualifications to this Report are set out in Section 2. 

Investors’ individual circumstances 

Our analysis has been undertaken, and our conclusions are expressed, at an aggregate level. LCF has not 
considered the effect of the Recapitalisation Proposal on the particular circumstances of individual Non-associated 
Shareholders.  Some individual Non-associated Shareholders may place a different emphasis on various aspects of 
the proposal from that adopted in this Report.  Accordingly, individual Non-associated Shareholders may reach 
different conclusions as to whether or not the proposal is fair and reasonable in their individual circumstances.  As 
the decision of individual Non-associated Shareholders in relation to the Recapitalisation Proposal may be 
influenced by their particular circumstances (including their taxation position), Non-associated Shareholders are 
advised to seek their own independent advice. 
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Financial Services Guide 

A financial services guide is attached to this Report. 

Yours faithfully 

 

 

 

 

 
Vince Fayad     Peter Cornell 
Director      Director 
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1. The Recapitalisation Proposal 

1.1. Overview 

On 24
th

 September 2013, AAT received a proposal from Penta for the recapitalisation of the Company (the 
Recapitalisation Proposal). The Recapitalisation Proposal consists of the following elements: 

a) Share Consolidation of AAT’s Shares on a 1:100 basis; 

b) the Capital Raising consisting of the issue of 194 million Shares to Penta (i.e the Penta Issue) and 6 

million Shares to sophisticated, professional or other exempt investors to raise $400,000 in total 

(including the conversion of the Converting Loan – see point (c) below). The Capital Raising will result 

in Penta increasing its shareholding in AAT to 95% (currently 0%); 

c) the conversion of the $40,000 converting loan into 76,923 Shares (on a post-Share Consolidation basis) 

in AAT. These Shares will form part of the 194 million Shares to be issued to Penta as described in 

point (b) above; 

d) the conversion of the Dayton Loan into 442,308 Shares (on a post-Share Consolidation basis) in AAT; 

and 

e) the Directors Appointment. 

1.2. Shareholder Approval Required 

The elements of the Recapitalisation Proposal are subject to a number of Shareholder approvals which are 
to be considered at AAT’s General Meeting (“GM”).  This Report has been prepared in relation to the 
approval of the Penta Issue. 

Details of the Recapitalisation Proposal are set out in the Documents accompanying this Report. 

1.3. Section 606 of the Corporations Act 

Section 606(1) of the Corporations Act prohibits a person acquiring a relevant interest in voting securities 
of a listed entity if the acquisition would increase a person’s voting power in the entity: 

 from 20% or below to more than 20%; or 

 from a starting point that is above 20% and below 90%. 

If the Penta Issue proceeds, then Penta will increase its holding of AAT voting securities from 0% to 95%. 

Sub-section 611(7) of the Corporations Act (“s611 (7)”) allows a transaction prohibited by s606 (1) to be 
approved by shareholders not having an interest in the transaction (i.e. Non-associated Shareholders).  
Accordingly, approval by Non-associated Shareholders of the Penta Issue is being sought by Resolution3, 
pursuant to ss611 (7).   

1.4. Requirement for an independent expert report 

There is no requirement under s611 (7) for an independent expert report in relation to the Penta Issue.  
However, s611 (7) requires that notice of a resolution by members of a company in relation to a 
shareholder increasing its voting interest in the company over 20%, must be accompanied by all 
information know to the person proposing to make the acquisition that is material to the decision on how 
to vote on the resolution. 

The independent directors of AAT have requested that LCF prepare this Report to assist them and Non-
associated Shareholders in relation to their assessment of the Penta Issue. 

1.5. Impact on Shareholder Interests 

The completion of the Recapitalisation Proposal and in particular, the Penta Issue, will have a material 
impact on the Non-associated Shareholders’ voting and equity participation interests in AAT. 

In summary we note the following: 
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 Penta currently holds a nil voting and equity interest in AAT; and 

 should the Recapitalisation Proposal be implemented, Penta’s voting and equity interest in AAT will 
increase from 0% to 95%. 

2. Purpose of the Report 

2.1. Introduction  

The Report is to accompany the Documents to be provided to the Non-associated Shareholders of AAT 
and has been prepared to assist the Directors in fulfilling their obligation to provide the Non-associated 
Shareholders with full and proper disclosure to enable them to assess the merits of the Recapitalisation 
Proposal and in particular, the Penta Issue and to decide whether to agree by resolution to the 
Recapitalisation Proposal. 

2.2. Scope 

The scope of the procedures we undertook in forming our opinions was limited to those procedures we 
believe are required in order to form our opinion.  Our procedures did not include verification work nor 
constitute a review, audit or other assurance engagement in accordance with Australian Auditing and 
Assurance Standards. 

The assessment of whether the Recapitalisation Proposal is “fair” and “reasonable” necessarily involves 
determining the “fair market value” of various securities, assets and interests. 

By its very nature, the formulation of a valuation assessment necessarily contains significant uncertainties 
and the conclusions arrived at in many cases will be subjective and dependent on the exercise of 
individual judgement.  There is therefore no indisputable value, and we normally express our opinion as 
falling within a likely range. 

2.3. Valuation Date 

The valuation assessment and our opinion is made as at 31 August 2013 (“Valuation Date”). 

2.4. Limitations 

2.4.1. Use of Report 

This report has been prepared at the request of and for the benefit of the independent directors of AAT 
and for the benefit of the Non-associated Shareholders of AAT.  This Report was not prepared for any 
purpose other than that stated in this Report. 

LCF does not accept any responsibility to any person other than the independent directors and Non-
associated Shareholders of AAT or for the use of the Report outside the stated purpose without the 
written consent of LCF.  Except in accordance with the stated purpose, no extract, quote or copy of our 
Report, in whole or in part, should be reproduced without our written consent, as to the form and context 
in which it may appear. 

The statements and opinions contained in this Report are given in good faith and are based upon LCF’s 
consideration and assessment of information provided by the Directors, executives and management of 
AAT. 

LCF has provided its consent to the Report accompanying the Documents.  Apart from the Report, LCF is 
not responsible for the contents of the Documents, or any other document or announcement associated 
with the Recapitalisation Proposal.  LCF acknowledges that its Report may be lodged with regulatory 
bodies. 

Approval or rejection of the Recapitalisation Proposal is a matter for individual Non-associated 
Shareholders based on their expectations as to the value and future prospects of AAT and Penta, market 
conditions and their particular circumstances, including risk profile, liquidity preference, portfolio strategy 
and tax position.  Non-associated Shareholders should carefully consider the Documents.  Non-associated 
Shareholders who are in doubt as to the action they should take in relation to the Recapitalisation 
Proposal should consult their professional adviser. 
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2.4.2. Reliance on Information 

This Report is based upon financial and other information provided by AAT and Penta.  LCF has considered 
and relied upon this information.  LCF believes the information provided to be reliable, complete and not 
misleading, and we have no reason to believe that any material facts have been withheld. 

The information provided has been evaluated through analysis, inquiry and review for the purpose of 
forming our opinion. The procedures adopted by LCF in forming our opinion may have involved an 
analysis of financial information and accounting records. This did not include verification work nor 
constitute an audit or review in accordance with Australian Auditing and Assurance Standards and 
consequently does not enable us to become aware of all significant matters that might be identified in an 
audit or review. Accordingly, we do not express an audit or review opinion. 

It was not LCF’s role to undertake, and LCF has not undertaken, any commercial, technical, financial, legal, 
taxation or other due diligence, or other similar investigative activities in respect of the Recapitalisation 
Proposal.  LCF understands that the Directors have been advised by legal, accounting and other 
appropriate advisors in relation to such matters, as necessary.  LCF does not provide any warranty or 
guarantee as to the existence, extent, adequacy, effectiveness and/or completeness of any due diligence 
or other similar investigative activities by the Directors and/or their advisors. 

