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Committee met at 10.10 am
HERBERT, MR JEFFREY
Partner, PPB Ashton Read,
5 Mill Street, Perth, examined:

READ, MR SIMON,

Liguidator, Global Finance Group Pty Ltd,
PPB Ashton Read,

5 Mill Street, Perth, examined:

The CHAIRMAN: Good morning, and welcome to this meeting. Yauehboth signed a
document entitled Information for Witnesses. Hgee read and did you understand that
document?

TheWitnesses: Yes.

The CHAIRMAN: These proceedings are being recorded by Hansdml.assist the
committee and Hansard, could you please quoteuthéitfe of any document to which you
refer during the course of this hearing. A traipgasf your evidence will be provided to you.

| remind you that your transcript will become a teabf public record. If for some reason
you wish to make a confidential statement durindgios proceedings, you should request
that the evidence be taken in closed session bsfugaking about the matter. Further, the
committee may of its own motion resolve to takedence in closed session. The taking of
evidence in closed session may be relevant whergxample, the committee believes that
the evidence may breach term of reference (3sahguiry, which states -

The committee in its proceedings avoid interferwigh or obstructing any inquiry
being conducted into related matters and in pdaidaquiries by -

(@) the police;

(b) any liquidator or supervisor of any company;

(c) the Gunning inquiry;

(d) the Australian Securities and Investments Cagsion; or
(e) any prosecution.

However, even if evidence is given to the commiiteelosed session, that evidence will
become public when the committee reports on thmestef business to the Legislative Council
unless the Legislative Council grants an ongoingpsession order at the time the committee
tables its report.

Obviously, the committee is well aware that you dealing with a range of matters that you
may wish to keep private. The committee has askedo tell you that if we ask questions
that you would like to answer in private, could yiodicate that to us and we will then go

through those matters at the end of the hearingf wou wish to raise issues with us in

private, could you indicate that and we will hav@ravate session at the end of the public
hearing. | also remind people in the public gallidrat only accredited media can take any
notes of the proceedings.
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Do either of you wish to make any opening comménthie committee about how things are
going or about things that you think might be dénest to us?

Mr Herbert: Thank you very much. Firstly, the report thasdnt to the committee
electronically yesterday, which is titled “Repoyt b L Herbert, Supervisor in connection with
an Application for Directions”, will give you a deted and clear impression of how the
functions of the supervisor have progressed. iBhatdetailed document.

The CHAIRMAN: We do not have that document.
Mr Herbert: | have a copy with me that could be manually edpi
The CHAIRMAN: That is probably the quickest way to deal with it

Mr Herbert: We received a letter which said that if matewake to be presented, it should
preferably be sent electronically, and we did that.

The CHAIRMAN: | appreciate that. Obviously we will try to reiés we go through. Is
there anything in that document that you want tédyet private?

Mr Herbert: No, it is a document that has been submitted annection with court
proceedings that are taking place at the momermwaener, it is a comprehensive review of
everything that has happened in Global and thedrackd to it.

The CHAIRMAN: We will wait until we get that document.

Mr Herbert: | have additional material that may be relevadiay and have taken several
copies of that, as requested.

Hon G.T. GIFFARD: Is this one document or a set of documents?

Mr Herbert: It is a set of documents. Firstly, it comprisegeneral note concerning the

effect of mixing of moneys, which is a matter | enstand the committee wanted to discuss
today, in particular the retention from settlemprniceeds of money to cover the effect of

mixing. Secondly, a schedule shows how much mavey retained in a trust account from

the proceeds of settlements, both of propertieghitch GMI mortgage interests are involved

and other properties about which we can talk imitlefrhirdly, a four-page schedule sets out
an estimate of the losses incurred by investofSlabal of both principal and interest. Those

totals are on page 4 and | can take you through thedue course. Lastly, a document that
was presented to the Gunning inquiry sets out eaommendations about measures that
might be taken to avoid in future the sorts of peais encountered with Grubb and Global.

Some of those matters were taken up in the Gunimiqgiry’s recommendations and some

were not.

The CHAIRMAN: While we are waiting for the other document taneoback, is there a
discrete matter that you can take us through?

Mr Herbert: Perhaps the place to start is the question oingpixvhich has caused a lot of
distress and confusion to some investors. Ithggaly complex matter and is at the nub of a
lot of matters that we deal with on a day-to-dagi®a As the committee knows from the last
meeting we had, one of the major problems facedshin Global is the fact that there were
unauthorised transfers of funds from project act®umhich were set up for particular
syndicates of investors to other project accouritisinvwhat we term in the report “borrower
groups”. A detailed account of that appears inréport, which the committee can read if it
really wants to get into it in detail. A particulgyndicate, for example, might put $1.2m into
a particular project, say the Casella group, andlavbelieve, of course properly, that the
$1.2m would be used for the purposes of the dewadop that it had funded. However,
unbeknown to the syndicate, in many cases someop#iie moneys put up were transferred
into another project account in the Casella grqugssibly in a separate company under
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Casella’s umbrella, and used for various purposgsnly for the payment of interest to
investors in that other syndicate.