An opinion as to whether a corporate transaction is “fair” and/or “reasonable” is in the nature of an 
overall opinion, rather than an audit or detailed investigation and it is in this context that LCF advises that 
it is not in a position, nor is it practical for LCF, to undertake such an extensive verification exercise. 

It is understood that, except where noted, the accounting information provided to LCF was prepared in 
accordance with generally accepted accounting principles (including adoption of Australian Equivalents to 
International Financial Reporting Standards) and prepared in a manner consistent with the method of 
accounting used by AAT in previous accounting periods. 

In accordance with normal practice, prior to finalising the Report, we confirmed facts with the Directors.  
This was undertaken by means of providing the client with a draft report.  LCF obtained a representation 
letter from the client confirming that, to the best knowledge of the client, the information provided to, 
and relied upon by, LCF was complete and accurate, and that no significant information essential to the 
Report was withheld. 

AAT has agreed to indemnify LCF and Lawler Partners and their partners, directors, employees, officers 
and agents (as applicable) against any claim, liability, loss or expense, costs or damage, arising out of 
reliance on any information or documentation provided to LCF by the client, which is false and misleading 
or omits any material particulars, or arising from failure to supply relevant documentation or information. 

2.5. Current Market Conditions 

Our opinion is based on economic, market and other conditions prevailing at the Valuation Date.  Such 
conditions can change significantly over relatively short periods of time.  Changes in those conditions may 
result in any valuation or other opinion becoming quickly out dated and in need of revision.  LCF reserves 
the right to revise any valuation or other opinion in the light of material information existing at the 
Valuation Date that subsequently becomes known to LCF. 

2.6. Sources of Information 

Appendix 2 identifies the information referred to, and relied upon, by LCF during the course of preparing 
this Report and forming our opinion. 

2.7. Fair market value 

For the purposes of our opinion, the term “fair market value” is defined as the price that would be 
negotiated in an open and unrestricted market between a knowledgeable, willing, but not anxious 
purchaser, and a knowledgeable, willing, but not anxious vendor, acting at arm’s length. 
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2.8. Special value 

We have not considered special value in forming our opinion as to whether the Recapitalisation Proposal 
is “fair”.  Special value is the amount that a potential acquirer may be prepared to pay for an asset in 
excess of the fair market value.  This premium represents the value to the particular potential acquirer of 
various factors that may include potential economies of scale, reduction in competition, other synergies 
and cost savings arising from the acquisition under consideration not available to likely purchasers 
generally.  Special value is not normally considered in the assessment of fair market value as it relates to 
the individual circumstances of special purchasers. 

2.9. Assumptions 

In forming our opinion, we made certain assumptions, including: 

 other than as publicly disclosed, all relevant parties have complied, and will continue to comply, with 
all applicable laws and regulations and existing contracts are in good standing, and will remain so 
and there is no alleged or actual material breach of the same or dispute in relation thereto 
(including, but not limited to, legal proceedings), and that there has been no formal or informal 
indication that any relevant party wishes to terminate or materially renegotiate any aspect of any 
existing contract, agreement or material understanding; 

 that matters such as retention of key personnel and ownership of assets are in good standing, and 
will remain so; 

 any public information used in relation to AAT and Penta and any other publicly available 
information relied on by us, is accurate and not misleading and up to date; 

 information in relation to the Recapitalisation Proposal that is distributed to Shareholders, or any 
information issued by a statutory body is complete, accurate and fairly presented in all material 
respects; 

 the legal mechanisms required to implement the Recapitalisation Proposal are valid and effective; 
and 

 if the Recapitalisation Proposal is implemented, it will be implemented in accordance with the draft 
transaction documents provided to us. 

2.10. Basis of Assessment 

2.10.1. The Tests to be applied 

In preparing this Report we considered the Regulatory Guides issued by ASIC and in particular, Regulatory 
Guide 76 Related Party Transactions (“RG76”) and Regulatory Guide 111 Content of Expert Reports 
(“RG111”). 

2.10.2. Fair and Reasonable 

RG 111 indicates that, in the contents of a “control transaction”, the words “fair” and “reasonable”’ 
establish two distinct criteria: 

 is the offer “fair”; and 

 is it “reasonable”. 

RG 111 states that: 

 an offer is considered “fair” if the value of the offer price or consideration is equal to or greater than 
the value of the securities that are the subject of the offer.  The comparison should be made 
assuming 100% ownership of the target company irrespective of whether the consideration offered 
is scrip or cash and without consideration of the percentage holding of the offeror or its associates in 
the target company; and 
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 an offer is considered “reasonable” if it is “fair”.  If the offer is “not fair” it may still be reasonable 
after considering other significant factors which justify the acceptance of the offer in the absence of 
a higher bid.  ASIC has identified the following factors which an expert might consider when 
determining whether an offer is reasonable: 

o the offeror’s before existing entitlement, if any, in the shares of the target company; 

o other significant shareholding blocks in the target company; 

o the liquidity of the market in the target company’s securities; 

o taxation losses, cash flow or other benefits through achieving 100% ownership of the target 
company; 

o any special value of the target company to the offeror, such as particular technology and the 
potential to write of outstanding loans from the target company; and 

o the value to an alternative offeror and likelihood of an alternative offer being made. 

LCF has undertaking the following in assessing each element of the Recapitalisation Proposal:  

Fairness 

Collectively, the Non-associated Shareholders will own no more than 5% of the Company after the 
Recapitalisation Proposal, assuming that it is implemented.  Accordingly, control of the Company will be 
transferred to Penta.  Accordingly, for the purposes of this Report, we have assessed the Recapitalisation 
Proposal as “a control” transaction. 

In view of the above conclusion, for the purposes of Recapitalisation Proposal, LCF has compared: 

 the value of the Company on a controlling interest basis prior to the Recapitalisation Proposal as at 
the Valuation Date; with 

 the value of the Company immediately following the Recapitalisation Proposal, assuming that it is 
approved, on a minority interest basis. 

Where the latter value exceeds the former value, the Penta Issue and Recapitalisation Proposal will be 
assessed to be “fair” to the Non-associated Shareholders as a whole.  Conversely, where the latter value is 
less than the former value, the Penta Issue and Recapitalisation Proposal will be assessed to be “not fair” 
to the Non-associated  Shareholders as a whole. 

Reasonable 

Under RG 111, the Penta Issue and Recapitalisation Proposal will be “reasonable” if they are “fair”.  They 
may also be “reasonable” if, despite being “not fair”, there are sufficient reasons for security holders to 
approve the Penta Issue and Recapitalisation Proposal in the absence of any better opportunities at the 
time of voting. 

Having regard to the factors listed by ASIC under RG 111.12, the following factors have been considered in 
our assessment of reasonableness of the Penta Issue and Recapitalisation Proposal: 

 pre-existing voting power in securities of AAT and other significant security holding blocks in AAT; 

 the liquidity of the market in AAT’s securities; 

 taxation losses, cash flow or other benefits of Recapitalisation Proposal; 

 any special value of the Recapitalisation Proposal to the bidder; 

 the likely market price of AAT Shares if the Penta Issue and Recapitalisation Proposal is unsuccessful; 
and 

 the value of AAT to an alternative party and likelihood of an alternative offer being made. 

Given the inter-dependency of the elements of the Recapitalisation Proposal, we will assess the 
reasonableness in overall terms. 
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3. Profile of AAT Corporation Limited 

3.1. Background 

AAT was incorporated in 1985 and is headquartered in Sydney Australia.  AAT was previously known as 
Autron Corporation Limited.  It currently holds an exclusive sub-license to mine, process and sell all gold, 
silver and lead (“Sub-licence”) in the region of Sinhung which is situated in the Ming Tai Valley, Ying Xiong 
Ri, Sinhung City, South Hamgyang Province, Democratic People’s Republic of Korea (“DPRK” or “North 
Korea”). 