Eventually when the balloon went up and the peopkbe first syndicate received a copy of
their records they found to their dismay that thenays they believed were in the project
account to complete the construction of the propeit that was what was involved in the

project - were not there and some of the moneyshieaah transferred to people in another
project. In some cases the amounts transferred sidystantial so that the people in the first
project - referred to as the transferor projeceraenin an extremely prejudiced position. The
effect was that there might not have been sufftdiemds for them to complete the project and
the value of the security for which they held thertpage might have been materially
impaired. One of the issues that we attemptedetd @ith as supervisor was the type of
protection that should be given to people who wevelved in a project from which moneys

were transferred at various points in time. Theial point was the moment the property of
the transferee project was sold. The guestion Washwhether the people in the first project
had any claim against the proceeds of the salbeoptoperties in the second project. Am |
losing you with these terms?

The CHAIRMAN: No.

Mr Herbert: It gets more complicated. We were appointedig@ddators of Global in
February 1999. We sought a ruling from the coantshe question of whether mortgagees on
a title had an indefeasible interest, and, theesfavhether we had any right, duty or
obligation to deduct moneys from the proceeds lef aprotect the position of people whose
moneys had been mixed across in the way that | laseribed. The particular case that went
before the courts was Adine Holdings. Justice Mditee heard that case and he found that
in the circumstance that pertained to liquidatiwhere there was an absence of fraud, people
on the title had an indefeasible interest. Assalteof that decision, we allowed moneys from
the sale of properties to go through to the morgag In cases where there had been mixing
of moneys, we released titles for the purpose tiegeent. That position stood until we were
appointed supervisor. Upon becoming supervisorsought further advice about whether the
Adine Holdings decision applied to us as supervasoit had applied to us as liquidator. In
our capacity as liquidator, we had sought direcfrom the court using the Adine Holdings
case.

Hon GREG SMITH: Has the sorting out of what to do with those wiheld up the speed
with which you have been able to carry out youvises as supervisor in recovering funds?

Mr Herbert: Yes It is one of a number of complicated lega¢siions on which we are
seeking answers from the court. 1 will talk abaubhumber of other things in a moment.
Legal advice to us pointed out that our positios@servisor is different from our position as
liquidator, in that a supervisor is not a mere teasbut has a range of powers that
distinguishes that position from that of a liqumtat We were advised that as supervisor, we
might have a duty to deduct from the proceeds tifeseent of properties and from moneys
which had been mixed in from other projects, whime people selling the property had
received a benefit from the mixing in of the moneySlobal dealt with a number of major
players, one of whom was Casella. About 40 pet oérGlobal's deals were through a
number of Casella’s companies. The transfer ofeydetween projects in the Casella group
was commonplace and extremely complicated. Itnggatmare. Transfers go from A to B,
from B to C and from C to A, and almost all comltioas and permutations that you can
think of have applied. Originally, | think Margarallowed these transactions to take place at
a time when Margaria had genuine surpluses frons#he of properties. The transfers went
from a holding account, in which the surpluses weapgt, into other project accounts where
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there might have been insufficient funds to pagrest and to pay out investors and so on.
Over time, however, that discipline slipped awayd & the end transfers were being made
from projects which had funds, to projects whict dot have funds, wholesale. That is an
issue that has greatly complicated all of this.r @gal advice is that we must protect the
position of investors in projects where moneyskaing transferred out. We should do that
by deducting enough money from the proceeds o$dhe of properties to cover those claims.

Only time will tell whether the court will finallgecide that those people should be protected,
or whether it will decide that the position of sogsor is similar to, or the same as, the
position of liquidator, and that people on titles dave indefeasible title and that money
should be distributed to them. A number of viewstbis issue have been put forward by
different lawyers. One of them is Doug Solomonowias argued vociferously for certain
outcomes. Our strong legal advice is that we needdke a very conservative position and
protect the position of people whose moneys haea bansferred out in this way, and that is
what we have done.

Hon GREG SMITH: In plain terms, | imagine you are being criticidgy the people who
have their names on the title of properties foking after the interests of people who do not
have their names on the title.

Mr Herbert: Exactly.

Hon GREG SMITH: You are trying to average it all up so everyonléget something.

Mr Herbert: Absolutely right. We are trying to have monegttmay be the subject of a
claim put into a trust account until the court diesi which way it will go. Once we have a
decision, we can follow up and distribute the moaegording to the court’s directions. We
recommended to the court that the distribution &hptoceed for people whose names are on
titles. We think that is how the court will direct

The CHAIRMAN: s that for cases where someone has an interesproperty and should
have been named on the title but is not?

Mr Herbert: That is a separate issue, and | will talk thaiuabater. | am talking about a
situation where a property is being settled andetlage a number of investors in a syndicate
and the proceeds of the settlement are requisdibgeaus and put into a trust account until we
know whether the claims of other investors fromeotprojects should be recovered. Itis a
question of deciding which of a number of investorsGlobal Finance are entitled to the
money. Itis a very complicated and vexed question

Hon GREG SMITH: What sort of reaction are you getting from agggtk investors? |
expect there are two different sorts of reactio@ne from registered mortgage title holders
and the other from unregistered title holders.

Mr Herbert: Precisely. We are getting different reactior@mrfrdifferent groups. People
whose money has been misappropriated in the way tave described are grateful that their
position has been protected. On the other harahlpavho are registered on titles but have
the money held on trust are extremely upset.

The CHAIRMAN: That is reasonable, because they obviously keliesy have an interest
that is secure.