AAT historically invested in the electronic manufacturing service industry with operating subsidiaries 
throughout the Asia Pacific region. 

During the last six months as at the date of this Report, the Board of Directors have been seeking out 
opportunities for the Company as step towards obtaining the re-quotation of its shares on the ASX.  On 22 
August 2013, the Recapitalisation Proposal was announced.  Set out below is a profile of the proposed 
new AAT Directors to be appointed under the Directors Appointment. 

Table 1: Newly Appointed Directors of AAT 

Newly Appointed 
Directors 

Background 

Mr Kasudjono Harianto Mr Kasudjono Harianto has over 25 years experience in management and operations in 
Indonesian natural resources. Mr Harianto is a qualified engineer.  

Mr Harianto has been Managing Director in his family timber business in Indonesia, 
which was the first concession in Kalimantan to be certified by independent auditor as a 
Sustainable Forest Management Unit Production in 2010 

Mr Harianto is also a Director of IndoNoble Pte Ltd, a Singapore investment holding and 
management company for various mining businesses in Indonesia and Asia. He is 
currently involved on the operational aspects of  nickel, gold, iron ore and copper 
projects in Indonesia. 

He is a current director of ASX listed VGP Corporation Limited. 

Mr Harianto holds a Bachelor of Science in Industrial System Engineering, from University 
of Southern California, CA, USA. 

Mr Yuen Loke (Alex) 
Chin 

Mr. Alex Chin has over 30 years experience in banking, investments, and mining.   
Prior to serving as a Director of a mining company listed in the TSX (Toronto Stock 
Exchange) in 2000. Mr. Chin worked in the banking industry for 19 years for global 
financial institutions including Credit Suisse, Standard Chartered Bank, BNP and CIBC 
handling project finance, corporate lending, and wealth management in Canada, Hong 
Kong and Singapore.   
Mr. Chin is currently a Director of a manufacturing company listed on the Jakarta Stock 
Exchange, and holds board positions in 2 mining companies listed on the ASX.   
Mr. Chin has a degree in Economics from the University of Western Ontario, Canada. 

Mr Greg Cornelsen Mr Greg Cornelsen is an independent Director of the Company.  He has extensive public 
company experience. He is a director of ASX listed Blueglass Ltd, Arasor International Ltd 
and VGP Corporation Ltd. 

Mr Bruce Garlick Mr Bruce Garlick is a proposed director under the Recapitalisation Proposal. He has more 
than 25 years international experience in the mining and engineering industries.  

He is currently a member of CPA Australia and a Fellow of the Chartered Institute of 
Secretaries. He has held senior positions in mining and oil companies in Australia, China, 
Southern and Western Africa, Europe and the USA including Normandy Mining (now 
Newmont Mining), Platinum Australia, Fox Resources (as CFO and CEO) and MI Energy 
(China) (as CFO).  

Mr Garlick has extensive experience with corporate governance, financial regulations and 
has secured complex funding deals exceeding USD$150m for a large project in China. 
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3.2. DPRK Sinhung Gold, Silver & Lead Deposit Sub-licence 

AAT holds the Sub-Licence granted by TG Mining Company Pte Limited (“TGM”), which, in turn, holds the 
sole and exclusive licence from TG Mining Limited (“TGBVI”).  TGBVI was formed to act as a joint venture 
company between: 

 National Resources Development and Investment Corporation of the Democratic People’s Republic 
of Korea (“NRDIC”), the official government agency charged with the responsibility to attract direct 
foreign investment; and 

 TTS Resources Limited (“TTS”); 

TGBVI was to be authorised and approved to conduct the business of exploring for, mining, processing, 
extracting, and selling all gold and precious minerals as well as any other minerals, elements and ores 
obtained while mining for gold. 

According to AAT Management, TTS and NDRIC have an ongoing project known as the Sinhung Gold 
Project.   

The cost of the Sub-Licence to AAT was $250,000.  We understand that there has been no feasibility study 
conducted nor was there a Joint Ore Reserves Committee (“JORC”) standard sampling due to lack of 
funds.  This project has been stalled for the last 12 months, with the failure to raise further seed capital. 

Set out below is the diagram which illustrates the joint venture and licence arrangement: 

Figure 1:  Joint Venture and License Arrangement Structure 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

National Resources Development 
and Investment Corporation 

(“NRDIC”) 

TTS Resources Limited                             
(“TTS”) 

TG Mining Limited                               
(“TGBVI”) 

TG Mining Company Pte Limited             
(“TGM”) 

AAT Corporation Limited                        
(“AAT” or the “Company”) 

Sub-licence granted to 

Sole and exclusive 
licence granted to 

Joint venture 

Source: Management of AAT; 
LCF analysis 
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AAT is bound by the terms of the Sub-Licence contracts, details of which are set out below: 

Table 2:  Key Terms of Sub-Licence to Extract Minerals 

Term Details 

Main Licensor TGBVI 

Licensee and Sub-Licensor TGM 

Sub-Licensee AAT 

Commencement Date 8 August 2012 

Term 25 years 

Consideration AAT to issue and deliver to TGM shares of AAT listed on either or both of the 
ASX or Singapore Stock Exchange (“SGX”), and TGM in turn will deliver such 
shares to TGBVI or its nominees. 

Governing Law and Jurisdiction Operations shall be conducted in compliance with all laws and regulations of 
DPRK 

3.3. Historical Statements of Financial Position  

The historical unaudited consolidated statement of financial position of AAT as at 30 August 2013 is set 
out in the table below: 

Table 3:  AAT Historical Consolidated Statement of Financial Position 

 
  

ASSETS

Cash and cash equivalents 1,000                               

Sub-license 250,000                         

TOTAL ASSETS 251,000                         

LIABILITIES

Trade Creditors 210,000                         

Loan - Penta 40,000                            

Loan - Dayton Way Financial Pty Limited 230,000                         

TOTAL LIABILITIES 480,000                         

NET ASSETS ( 229,000)

EQUITY

Issued Capital 79,076,870                 

Retained Earnings ( 79,076,870)

SHAREHOLDERS EQUITY ( 229,000)

As at                             

31 August 2013 

(Management 

Accounts)
$

Source: Management of AAT; LCF Analysis
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3.4. Capital structure 

As at 31 August 2013, AAT had the following Shares on issue: 

Table 4: Shares on Issue 

 

The number of Shares on issue set out above is before completion of the proposed Share Consolidation.  
On completion of the proposed Share Consolidation on a 1:100 basis, AAT will have 3,658,679 Shares on 
issue. 

3.5. AAT Security Trading Analysis 

AAT was suspended from trading on the ASX on 1 March 2010, and will not recommence trading until all 
the resolutions of the Recapitalisation Proposal are passed and until AAT complies with Chapters 1 & 2 of 
the ASX Listing Rules. 

Set out below are the available historical share trading prices of AAT prior to suspension. AAT shares 
traded at its historical lowest price in the period analysed on 25 February 2009 at $0.99. 

Figure 2: AAT Share Trading Analysis 

 

 

 

  

Issued Ordinary Shares 365,867,939                   

Source: Notice of General Meeting of Shareholders and Explanatory Statement

Description Number
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4. Profile of the Penta Group 

4.1. Background 

Penta is a private Singapore based company, that specialises in natural resources in the Asia-Pacific 
region.  

Penta is currently involved in investments in mining assets (and oil and gas) in Australia, south east Asia 
and Mongolia.  It has strong relationships in the Asian mining and oil industry, both multinationals and 
private.  

Penta has the technical and financial capacity to sources top quality mining deals. It is part of the larger 
Indo Noble Group  which has office in Singapore and Jakarta and has assets in excess of $100m. 

The above material does not provide a great deal of background on Penta or the new directors. 
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5. Economic Overview – Democratic People’s Republic of Korea 

5.1. Background 

North Korea, officially the Democratic People’s Republic of Korea (“DPRK”) is located in East Asia, in the 
northern bulk of the Korean Peninsula. 

Due to the guiding doctrine of a self-reliant development strategy (Juche), there is much emphasis on 
developing the heavy and agriculture industries. The country is slowly inviting and attracting foreign 
companies with an appetite for risk and a tolerance for government interference. This includes the 
Chinese, South Korean, and about 30 European companies investing in copper and gold mines, production 
factories and internet services.  North Korea has been increasingly inviting not only to China but also the 
wider Western World to invest in its economy.  Chinese companies have signed a number of multimillion-
dollar contracts to extract resources and build and repair infrastructure, such as making port 
improvements and paving roads to link China. 

According to the United Nations Conference on Trade and Development, total accumulated foreign 
investment in North Korea reached $1.475 billion in 2010, up from $1.437 billion the previous year.  Set 
out below is the estimated foreign direct investment inflows into North Korea from 2007 to 2012: 

Figure 3: Estimated Foreign Direct Investments into North Korea 

 

The drop in foreign investment into North Korea in 2008 and 2009 is explained by the drawback of funds 
by the Chinese.  However, increasingly since 2009, the country has attracted more international 
investment.  It has also been reported by Samsung Economic Research Institute, that approximately $6.5 
billion of projects involving Chinese infrastructure companies is in planning stages in relation to new ports, 
highways, and power plants. 

5.2. Mining 

The mining industry is one of the most important components of North Korea’s economy with minerals 
being its most exported commodity.  Mining and manufacturing accounted for 34.6% of North Korea’s 
GDP in 2008. 

The country hosts sizeable deposits of more than 200 different minerals. Of those mineral resources 
identified, deposits of coal, iron ore, magnetite, gold ore, zinc ore, copper ore, limestone, molybdenite, 
and graphite are the largest and all have the potential for the development of large-scale mines. In gold 
alone, the nation is estimated to hold around 2 million metric tonnes of reserves. 
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North Korea’s mining policies are aimed at increasing mine production, exploration of new mineral 
resources, and modernisation of its mining technology. However, mining operations remain very low with 
restricted financial assistance, acute electricity shortages and antiquated mining infrastructure. 

Foreign companies, particularly China, Japan, the United States, and the United Kingdom have 
participated in about 25 mining projects in North Korea.  Amongst these projects, only 5 are known to be 
in operation.  It has also been reported by NAPSNet that it is estimated that most of the mines are 
operating at an average of 30% of capacity. 

5.3. Conclusion 

At present, AAT’s only asset is the Sub-Licence for a mining project in North Korea. Whist the above 
information suggests that there may be some prospects for undertaking the mining project, North Korea 
has a great deal of risk associated with it and it has one of the highest sovereign risk rankings in the world.  
Accordingly, a great deal of risk and uncertainty attends the Sub-Licence arrangement and adversely 
impacts its value. 
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6. Assessment of Recapitalisation Proposal 

6.1. Approach 

As set out in Section 2.10 above, we compared: 

 the assessed fair market value of the Company on a control basis prior to the Penta Issue; with 

 the assessed fair market value of the Company immediately following the Penta Issue and taking into 
account the full effects of the Recapitalisation Proposal, assuming that it is approved, on a minority 
basis. 

In order to assess whether the Recapitalisation Proposal is reasonable, we have considered whether the 
Recapitalisation Proposal is “fair” and if it is not, whether we consider that there are sufficient reasons for 
the Non-associated Shareholders of AAT to accept the Recapitalisation Proposal.  This assessment has 
largely been undertaken by considering whether in our opinion, the advantages of the Recapitalisation 
Proposal sufficiently outweigh its disadvantages for the Non-associated Shareholders of AAT. 

6.2. Valuation of AAT Corporation Limited – Prior to the Recapitalisation Proposal 

6.2.1. Valuation Methodology 

In selecting an appropriate methodology to estimate the equity value of AAT Shares, we considered 
common market practice and the valuation methodologies recommended by RG 111, some of which are 
summarised in Appendix 3. 

In our opinion, the value of net assets approach (“VNA”) is the most appropriate method of valuing the 
Company.  This methodology considers the valuation of the net assets of the Company on a going concern 
basis.  We note that the VNA approach is usually used as a primary valuation technique where businesses 
are not currently making profit but may do so in the future, or where the Discounted Cash Flow (“DCF”) or 
future maintainable earnings (“FME”) methodologies yield a lower value than that of the net assets. 

The VNA approach is also usually used as a primary valuation technique in the case of investment or 
property holding company where there is not active business being carried on. 

Our selection of the VNA valuation method for the Company has been determined after consideration of 
the following: 

 AAT has not reported any earnings since being suspended from trading on the ASX and we are 
advised that there is no prospect of any earnings in the future, without substantial capital 
investment, which would have to be funded.  Accordingly an earnings or cash flow based valuation 
methodology is not appropriate in the case of AAT; 

 as ATT’s shares are currently suspended from trading on the ASX, a valuation based on the 
Company’s share trading prices is not possible (refer to Section 0 above).  Accordingly, we have not 
used this method; and 

 the assets and liabilities of AAT as at the Valuation Date are easily identified and their individual fair 
market values can be reliably determined (excluding the Sub-Licence agreement), suiting an VNA 
based valuation methodology. 

6.2.2. Issued Shares 

As at the Valuation Date and as set out in Section 0 of this Report, the Company had 365,867,939 shares 
on issue (on a pre-Share Consolidation basis) or 3,658,679 Shares on issue on a post-Share Consolidation 
basis. F
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6.2.3. Valuation 

Set out below is a valuation of AAT, (post Share Consolidation but before the Recapitalisation Proposal) on 
a control basis: 

Table 5:   Valuation of AAT (post Share Consolidation but before the Recapitalisation Proposal) 

 

We comment as follows: 

 given that the net assets are negative, a zero value has been adopted; 

 despite the lack of control over the Sub-Licence and the difficulties in confirming the existence of this 
investment and likely cash flows, for the purposes of this section of our Report, we have adopted the 
carrying value and have not adjusted the value of this asset, as any adjustment is likely to result in a 
reduction in the carrying value of the Sub-Licence (which is carried at cost of $250,000 (refer Section 
3.3) and therefore only increase the level of deficiency in the net assets of the Company.  It should 
also be noted that Dayton who financed the Sub-Licence have agreed to convert the Dayton Loan 
into 442,308 Shares (post consolidation).  In our opinion, the conversion of  Dayton Loan into 
442,308 Shares is indicative as to the likely relative low value of the  Sub-Licence; 

 AAT does not have available a formal valuation of the Sub-Licence and we have not sought to obtain 
a formal valuation for the purposes of this Report, given the uncertain nature of the ownership and 
future prospects of the Sub-Licence. 

The fact that Dayton, which introduced the asset to AAT and initially funded it, has agreed to 
capitalise its loan for nominal consideration is, in our view, a good indication that the value of the 
asset is nominal; 

 The book value all other liabilities have been assumed to be at fair value. No adjustment for the 
additional costs of relisting the Company has been taken into consideration (which, again, would 
only increase the level of deficiency in the net assets of the Company); andIn view of the uncertain 
nature of the ownership and future prospects of the Sub-Licence, our approach has been to adopt 
the carrying value in the calculation of the control value (refer Table 5) but reduce the adopted value 
to $nil in the minority value for the purposes of fairness assessment.  This is considered to be a 
conservative approach from the viewpoint of the Non-associated Shareholders. 

6.2.4. Valuation Conclusion 

Based on our assessment above, we are of the view that the fair market value of an AAT share (on a 
control basis and post the Share Consolidation, but before the Recapitalisation Proposal) is $nil per Share. 