Mr Herbert: Precisely. Some of them believe the Adine Haldiecision should apply
equally to the supervisor and that we are justgeinstinate and difficult. The position can
be more complicated in cases of subdivision or imuiit developments. | will give an
example of an extreme case of investor frustratitnoject A was set up and some of its
proceeds went to project B, which consists of alsuikion of eight units. Let us imagine that
prior to the appointment of a supervisor, six @& gight units were sold so that at the time of
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our appointment we were holding onto two certifsaof title. Let us assume that $150 000
was transferred to project B without the authorgabof the investors in project A. Our
advice is that the $150 000 should be recovered fre proceeds of the sale of the remaining
properties in project B. Furthermore, the investor project B are jointly and separately
liable for the moneys that were paid for the benafiall the investors in project B, scattered
over the eight units; six of which have been sold.

The CHAIRMAN: When you say “our advice”, whose advice is that?
Mr Herbert: Michael Hawkins, who is a barrister, and Profegém O’Donovan.
The CHAIRMAN: Are they independent advisers to you as the sigoef

Mr Herbert: They are really acting for the ministry, but theg also providing advice to us.
They are highly eminent people who now have a etainderstanding of all the facts.

We then have a very difficult situation for the peowho are registered on the title of those
two of the eight units from project B, because 86 cent of the proceeds of sale may go to a
trust account. We are getting heated responseasttie people in that position when we tell
them that we need to put $150 000 in a trust adcmucover the position of the investors in
project A.

The CHAIRMAN: Is that money that in some cases they have ainestived? Are you
asking them to return money?

Mr Herbert: These are the proceeds of sale from the propestier which the people in
project B had mortgages. They expect to recovar fioney against their investments. We
have had to intercede and tell them that money mmigtlaced in trust until the courts decide
whether the money from project A - which was paithaut authorisation to the benefit of the
people in project B - should be recovered.

The CHAIRMAN: That is awaiting the court’s determination?
Mr Herbert: Indeed.
Hon GREG SMITH: | imagine different cases present different saesa

Mr Herbert: Absolutely. It is before Justice Owen of the upe Court. He has been
involved in the proceedings from the beginning.

Some time ago we came up with what we thought wasgaitable means of settling most of
the questions about Global Finance Pty Ltd. Gldbahance is in a very different position
from Grubb Finance in that Global Finance’s recaudsrelatively well kept. With very few
exceptions, all of the transactions are record@tie incidence of arithmetic error is low.
Numerous transactions took place which were unaiséuah, but they were recorded. Our
proposition is that the records provide a relididsis for the distribution of moneys back to
people. We have formulated a scheme that we hdpeuvacross a lot of the complexities
and will allow distribution of money and titles hato investors. In the cases where people
are not registered on titles but have equitabler@sts, our recommendation is that where it
can be seen that the money has gone to a borrohesr,should receive a transfer of the
mortgage interest.

Hon GREG SMITH: It is almost a retrospective registration of thertgages.

Mr Herbert: Yes. Itis designed to follow through on thensfers of mortgage interest to
people that were in progress at the time the balent up for Global Finance. The key
criterion is that one should be able to identifyn@p coming in from investors and going out
to borrowers. As there have been timing delays,bekeve that people should not be
prejudiced if they had not received their monethattime the supervisor was appointed.



Select Committee into Finance Broking Industry Thursday, 28 September 200@geFs

Hon GREG SMITH: Are we talking about the payment of mortgage rege or about
getting as much capital back as possible?

Mr Herbert: The interest on the mortgage. By making an iimaest people acquire an
interest in a mortgage. Under the mortgage theg laa entitiement to the repayment of their
principal and the repayment of interest.

The CHAIRMAN: That is only your view. There is still a lot gal argument about
whether a mortgagee has a defensible title or antyednterest along with every other
creditor.

Mr Herbert: The fundamental difference between our approachtlaat of Doug Solomon
is that Doug Solomon contends that there has beenexplicable mixing of moneys in the
trust account such that the records have becomsablei He believes one needs to put
everything in one pool, add up everybody’s claiarsg then make a pro rata distribution of
moneys to all claimants, irrespective of their posi at the time Global Finance went into
supervision. Doug Solomon believes that no distincshould be made between people with
money in the money market account - that is, peagle had put money on deposit with
Global Finance - and people who were involved ims®f the Casella syndicates and who
had put up money for specific investments that viegrogress at the time the company went
Into supervision.

Solomon’s basic argument is predicated on the clhiat some of the accounts in Global
Finance went into overdraft, and once one accoaas gnto overdraft, every account in the
trust account is forever mixed in a way that makesnpossible to unravel; therefore,
everybody should be put in the same boat and agpaadistribution made. We believe that is
highly inequitable to certain groups of people. Wédieve our approach is more equitable for
more people and deals fairly with people connegigll the Casella accounts and the other
accounts where mixing has taken place.

The CHAIRMAN: There are effectively three different views: Qdbolomon’s; yours; and
that of the people whose names are on titles wheveethey should sell the properties and if
they get back 80 per cent or 100 per cent theyldHaep it all and tough luck for the others
not on a title or covered in some other way.

Mr Herbert: There are multiple issues from Grubb Finance @labal Finance and there
are a number of different views on each of thosess.

The CHAIRMAN: | am trying to summarise the situation into thop@ions.

Mr Herbert: There are two camps in relation to the fundamemiastion of whether the
records can be used as a means of deciding th#bdigin of money: Our approach and
Doug Solomon’s approach. We believe that the peofiose names are on a title have an
indefeasible interest. That position was agreedyoJustice McKechnie in the Adine
Holdings case. We are not clear about whether ploattion applies to a supervisor in
circumstances where there has been a mixing of ysondt is an extremely complex
guestion.