  

Net Assets as at Valuation Date Section 3.3 ( 229,000)

Ordinary Shares on Issue as at 30 June 2013

(Post Conversion of Dayton Loan & Post-Share 

Consolidation on a 1:100 Basis) Section 6.2.2 3,658,679                

Equity Value Per Share                                                                        

(Control Basis, Post Consolidation Basis) 0.0000

Source: Management of AAT; Notice of General Meeting of Shareholders and Explanatory 

Statement; LCF Analysis

Report Section 

Reference

As at the              

Valuation Date
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6.3. Valuation of AAT Corporation Limited – Post to the Recapitalisation Proposal 

6.3.1. Valuation Methodology 

The immediate effect of the Recapitalisation Proposal is to simply reduce outstanding indebtedness (the 
Dayton Loan and correspondingly increase issued equity) and increase the level of cash in the Company, 
some of which is used to pay expenses and debt repayments.  Accordingly, for the purposes of this 
Report, we have adopted the same valuation methodology as that in Section 6.2.1 above for the purposes 
of assessing the value of the Company post the Recapitalisation Proposal. 

6.3.2. Pro-forma Balance Sheet as at Valuation Date 

For the purposes of determining the fair value of AAT post the Recapitalisation Proposal, we have 
constructed the following pro-forma balance sheet for AAT as at the Valuation Date:  

Table 6:  Pro-Forma Balance Sheet of AAT as at 31 August 2013 

 

The following key assumptions have been made in formulating the pro-forma balance sheet of AAT as at 
the Valuation Date: 

 the pro-forma balance sheet has been prepared assuming the completion of the Recapitalisation 
Proposal; 

 payments of outstanding creditors totalling $210,000 is effected; and 

 costs associated with the Recapitalisation Proposal are $25,000. 

Set out below are notes accompanying the above pro-forma balance sheet: 

ASSETS

Cash and cash equivalents 1 1,000 125,000 126,000

Intangible Assets 2 250,000 (250,000)  -

TOTAL ASSETS 251,000 (125,000) 126,000

LIABILITIES

Trade Creditors 3 210,000 (210,000)  -

Loan - Penta 4 40,000 (40,000)  -

Loan - Dayton Way Financial Pty Limited 4 230,000 (230,000)  -

TOTAL LIABILITIES 480,000 (480,000)  -

NET ASSETS (229,000) 355,000 126,000

EQUITY

Issued Capital 5 79,076,870 605,000 79,681,870

Retained Earnings 2 (79,305,870) (250,000) (79,555,870)

TOTAL EQUITY (229,000) 355,000 126,000

Source: Management of AAT; LCF Analysis

Valuation Date                 

(Pro Forma)

$'000

Valuation Date 

(Management 

Accounts)

Note
Pro-Forma 

Adjustments
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Note 1: Cash & Cash Equivalents 

Table 7: Note 1 to the Pro-Forma Balance Sheet – Cash & Cash Equivalents 

 

Note 2: Intangible Assets and Retained Earnings 

Due to the lack of documentation that supports the Sub Licence arrangement, the political uncertainty in 
North Korea and the fact that Dayton agreed to capitalise its loan for a minimal amount, we have reduced 
the value of this asset by the full carrying amount, namely $250,000. This is supported by our observation 
in Section 6.2.3. 

Note 3: Trade Creditors 

Trade creditors of AAT have been assumed to be paid in full from funds received as a result of the Penta 
Issue. 

Note 4: Penta and Dayton Loans 

The $40,000 (face value) Converting Loan from Penta has been capitalised into 76,923 Shares in AAT (on a 
post-Share Consolidation basis) as part of the Penta Issue. 

The $230,000 (face value) Dayton Loan has been capitalised into 442,308 Shares in AAT (on a post-Share 
Consolidation basis) as part of the Recapitalisation Proposal. 

  

Cash and  cash equivalents as at 31 August 2013 (a) 1,000

Shares to be issued to Penta 194,000,000

Shares to be issued to other sophisticated, professional or 

other exempt investors 6,000,000

Total Shares to be issued 200,000,000

Issue price 0.002

Total proceeds received from  Recapitalisation Proposal (b) 400,000

Less: Capital raising proceeds not received as a result of 

conversion of the Converting Loan (c) (40,000)

Less: Costs of the Recapitalisation Proposal (d) (25,000)

Less: Repayments to Creditors (e) (210,000)

Pro-forma cash and cash equivalents
(a)+(b)+(c)              

+(d)+(e)
126,000

Net movement 125,000

Source: Management of AAT; Notice of General Meeting of Shareholders and Explanatory 

Statement; LCF Analysis

Note 1: Cash & Cash Equivalents Note
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Note 5: Issued Capital 

Table 8:  Note 5 to the Pro-Forma Balance Sheet – Issued Capital 

 

6.3.3. Pro-forma Issued Capital 

Below is the pro-forma issued capital of the Company assuming the completion of the Recapitalisation 
Proposal: 

Table 9: Summary of Issued Shares – Post-Recapitalisation Proposal 

 

 
  

Issued shares as at Valuation Date Section 3.4 79,076,870 3,658,679

Shares to be issued on conversion of Dayton Loan Section 1.1 230,000 442,308

Shares to be issued to sophisticated, professional and 

exempt investors under the Recapitalisation Proposal Section 1.1 12,000 6,000,000

Shares to be issued to Penta on conversion of Converting 

Loan Section 1.1 40,000 76,923

Remaining number of shares to be subscribed to Penta 

under the Recapitalisation Proposal Section 1.1 348,000 193,923,077

Costs of the Recapitalisation Proposal Section 6.3.2 (25,000)  -

TOTAL 79,681,870 204,100,987

Net movement 605,000 200,442,308

Source: Notice of General Meeting of Shareholders and Explanatory Statement; LCF Analysis

$Note 5: Issued Capital
Report Section 

Reference

Number of                      

Shares

Total number of Shares currently on issue (post-Share 

Consolidation and pre-Recapitalisation Proposal) Section 3.4 3,658,679                   1.79%

Shares to be issued on conversion of the Dayton Loan Section 1.1 442,308                       0.22%

Shares to be issued to sophisticated, professional and 

exempt investors under the Capital Raising Section 1.1 6,000,000                   2.94%

Shares to be subscribed to Penta under the Recapitalisation 

Proposal including Shares to be issued on conversion of the 

Converting Loan Section 1.1 194,000,000             95.05%

Fully paid ordinary shares (post-Recapitalisation Proposal) 204,100,987             100.00%

Source: Notice of General Meeting of Shareholders and Explanatory Statement; LCF analysis

%
Report Section 

Reference
NumberDescription
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6.3.4. Valuation 

Based on the above, we set out below our valuation of AAT on a control basis, following the 
implementation of the Recapitalisation Proposal: 

Table 10: Equity Valuation of AAT as at 31 August 2013 – Post-Recapitalisation Proposal 

 

Note 1: Minority Discount 

In arriving at the selected minority discount, we had regard to: 

a) the fact that in the case of Australian publicly listed companies, minority discounts are typically in 
the range of 30% to 40%; and 

b) the fact that following the Recapitalisation Proposal, the level of control that is likely to be enjoyed 
by Penta will be very high (i.e. approximately 95%); 

c) there is no certainty that AAT will be re-admitted for trading on the ASX. 

On this basis, we have selected a minority discount in the range of 30% to 40%.  