The CHAIRMAN: Ultimately it will need to be decided in the ctsur How long will that
take?

Mr Herbert: Itis difficult to know. We had hoped to geirito the courts at the end of last
year. That was based on our meetings with Jim @dvan and Michael Hawkins. Since
then it has been slowed down by argument and ssbms from other people who have
taken opposing views on a number of aspects.
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Hon GREG SMITH: Are you saying that Doug Solomon’s views or otpeople’s views
have slowed down the process?

Mr Herbert: Other people generally. 1 think it is unfairtitame Doug Solomon. He has
strong views on a number of issues, and they aite tpgitimate. He has a model that he
believes is the solution to the problems. We thiing not effective.

Hon GREG SMITH: | imagine it would need to stand up in court a&lw
Mr Herbert: It would. He is the major opponent to our scheme

The CHAIRMAN: He is only representing his clients, who obviguskl that your scheme
disadvantages them by comparison with Mr Solomon’s.

Mr Herbert: Correct.
The CHAIRMAN: | think we need to keep personalities out of.this
Hon G.T. GIFFARD: He has no choice - he needs to run it his own way

The CHAIRMAN: Mr Solomon obviously believes he has a stronglleggument that will
benefit his clients. You believe, based on yowgaleadvice, that your scheme is the
appropriate way to go.

Mr Herbert: We have tried to come up with a scheme that élp everybody and cut
across a lot of problems. One can only drive itags as one can, given all the countervailing
submissions and different points of view. With fliots of this sort, it takes time.

The CHAIRMAN: What is causing the delay? Is it getting acteshe courts or getting
legal opinions prepared? Where are the logjams?

Mr Herbert: We had documents prepared in January this y&aey were distributed to
lawyers representing other groups of people, inolydoug Solomon. They were complex
matters and it took a while for people to come badtk submissions and outlines of their
positions and arguments. What has caused mokeafdlay has been an argument about the
effect of accounts going into overdraft. | woulllel to digress there for a moment and
explain how that happened. Margaria kept in thsttaccounts a number of credit accounts
in which moneys to which Global was ostensibly teedi were transferred; at various times
the balances in these accounts added up to hundfédsusands of dollars. As a matter of
practice, to avoid particular investors taking exssshe also allowed payments to be made out
of accounts in the trust ledger in excess of timel$uavailable there, which created overdrawn
accounts. There could have been a project, fomplkeg worth $5 000, with a final interest
payment owed to investors of $25 000, and a chegudd have been drawn on the trust
account for $25 000, leaving that particular act¢anroverdraft - in debit - to the extent of
$20 000.

What is the effect of that? Does that have thectfbf mixing the moneys in such a way that
you then cannot unravel things, and have to thimevdards away, and say that you have to
pro rata everybody’s claim, or does it not? Maigjarrationale for allowing these sorts of
transactions to occur was that he always had thewered out of the aggregate credit
balances he had in Global's income accounts irtrtret ledger. For example, he may have
had $250 000 in credit accounts, and there may haga accounts in overdraft or in debit of,
say, $174 000. He would say, “Sure, | may havanadtl some accounts to go into overdraft”,
but in effect the moneys which created those oadtslwere coming out of the GFG credit
accounts, not out of moneys owed to other peoHiewever, for the GFG credit accounts the
question would be, “Where did those moneys come®olf the answer was that they came
out of everybody else’s money, the result is propdbat there has been an inextricable
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mixing of moneys such that we then cannot use #rescto determine who should get
moneys back. That has been a major point of ctinten

The CHAIRMAN: There is also this question of whether Margarées waying the interest.
Whether they were entitled to the interest paymesatsid also add to the complexities of the
mixing, too, would it not?

Mr Herbert: Absolutely. Returning to the timing problems, fgiaria had a rationale for the
payment of moneys which created overdrawn balan&as®ry month, from the inception of
his business right up until the date when we wemgomted, at the end of each month he
produced a trial balance of all the balances irtril& account. He ruled them off, got a total,
and reconciled the total to the bank account, &edtriust account was never in overdraft in
total; it always had funds. When we were appoirttegte was about $1.8m in the trust
account.

The CHAIRMAN: Which again is different with Grubb?
Mr Herbert: Yes, fundamentally different.
TheCHAIRMAN: The trust account at the bank was never overd?awn

Mr Herbert: Never overdrawn, and usually substantially indgjnwith balances of between
$1.8m and $3m or $4m. One of the sections in tiaé balance was called “GFG credit
accounts”, which set out all of the income accouwwith a credit balance. This was income
he derived from brokerage, payment of interest alhdhe other activities for which he
charged fees. There was also a section on tHebalance headed “Overdrawn balances”.
The trial balance was constructed in such a watydherdrawn balances were deducted from
credit balances so that there was a check thadnhe was never allowing other investors’
moneys to be used to fund payments to people irdosn accounts. One of the first things
we did was to check every trial balance to make soait the total of the GFG credit accounts
always exceeded the overdrawn accounts, and thatalveays the case. However, Doug
Solomon said, “It is not good enough to look atrgweonth end; you have to look at every
single point on every single day from the commeraeanof transactions, because if ever on
any day any accounts go into overdraft in excestheftotal of GFG balances, you have a
problem and my approach is the one that shouldhkent” So we had to go back.

The CHAIRMAN: Did it become more complicated for those who Gdabal Investments
as one of the mortgagees? If the surplus funde weming out of Global Investments to
balance the trust account, and they also had Gloivalstments on the mortgage, | would
have thought that would also provide a linkagetlhmse people with an interest in the money
to which Global Investments potentially have a riginough the mixing of that trust account.