6.4. Fairness of the Recapitalisation Proposal 

Based on the above, we have assessed the Penta Issue to be “fair” to the Non-associated Shareholders as 
a whole. Set out below is our analysis: 

Table 11: Fairness assessment of the Penta Issue 

 

 

Low Mid-Point High

Pro-Forma Net Assets as at Valuation Date Section 6.3.2 126,000                    126,000                    126,000                    

Ordinary Shares on Issue as at Valuation Date                   

(Post-Share Consolidation on a 1:100 Basis) Section 6.3.3 204,100,987          204,100,987          204,100,987          

Pro-Forma Equity Value Per Share                                                                        

(Control Basis, Post Consolidation Basis) 0.00062                    0.00062                    0.00062                    

Minority Discount Note 1 -40.00% -35.00% -30.00%

Pro-Forma Equity Value Per Share                                                                        

(Minority Basis, Post Consolidation Basis) 0.00037                    0.00040                    0.00043                    

Report Section 

Reference

Source: Management of AAT; Notice of General Meeting of Shareholders and Explanatory Statement; LCF Analysis

As at 31 August 2013

Low Mid-Point High

AAT Equity Value Per Share as at 31 August 2013                                                                        

(Control Basis, Post-Consolidation Basis, Pre-

Recapitalisation Proposal) Section 6.2.3 0.00000 0.00000 0.00000

AAT Pro-Forma Equity Value Per Share as at 31 August 

2013 (Minority Basis, Post-Consolidation Basis, Post-

Recapitalisation Proposal) Section 6.3.4 0.00037 0.00040 0.00043

Fair / (Not Fair) - $ 0.00037 0.00040 0.00043

Fair / (Not Fair) - % 100.00% 100.00% 100.00%

Source: LCF analysis

As at 31 August 2013

Report Section 

Reference
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7. Reasonableness of the Recapitalisation Proposal  

As our opinion is that the Recapitalisation Proposal is “fair”, RG 111 indicates that the Recapitalisation 
Proposal must also be “reasonable”. 

Despite assessing the Recapitalisation Proposal to be “fair”, we have nonetheless also considered the 
advantages and disadvantages of the Recapitalisation Proposal and these are set out below.  Based on this 
assessment, we have formed the opinion that the Recapitalisation Proposal is also “reasonable” on the 
basis that in our opinion, the advantages of the Recapitalisation Proposal to the Non-associated 
Shareholders as a whole outweigh the disadvantages. 

7.1. Advantages of the Recapitalisation Proposal 

Recapitalisation Proposal would otherwise be fair 

Paragraph 10 of RG 111 requires that our assessment of the Recapitalisation Proposal be undertaken 
assuming 100% ownership of AAT, irrespective of the percentage holding of Penta.  However, if the 
Recapitalisation Proposal was assessed by comparing: 

 the assessed fair value of the Company, post the Recapitalisation Proposal (in the range of $0.00037 
to $0.00043 per Share); with 

 the value per Share being paid by Penta (which is $0.002 per Share), 

Penta is paying more than fair value for the Shares being acquired, having regard to Penta’s likely level of 
control over the Company. 

Recapitalisation Proposal conditional on approval of Recapitalisation Proposal  

The Penta Issue is conditional on each element of the Recapitalisation Proposal being approved. 

The Recapitalisation Proposal will, amongst other things: 

 increase the financial strength, including the cash position, of AAT, through a capital injection of 
$400,000. This will provide AAT with access to funds to: 

 review and develop existing business and new projects; and 

 pay off debts due and improve working capital; and 

 provide AAT with access to an experienced team of new directors. 

Re-quotation of securities on the ASX 

If the Recapitalisation Proposal is completed, AAT will be in a position to seek and pursue opportunities to 
enable the re-quotation of its securities on the ASX. 

Re-quotation on the ASX is subject to the discretion of ASX, which is likely to impose conditions such as 
compliance with Chapter 1 & 2 of the ASX Listing Rules.  No assurance can be made as to whether or in 
what time frame re-quotation may occur or whether the Company will be able to identity suitable 
commercial opportunities to allow for reinstatement.  

Access to experienced directors 

If the Recapitalisation Proposal is completed, AAT will be exposed to an experienced new board of 
directors with experiences in natural resources, including oil and gas and minerals as well as mining 
operations. 

7.2. Disadvantages of the Recapitalisation Proposal 

Dilution of Non-associated Shareholders’ interest in AAT 

Should the Recapitalisation Proposal be implemented, Non-associated Shareholders’ voting and equity 
interests in AAT will be reduced.  This could impact upon the liquidity of AAT Shares should they ever 
resume trading on the ASX in the future. 
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7.3. Implications for Non-associated Shareholders of Rejecting the Recapitalisation Proposal 

In our opinion, in the event the Recapitalisation Proposal was rejected, Non-associated Shareholders of 
AAT would be subject to the following issues: 

 AAT will not benefit from the access to funds to pay its debts and its on-going costs of operations, 
resulting in Non-associated Shareholders facing uncertainty in relation to the future of the Company; 

 Non-associated Shareholders will not benefit from the expertise of the Penta directors; and 

 AAT may not meet requirements to have its securities re-quoted on the ASX.  

7.4. Overall Conclusion 

In our opinion, for the reasons stated above, advantages exceed the disadvantages of the Recapitalisation 
Proposal and therefore it is “reasonable” to the Non-associated Shareholders as a whole.  
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8. Qualifications, Independence and Disclaimer 

8.1. Qualifications 

LCF is the licensed corporate advisory arm of Lawler Partners.  LCF provides advice in relation to all 
aspects of valuations and its personnel have extensive experience in the valuation of corporate entities. 

Mr Vince Fayad B.Bus, CA, is a Director of LCF.  Mr Fayad has been actively involved in the preparation of 
this Report. 

Mr Fayad has over 30 years’ experience in a number of specialist corporate advisory activities including 
company valuations, due diligence investigations, preparation and review of business feasibility studies, 
public company floats, accounting, advising on mergers and acquisitions, advising on independence expert 
reports, preparation of information memoranda and other corporate investigations. 

Mr Peter Cornell B.Com, LLB, is a Director of LCF. Mr Cornell has been involved in the review of this 
Report. 

Mr Cornell has over 30 years’ experience in law, business valuation, corporate planning and corporate 
advisory activities. He has had extensive experience in the areas of preparation and review of 
independent expert’s reports, litigation support activities, business feasibility studies, financial 
investigations, business valuations and due diligence reviews. 

Mr Nick Navarra B.Bus, CA is a Manager of LCF. Mr Navarra assisted Messrs Cornell and Fayad and was 
actively involved in the preparation of this Report. 

Mr Navarra has over 12 years’ experience in accounting, audit and corporate advisory activities including 
business, company and intangible asset valuations, the preparation of independent expert’s reports, due 
diligence reviews, litigation support activities and the provision of advice in relation to merger, acquisition 
and divestment transactions. 

Based on their experience, Messrs Cornell, Fayad and Navarra are considered to have the appropriate 
experience and professional qualifications to provide the advice offered. 

8.2. Independence 

LCF is not aware of any matter or circumstance that would preclude it from preparing this Report on the 
grounds of independence, either under regulatory or professional requirements.  In particular, we have 
had regard to the provisions of applicable pronouncements and other guidance statements relating to 
professional independence issued by Australian professional accounting bodies and ASIC. 

LCF does not have any shareholding in, or other relationship AAT and Penta (including any of their related 
parties or associates) that could be regarded as capable of affecting its ability to provide an unbiased 
opinion in relation to the Recapitalisation Proposal. 

LCF considers itself to be independent in terms of ASIC Regulatory Guide 112 Independence of Experts 
(“RG 112”), issued by ASIC. 

LCF will receive a fee based on the time spent in the preparation of this Report.  LCF will not receive any 
fee contingent upon the outcome of the Recapitalisation Proposal. 