Mr Herbert: Absolutely. Doug Solomon said that if the trastount becomes mixed up at
a certain time, moneys which come in after that €anmto a mixed fund, and payments that
go out to acquired mortgage interests, includinglGidve to be realised for the benefit of all
claimants on the trust account and not the peopl estensibly put the money in to fund the
borrowers. That is also a point of contention.

The CHAIRMAN: Surely, the creditors whom Simon is looking a#iediquidator of Global
may or may not have an interest in a number ofdlaaounts. You as a liquidator would
have to look at what assets are available in thet taccount for the creditors of the two
companies, Global and Global Finance.

Mr Read: We are liquidators of both companies.

Mr Herbert: When Doug raised this particular point at the ehiarch, we had to go back
and recreate balances in a manual ledger on a losig, because through his submission he



Select Committee into Finance Broking Industry Thursday, 28 September 200@geP

required that exercise to be undertaken. We hadiatat on a daily basis from the
commencement of operations right through to the dappointment. That took a couple of
months. We then had to rewrite our submissiorotec complications which had arisen, and
we had to reformulate our submissions.

The CHAIRMAN: Those complications were that there had beemugjfxi
Mr Herbert: There had.

The CHAIRMAN: And when you balanced it on a daily basis, certaist ledgers had been
overdrawn?

Mr Herbert: Correct. We do not think that fundamentally apeoh our position, but it adds
another layer of complication, and that is onehefthings that is dealt with in this submission
if you really want to get into the nitty gritty.oFthe benefit of the court and for the benefit of
all parties, including Doug Solomon, we have writi detailed submission giving all the
background facts and the outcome of all the temtised out by us, including the recent tests
in relation to daily balances. We set all that imuthis report to which we referred earlier.
We had a motion meeting in court on Wednesday.reliminary hearing is set down for 17
October, and at that hearing Judge Owen will segsdir the substantive issues to be heard
in court. | do not know what will be the timetalaled the time required for all that.

The CHAIRMAN: Do you have a ballpark idea? Do you think ithlwé 12 months or two,
three or four years? It seems to me, knowing thg thie court system operates, that it could
be the longer term rather than the shorter.

Mr Herbert: | think everybody is conscious of the fact thagre is a need here to try to
expedite matters, so everybody would be looking doortcuts. Having said that, it has
undeniably taken a long time to get here. Theeeaanumber of steps: First, how long the
proceedings will take is in the hands of other peopNe do not know; it depends how the
argument develops with lawyers representing othartigs; it could take some time.

Secondly, even when the matter gets to court tggwvill have to try to make sense of all
this and then hand down a judgment. These arecmemnplex matters and they are numerous.

The CHAIRMAN: Will you as supervisor be presenting that schémthe court, or will
investors be required to present those arguments?

Mr Herbert: A question about standing has arisen recentiiggnGrubb proceedings, as you
may know.

TheCHAIRMAN: No, | was not aware of that.

Mr Herbert: Justice Owen has been looking at that in the Boatse. If it arises in the case
of Global, I think it is just a technical issue. way around that is to get representatives from
the various categories of investors to stand irptieeeedings -

The CHAIRMAN: The point of my question is that your legal aévig being funded by the
State Government -

Hon GREG SMITH: Is the Federal Government contributing as well?
Mr Herbert: No.

The CHAIRMAN: One of the issues we are looking at is the avdoudegal redress.
Obviously you are representing your position, Iatt is of benefit to one group of investors,
so they are effectively being represented by thage3t

Mr Herbert: Yes.
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The CHAIRMAN: The others, who are disadvantaged by that schedme,wish to have
their own views put to the court, are not havingiithegal position represented and funded by
the State.

Mr Herbert: Correct.

The CHAIRMAN: That was the point of asking the question.

Mr Herbert: This gets complicated. There is not much thatrigple.
The CHAIRMAN: So we have discovered.

Mr Herbert: The first thing to say is that we have obviousigd to take an even-handed
approach.

The CHAIRMAN: | am not criticising your motives; it is more aqguity issue from the
point of view of the investors.

Mr Herbert: We have tried to come up with a scheme that isit&lgje to everyone.
However, some people may feel that this approacpregudicial to them relative to the
approaches by other parties, including Doug Solomdro ensure that all parties were
represented in these proceedings, the ministrynadly decided to provide some funding for
different categories of investors so that all gartcould be heard during the proceedings.
That decision was made some time ago when we dllahaore simple view of how these
matters would proceed. Since then they have becmme complicated than anybody
envisaged.

The CHAIRMAN: Does that mean there are categories not gettjmg@sentation?
Mr Herbert: The ministry will have to make a decision abdnatt
The CHAIRMAN: Are they funding the legal advice for some cate®®

Mr Herbert: The ministry has decided to make some fundinglabla to the categories of
investors involved in these proceedings. If theading is not sufficient to cover the costs of
the legal representatives for each of these categof people, my view is that the surplus
costs involved will have to be taken out of thestrfund. That is not a popular view. The
investors believe, almost unanimously as far aaviehbeen able to ascertain, that the costs
should not come out of the trust fund and that @mernment should come up with the
moneys.

The CHAIRMAN: Are you saying that there are numerous categofigs/estors?

Mr Herbert: Yes. We came up with four broad categories aipjee for the purposes of
these proceedings: The first were the borrowéss,second were the people with money in
the money market account; and there were two cagsgof people in project accounts.

The CHAIRMAN: Those with registered title and those withouistged title?
Mr Herbert: Yes, broadly.

Hon GREG SMITH: Mr Read, as the liquidator how is this affectyayrr role? There has
been some comment about the role played by thelhtpr.

Mr Read: | do not think the two roles are similar. | aming to recover funds for future
claims by investors when they suffer losses. Ilaoking at a totally different series of
actions. My work tends to be looking back at tlstpoperations of Global and trying to
identify individuals and related entities where mprhas flowed over time and looking to
recover those moneys. The legal issues faced bildvibert certainly are not affecting me as
part of the liquidation. The essential factor treslly affects me in terms of timing has been
one of funding. This liquidation has been withamy funds whatsoever, and as you can
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appreciate, commencing legal action is an experesieecise. If to any extent my liquidation
has been slow, that is the reason. One of thertumnfate problems is that legal matters take
time. That is a simple fact of life. Unfortunateht the moment, all of my actions involve
legal issues.

Hon GREG SMITH: Is the Commonwealth Government funding your #obis?
Mr Read: | have funding from a number of sources.

I do not know whether the committee wants Mr Herlbercomplete his explanation of the
supervisor's role and then to have me talk abauliguidator's role.

The CHAIRMAN: It would be best to finish one.

Hon GREG SMITH: | thought they were inextricably linked.

Mr Read: Not in the day-to-day work; there is no involverhbetween us.
Hon G.T. GIFFARD: How much funding have you received?

Mr Herbert: The original amount discussed was $15 000.

Hon G.T. GIFFARD: Is that in total?

Mr Herbert: Yes, that is the total for the representativethefvarious groups.
Hon G.T. GIFFARD: That was put on the table.

The CHAIRMAN: That would cover the first day in court.

Hon G.T. GIFFARD: That would finance the lodging of papers.

Mr Herbert: That is true. When we first met, we thought & ohacourt might settle it. In
hindsight, that was optimistic.

Hon G.T. GIFFARD: Was that considered reasonable when it was ptiteotable?
Mr Herbert: Yes. It was expected to cover the costs of agmein court for a day.
Hon G.T. GIFFARD: Have there been further requests, or is thahdfie ether?

Mr Herbert: | am not directly involved in those discussiordowever, it is fair to say that
investors strongly believe that they should be &thd

Hon G.T. GIFFARD: | am aware of that.

Mr Herbert: They believe that the full cost of the lawyerpresenting them should be
covered.

Hon G.T. GIFFARD: Is that without taking it out of the trust fund?
Mr Herbert: Yes.

Hon GREG SMITH: Was that funding from Fair Trading?

Mr Herbert: Yes.

The CHAIRMAN: | assume that the funding for your advice is nanhicg from the trust
fund at the moment.

Mr Herbert: That is correct. There is an issue about theidafor’'s fees predating our
appointment as supervisors. | will go through theaéfly. We have come up with what we
believe is a solution that will eliminate the impam investors of the liquidator's fees.
However, there is a strong view that, irrespeativeshether the liquidator performs work that
benefits people with money in the trust accourts, fees should not be paid from those
accounts. We have had a number of heated distisssiith investors about this issue. We
have always said that we will abide by the coudécision on, firstly, whether fees for
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services that benefit those with moneys in thet asounts should be deducted from the trust
account moneys; and, secondly, if it is deductdthtvamount should be approved. We have
always said that we will leave that in the handthefcourt. Fees can be deducted only to the
extent that they are approved by the creditors. eWfeect that the creditors - the investors in

this case - will refuse to approve the paymentyffaes and that the matter will have to go to

court.

The CHAIRMAN: Are the investors the creditors? Surely they bexaneditors only if
they can establish that they have a claim agailadiabFinance Group Pty Ltd for negligence
or some other -

Mr Herbert: That is correct, but they are all contingent toed.

The CHAIRMAN: But they must still go through a process to gethtd point. It may be
reasonable to assume that that will be successftithey must still go down that path.

Mr Herbert: That is correct.
Hon GREG SMITH: What sort of support have you had from the miniaimy its staff?

Mr Herbert: We have been provided with funding and with leggdistance when required.
There has been strong support.

The CHAIRMAN: One of the issues | am trying to clarify follows fsom the last question
about support from the ministry. Are you actingtasagent or are you acting independently?

Mr Herbert: | am appointed under the Finance Brokers Comtoblas supervisor; | am not
an agent of the ministry. | am an independentypagppointed under a statute.

Hon GREG SMITH: Are you appointed or employed?
Mr Herbert: | am appointed.

The CHAIRMAN: Can you make any decision you see fit, or do lyave to get approval
from the board?

Mr Herbert: We act independently. Obviously we have commatet.

The CHAIRMAN: | understand that you consult. | am trying to i§fawhether you operate
independently in seeking legal advice and so ¢appears that you make your own decisions
and the board or the ministry has no scope to dingtbat regard.

Mr Herbert: No pressure has been applied by the ministryhasrit tried to second guess
the decisions we have made with Michael Hawkins dind O'Donovan. All the decisions
made and steps taken have been based on discussibriawyers, and we have gone from
there.

Hon GREG SMITH: Have you had any communications with the MinisterFair Trading
about tracking down unscrupulous people and howetp people get their money back?