Drafts of this Report were provided to the Directors of AAT and Penta for review of factual accuracy.  
Certain changes were made to the Report as a result of the circulation of the drafts of the Report.  
However, our approach, valuation method and overall conclusions were not affected by the circulation of 
the draft reports. F

or
 p

er
so

na
l u

se
 o

nl
y



 
 

 

AAT Corporation Limited – IER – October 2013 28 

Appendix 1 Glossary of Terms 

Set out below is a glossary of terms used in this Report: 

Table 12: Glossary 

Term Definition 

AAT or the Company AAT Corporation Limited (ABN 25 002 876 182) 

AGM The annual general meeting of AAT Corporation Limited 

Directors Appointment The appointment of new directors 

ASIC Australian Securities & Investments Commission 

ASX Australian Securities Exchange 

Capital Raising 
The proposed issue of up to 194 million shares at $0.002 per share to Penta, and 6 million 

shares at $0.002 per share to sophisticated professional or other exempt investors 

Converting Loan Converting Loan 

Dayton Dayton Way Financial Pty Limited 

DCF Discounted cash flow 

Directors Appointment The appointment of four (4) new directors to the Board of the AAT Corporation Limited being 

Gregory Cornelsen, Bruce Garlick, Kasudjono Harianto and Yuen Loke Chin. 

Documents Comprising the Notice of Meeting and the Explanatory Statement 

DPRK or North Korea Democratic People’s Republic of Korea 

Explanatory Statement The explanatory statement to accompany the Notice of Meeting 

JORC Joint Ore Reserves Committee  

LCF, us, we or our Lawler Corporate Finance Pty Limited, ACN 097 893 957, AFSL 295872 

Non-associated 

Shareholders 

Shareholders of AAT Corporation Limited who are not excluded from voting in relation to the 

Recapitalisation Proposal  

NRDIC 
National Resources Development and Investment Corporation of the Democratic People’s 

Republic of Korea 

Penta Penta Group Pte Ltd 

Recapitalisation 

Proposal 
Comprising of the Share Consolidation, the Capital Raising and the Directors Appointment 

Report This Independent Expert’s Report dated 8 October 2013 

RG76 ASIC Regulatory Guide 76 Related Party Transactions 

RG111 ASIC Regulatory Guide 111 Content of Expert Reports 

RG112 ASIC Regulatory Guide 112 Independence of Experts 

Shareholders Holders of issued fully paid ordinary shares of AAT Corporation Limited 

Share Consolidation 
The proposed consolidation on a one (1) for one hundred (100) basis, of the Shares on issue by 

AAT Corporation Limited to take place prior to the Capital Raising 

Sub-Licence 

The exclusive sub-license to mine, process and sell all gold and precious minerals as well as any 

other minerals, elements and ores obtained while mining for gold in the region of Sinhung 

Gold Deposit which is situated in the Ming Tai Valley, Ying Xiong Ri, Sinhung City, South 

Hamgyang Province, Democratic People’s Republic of Korea 

TTS TTS Resources Limited 

Valuation Date 31 August 2013 
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Appendix 2 Sources of Information 

In preparing this Report we have had access to and relied upon the following principal sources of information: 

 Management Accounts of AAT Corporation Limited as at 31 August 2013; 

 Other information published by AAT Corporation Limited on the Australian Securities Exchange; 

 Draft Notice of Annual General Meeting and Explanatory Statement; 

 Copy of the Loan Agreement between AAT Corporation Limited and Penta Group Pte Ltd dated 22 August 
2013; 

 Copy of the Converting Loan Agreement between AAT Corporation Limited and Dayton Way Financial Pty Ltd 
dated 17 December 2012; 

 Copy of the Deed of Agreement between AAT Corporation Limited and Penta Group Pte Ltd dated 22 August 
2013; 

 Copy of the Sub-licence to Extract Minerals Agreement between AAT Corporation Limited and TG Mining 
Company Pte Limited dated 16 October 2012 (the Sub-Licence); 

 Copy of the Licence to Extract Minerals Agreement between TG Mining Company Pte Limited and TG Mining 
Limited dated 16 October 2012; 

 “The Mining Industry of North Korea”, NAPSNet Special Reports, 4 August 2011; 

 “World Investment Report 2013”, United Nations Conference on Trade and Development; 

 “Foreign Direct Investment in North .Korea gains for 3
rd

 year”, Global Post, 3 July 2013; and 

 other publicly available information. 

In addition to the above, LCF has had various discussions with the management of AAT Corporation Limited and 
Bennelong Capital Partners Pty Ltd regarding the nature and prospects of their respective businesses and financial 
position. 
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Appendix 3 Valuation methods 

In conducting our assessment of the fair market value of AAT Shares, the following commonly used business 
valuation methods have been considered: 

Discounted Cash Flow Method 

The discounted cash flow (“DCF”) method is based on the premise that the value of a business or any asset is 
represented by the present value of its future cash flows. It requires two essential elements: 

 the forecast of future cash flows of the business asset for a number of years (usually five to 10 years); and 

 the discount rate that reflects the riskiness of those cash flows used to discount the forecast cash flows back 
to net present value (“NPV”). 

DCF is appropriate where: 

 the businesses’ earnings are capable of being forecast for a reasonable period (preferably five to 10 years) 
with reasonable accuracy; 

 earnings or cash flows are expected to fluctuate significantly from year to year;  

 the business or asset has a finite life; 

 the business is in a 'start up' or  in early stages of development; 

 the business has irregular capital expenditure requirements; 

 the business involves infrastructure projects with major capital expenditure requirements; or 

 the business is currently making losses but is expected to recover. 

Capitalisation of Future Maintainable Earnings Method 

This method involves the capitalisation of estimated future maintainable earnings by an appropriate multiple. 
Maintainable earnings are the assessed sustainable profits that can be derived by the vendor’s business and 
excludes any one off profits or losses. An appropriate earnings multiple is assessed by reference to market 
evidence as to the earnings multiples of comparable companies.  

This method is suitable for the valuation of businesses with indefinite trading lives and where earnings are 
relatively stable or a reliable trend in earnings is evident. 

Value of Net Assets 

Asset based valuations involve the determination of the fair market value of a business based on the value of the 
net assets used in the business or available in the entity being valued. 

Valuation of net assets involves: 

 separating the business or entity into components which can be readily sold, such as individual business units 
or collection of individual items of plant and equipment and other net assets; and 

 ascribing a value to each based on the net amount that could be obtained for this asset if sold. 

The value of the net assets can be determined on the basis of: 

 orderly realisation: this method estimates fair market value by determining the net assets of the underlying 
business including an allowance for the reasonable costs of carrying out the sale of assets, taxation charges 
and the time value of money assuming the business is wound up in an orderly manner. This is not a valuation 
on the basis of a forced sale where the assets might be sold at values materially different from their fair 
market value; 

 liquidation:  this is a valuation on the basis of a forced sale where the assets might be sold at values materially 
different from their fair market value; or  

 going concern:  the net assets on a going concern basis estimates the market value of the net assets but does 
not take into account any realisation costs. This method is often considered appropriate for the valuation of 
an investment or property holding company.  Adjustments may need to be made to the book value of assets 
and liabilities to reflect their going concern value. 

  

F
or

 p
er

so
na

l u
se

 o
nl

y



 
 

 

AAT Corporation Limited – IER – October 2013 31 

The value of a trading company’s net assets will generally provide the lowest possible value for the business.  The 
difference between the value of the company’s identifiable net assets (including identifiable intangibles) and the 
value obtained by capitalising earnings is usually attributable to goodwill. 

The value of net assets is relevant where a company is making sustained losses or profits but at a level less than 
the required rate of return, where it is close to liquidation, where it is a holding company, or where all its assets 
are liquid.  It is also relevant to businesses that are being segmented and divested and to value assets that are 
surplus to the core operating business.  The net assets methodology is also used as a check for the value derived 
using other methods. 

These approaches ignore the possibility that the company’s value could exceed the value of its net assets. 