Mr Herbert: Simon Read can talk about his actions as ligardafrhe ministry is funding
him to try to recover moneys from Margaria for thenefit of the creditors. | have had
discussions with Mr Shave that amount to informasbaring. Again, he has not in any way
tried to influence what we are doing.

The CHAIRMAN: When you say “information sharing”, do you mearmaaging for the
sharing of information or you and him sharing imhation?

Mr Herbert: It has involved our telling him what we have beeing.
The CHAIRMAN: It was similar to what we are doing today.
Mr Herbert: That is correct, but in much less detail.
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Mr Read: | will start by giving the committee an updatenoy progress as liquidator. As |

said, most of my actions have involved trying toawer funds for the potential creditors of
Global Finance Group Pty Ltd. That has taken ma @ouple of directions. My first line of

attack has been against the directors - Mr Margarehhis wife - and their private companies.
Those individuals and their entities received apipnately $1.3m over the years prior to our
appointment as liquidators. In that respect, Icamently conducting public examinations of
Mr and Mrs Margaria. That will commence in Octolaad further hearings will be held in

November dealing with of both of those individualsam also examining Mr Margaria in his

capacity as director of some of his private compsnihat have benefited from their
relationship with him and Global Finance. | hawblpc examinations scheduled for the
Global Finance accountant, who is also the accourita Mr and Mrs Margaria and their

public companies. Again, those public examinatiare scheduled for October and
November. Writs were issued last week against Na BIrs Margaria and their private

companies. Claims have been mounted in an attéonpécover the proceeds that have
flowed through to them over the past four yeatst ts, about $1.3m.

Members may also have read in the newspaper thead obtained Mareva injunctions over
Mr and Mrs Margaria's assets and the assets aof phgate companies. That injunction is a
very powerful tool. In effect, it has frozen alleir private assets and the assets of their
private companies. That injunction remains in placday, and we anticipate that it will
remain in place until our action has been hearthat s a summary of the actions | have
against Margaria and his private companies.

| also intend to publicly examine the Global Finamawyers and Global's primary valuer, Mr
Ron O'Connor. Those examinations will also be cotetl in October and November this
year. Once again, my investigations lead me teewelthat there may be actions. | have
received preliminary legal advice about both theykers and the valuers.

My other area of concern is an action that is tonmence against the Global Finance
auditors. Members may have also read that pukhm@ations have been conducted of the
partner who performed the audit. That public exation provided further evidence
supporting my claim, and that claim will be broughiortly. That summarises the status of
my examinations.

As | said, the investigations have been completadl the issue is now in the hands of the
lawyers representing me in respect of those actidnwill take some time to conclude. Itis
very difficult for me to put a time frame on it.

Hon GREG SMITH: Has the minister made any efforts through you yotdrget back as
much money as possible?

Mr Read: It is safe to say that most of those actions et have been commenced had it
not been for the funding | have received througé thinistry. The actions against the
directors and their private companies and the piadeactions against the lawyers and the
valuers would not have commenced had it not beethé funding.

| will step back in time and go through the commament of the liquidation and what | have
done since appointment. Unfortunately, this ligdion is without any funds, therefore | have
not been able to obtain appropriate legal advit¢bowmit the help of some legal firms that have
provided preliminary advice free of charge. Mylganvestigations indicated that | had two
clear areas of concern: First, the directors &ed related entities and the moneys they had
received; and, secondly, potential actions agaimstauditors. These days it is open to a
liquidator to try to obtain third-party litigatiorfunding, usually from insurance-type
companies. | made applications to various lityatfunding parties in respect of both the
actions against Margaria and his related entitied the auditors. | was successful in
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obtaining funding from a private company for actagainst the auditors. However, | was
unsuccessful in obtaining funding to take actiomiagt Margaria and the related entities,
simply because | did not have enough evidence egeal bdvice to encourage someone to do
so. Therefore, | have had financial support to glete the actions against the auditors. If it
is successful, there will be sufficient funds tandoct the rest of the litigation, which would
be to look at attacking the Margarias, their relagatities and any other party. That is not an
unusual process for a liquidator when no fundsaaeslable. A liquidator will find the easiest
and quickest action that is likely to lead to acsassful conclusion. With those funds and the
support of the creditors, he will then chase othemnues. That is the scope and direction that
the liquidation was taking.

During that time, along with trying to obtain fundi from independent parties, | also sought
the support of the Australian Securities and Inwestts Commission. It provided limited
support, but not sufficient for me to be able tketéhe actions that | have taken over the past
months. The funding that has enabled me to takeatitions against the directors and to
improve my investigations into the lawyers and vaduers has come from the Ministry of
Fair Trading. Without that support these actiosi\d not have commenced.

Hon GREG SMITH: Who would best be able to give the estimated tosses that might
be incurred by the investors in Global?

Mr Herbert: We have a schedule that estimates that.

Mr Read: It is one of the issues that we are looking aiun actions. In bringing any claim
against any party we have to establish the lossdshtive been incurred. One of the projects
we have embarked upon is to try to estimate theekshat will be suffered by the investors.
If members would like to look at the informatioratthas been circulated -

Hon GREG SMITH: | was thinking more of the cents in the dollaattthe investors are
likely to get back.

Mr Read: In terms of the liquidation? | will go throughi$ schedule, because it is useful. If

we take ballpark figures and say there was $60furads under Global's control at the date

we were appointed, to date approximately $20m ose¢hfunds has been recovered by the
investors through the sale of their properties #edsale of their security; and of the $20m

that has been recovered, losses of approximatelytlve been sustained, which represents 5
per cent of the $20m that has been recoveredther evords, we started with $60m, and we

now have $40m. An amount of $20m has been retumawestors, and those investors have

sustained losses of approximately $1m, which iparxent loss.