Security Market Trading History 

The application of the price that a company’s shares trade on the ASX is an appropriate basis for valuation where: 

 the shares trade in an efficient market place where ‘willing’ buyers and sellers readily trade the company’s 
shares; and 

 the market for the company’s shares is active and liquid. 

Constant Growth Dividend Discount Model 

The dividend discount model works best for: 

 firms with stable growth rates; 

 firms which pay out dividends that are high and approximate free cash flow to equity; 

 firms with stable leverage; and 

 firms where there are significant or unusual limitations to the rights of Investors. 

Special Value 

Special value is the amount that a potential acquirer may be prepared to pay for a business in excess of the fair 
market value. This premium represents the value to the potential acquirer of potential economies of scale, 
reduction in competition or other synergies arising from the acquisition of the asset not available to likely 
purchases generally. Special value is not normally considered in the assessment of fair market value as it relates to 
the individual circumstances of special purchases. 
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Financial Services Guide 

8 October 2013 

 

What is a Financial Services Guide? 

This Financial Services Guide (“FSG”) is an 
important document the purpose of which is to 
assist you in deciding whether to use any of the 
general financial product advice provided in the 
form of an independent expert report by Lawler 
Corporate Finance Pty Limited (ABN 65 097 893 
957) (“Lawler Corporate Finance”). The use of 
"we", "us" or "our" is a reference to Lawler 
Corporate Finance as the holder of Australian 
Financial Services Licence (“AFSL”) No. 295872. 

The contents of this FSG include: 

 who we are and how we can be contacted; 

 what services we are authorised to provide 
under our AFSL; 

 how we (and any other relevant parties) are 
remunerated in relation to any general 
financial product advice we may provide; 

 details of any potential conflicts of interest; 
and 

 details of our internal and external dispute 
resolution systems and how you can access 
them. 

Information about us 

We have been engaged by the independent 
directors of AAT Corporations Limited (“AAT”) to 
prepare an Independent Expert’s Report providing 
our opinion as to whether a proposal to enter into 
a Proposed Recapitalisation is fair and reasonable 
to the Non-associated Shareholders of AAT as a 
whole (“Report”). 

The terms of the proposal are set out in the 
Explanatory Statement accompanying the Notice 
of General Meeting to be dated on or around the 
date of the Report. You are not the party or parties 
who engaged us to prepare the Report. We are not 
acting for any person other than the party or 
parties who engaged us. We are required by law to 
give you a FSG because the Report is being 
provided to you. You may contact us using the 
details located below. 

Lawler Corporate Finance provides services 
primarily in the area of corporate finance and is 
partly owned by partners of the Australian 
partnership of Lawler Partners. Lawler Partners 
and its related entities provide services primarily in 
the areas of audit, tax, consulting and financial 

advisory services. Our directors may be partners in 
the partnership of Lawler Partners. 

The financial product advice in the Report is 
provided by Lawler Corporate Finance and not by 
the partnership of Lawler Partners. 

We do not have any formal associations or 
relationships with any entities that are issuers of 
financial products. However, you should note that 
we and the partnership of Lawler Partners (and its 
related bodies corporate) may from time to time 
provide professional services to financial product 
issuers in the ordinary course of business. 

What financial services are we licensed to 
provide? 

The AFSL we hold authorises us to carry on a 
financial services business to: 

(a) provide financial product advice for the 
following classes of financial products: 

(i) deposit and payment products limited to: 

(A) basic deposit products; 

(B) deposit products other than basic 
deposit products; 

(ii) debentures, stocks or bonds issued or 
proposed to be issued by a government; 

(iii) interests in managed investment schemes 
excluding investor directed portfolio 
services; and 

(iv) securities; and 

(b) deal in a financial product by: 

(i) arranging for another person to apply for, 
acquire, vary or dispose of financial 
products in respect of the following 
classes of financial products: 

(A) securities; 

to retail and wholesale clients. 

Information about the general financial 
product advice we provide 

The financial product advice provided in the Report 
is known as "general advice" because it does not 
take into account your personal objectives, 
financial situation or needs. You should consider 
whether the general advice contained in the 
Report is appropriate for you, having regard to 
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your own personal objectives, financial situation or 
needs. 

If our advice is being provided to you in connection 
with the acquisition or potential acquisition of a 
financial product issued by another party, we 
recommend you obtain and read carefully the 
relevant offer document provided by the issuer of 
the financial product. The purpose of the offer 
document is to help you make an informed 
decision about the acquisition of a financial 
product.  The contents of the offer document will 
include details such as the risks, benefits and costs 
of acquiring the particular financial product. 

How are we and our employees 
remunerated? 

We charge fees for providing Reports. Fees are 
agreed with the party or parties who actually 
engage us, and we confirm our remuneration in a 
written letter of engagement to the party or 
parties who actually engage us. 

Our fees are usually determined on an hourly 
basis. However they may be a fixed amount or 
derived using another basis. We may also seek 
reimbursement of any out-of-pocket expenses 
incurred in providing the services. The fee payable 
for this report is $10,000 plus GST. 

Neither Lawler Corporate Finance, nor its directors 
and officers, receive any commissions or other 
benefits arising directly from providing Reports to 
you. The remuneration paid to our directors and 
staff reflects their individual contribution to the 
company and covers all aspects of performance. 

We do not pay commissions or provide other 
benefits to other parties for referring prospective 
clients to us. 

Responsibility 

The liability of Lawler Corporate Finance is limited 
to the contents of this FSG and the Report referred 
to in this FSG. 

What compensation arrangements do we 
have? 

Lawler Corporate Finance holds professional 
indemnity insurance that covers the financial 
services provided by us. This insurance satisfies the 
compensation requirements of the Corporations 
Act 2001 (Cth). 

What should you do if you have a complaint? 

If you have any concerns regarding the Report, you 
may wish to advise us. Our internal complaint 

handling process is designed to respond to your 
concerns promptly and equitably. Please address 
your complaint in writing to: 

AFS Compliance Manager 
Lawler Corporate Finance Pty Limited 
GPO Box 5446 
SYDNEY NSW 2001 
Telephone: +61 2 9008 1404   Fax: +61 2 8346 6099 

If you are not satisfied with the steps we have 
taken to resolve your complaint, you may contact 
the Financial Ombudsman Service (“FOS”). FOS 
provides free advice and assistance to consumers 
to help them resolve complaints relating to 
members of the financial services industry. 

Complaints may be submitted to FOS at: 

Financial Ombudsman Service 
GPO Box 3 
Melbourne VIC 3001 
Telephone: (03) 9613 7366   Fax: (03) 9613 6399 
Internet: http://www.fos.org.au 

If your complaint relates to the professional 
conduct of a person who is a Chartered 
Accountant, you may wish to lodge a complaint in 
writing with the Institute of Chartered Accountants 
in Australia ("ICAA”). The ICAA is the professional 
body responsible for setting and upholding the 
professional, ethical and technical standards of 
Chartered Accountants and can be contacted at: 

The Institute of Chartered Accountants 
GPO Box 9985 
Sydney NSW 2001 
Telephone: +61 2 9290 1344   Fax: +61 2 9262 1512 
Specific contact details for lodging a complaint 
with the ICAA can be obtained from their website 
at http://www.charteredaccountants.com.au/The-
Institute/Member-complaints-and-discipline/How-
to-make-a-complaint.aspx 

The Australian Securities and Investments 
Commission ("ASIC") regulates Australian 
companies, financial markets, financial services 
organisations and professionals who deal and 
advise in investments, superannuation, insurance, 
deposit taking and credit. Their website contains 
information on lodging complaints about 
companies and individual persons and sets out the 
types of complaints handled by ASIC. You may 
contact ASIC as follows: 

Info line: 1 300 300 630 
Email: infoline@asic.gov.au 
Internet: http://www.asic.gov.au/asic/asic.nsf 
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