Hon GREG SMITH: They are out of pocket 5¢ in the dollar?
The CHAIRMAN: That is on capital.

Mr Read: That is right. We anticipate that the bulk of flosses remaining in the $40m to
be recovered will be substantially more than 5qat. We have written to the syndicate or
project leaders of each of the projects whose fuamdsstill outstanding and have asked them
to estimate what their losses will be. That estiéna based on valuations that they may have
obtained and their estimate of the potential lasgdembers will see from the bottom of that
document that the suggested losses approximate $iclusive of interest. We are still to
receive details on the further $17m-worth of funagler investment. This is an issue in
progress.

The CHAIRMAN: That is just under half of the losses.

Mr Read: Just over half, and we are waiting for the resthe information to become
available.
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Hon GREG SMITH: Are the investors who have received 95¢ in tH&dstill involved in
some of the other actions?

Mr Read: The nature of this beast is that the investorg have been encouraged to invest
small amounts over a number of different projectslembers will find that individual
investors are likely to be exposed to a numbehes$é¢ projects. They may have received 95¢
in the dollar for project A but may receive only¢2h the dollar for project B. They still
have an interest in resolving these issues. There around 479 investors, spread over 170
projects. That gives us some indication of thellilosses. We are looking at this point at a
loss of around $17m, inclusive of interest that hasbeen paid. We are waiting on slightly
less than 50 per cent of the responses from thdicte leaders. It is very difficult for me to
estimate what the likely cents in the dollar retwilt be. If my actions are successful across
the board | will have substantial funds to makes#ritbution back to the unsecured creditors.
What that will be in terms of the cents in the dolvill be determined by the quantum of the
claim that the creditors will have against Global.

Hon GREG SMITH: Does that $17m shortfall take into account whetym can take
action against Mr Casella and his wife againsigsets in other companies that they own?

Mr Read: Whether I or the mortgagees take action?

Hon GREG SMITH: Whether action is taken to receive the money ftbem. You have
managed to freeze their assets.

Mr Read: Yes.

Hon GREG SMITH: Will the other companies and interests that reelas wife own come
off that $17m figure in the liquidation process?

Mr Read: If | recover any funds, those funds will come endhy control and | will call for
proofs of debt that have been suffered by indivisluares, those funds will be pooled, and
depending on the proofs of debt that | receive fiyeditors, that will be paid out in equal
proportion to the unsecured creditors.

Mr Herbert: Any recovery that they make will reduce the loE$17m.

Hon GREG SMITH: Are there any estimates of what Mr Casella asdliie have in other
companies?

Mr Read: Do you mean Mr Margaria?
Hon GREG SMITH: Sorry, Mr Margaria.

Mr Read: As part of the Mareva injunction | have obtaireedtatement of the Margaria’s
assets, and | am prepared to give that informati@iosed session.

The CHAIRMAN: We will do that later. The schedule that you éngrovided to the
committee today is of the estimated losses. Dieatsrelate only to the outstanding matters,
not those that have already been settled?

Mr Read: That provides details of all loan accounts thaisted at the date of our
appointment. One of those columns is a realisataamn, the first of which reads $170 000.
In that case it means that that property has belehasd that the mortgagees have received
the full extent of their loan of $170 000. Theedmright-hand columns show a zero, which
means that the mortgagees have received all tegt\lere due to receive: They received
their principal, and the mortgage that was outstapd Members of that syndicate have
received 100¢ in the dollar.

Hon GREG SMITH: Plus interest?



Select Committee into Finance Broking Industry Thursday, 28 September 200@gePL6

Mr Read: Plus interest.

The CHAIRMAN: In the case of Garon Pty Ltd, where the loan feas80 000 and the
property was sold for $80 000 and the investorarbfereceived back all of their money,
could those people still suffer potential losset Vas found that it had been part of related
entity trading in the past, or are they safe noat they have the money in their pockets?

Mr Herbert: If there were mixing issues, we would have suddégh an amount at settlement
and put it into a trust account.

The CHAIRMAN: Is there any likelihood that action will be takienpursue those moneys
if it had happened six months prior to the appoertof a liquidator?

Mr Read: | cannot see that there would be grounds fotfithedator to recover the moneys,
but perhaps there would be grounds under the sisp€s/role.

Mr Herbert: We are not putting any restrictions on the apibf people to take actions
against others where there has been mixing. lescatiere some of the beneficiaries of that
mixing have sold their properties and have gotrtheney, prejudiced investors might have
an action for recovery of some part of that moneymf people who have received their
money. However, that is unlikely; and if the coupholds the principle of indefeasibility, it
will not happen.

Hon G.T. GIFFARD: Mr Read, you are talking about the disburseménhese moneys
after these properties are sold.

Mr Read: Yes.

Hon G.T. GIFFARD: Mr Herbert, you are talking about whether mixiagpccurring. Who
disperses the money? s it the liquidator? MrdRisatalking to the committee about these
properties being sold -

Mr Read: Yes, | am, but with regard to the use of the peats of those sales, as Mr Herbert
has pointed out, there may be a requirement thaé s those funds be held in trust, and that
is a matter that he is dealing with. | do not daahny way with the mortgagees’ actions or
the sale of any of these properties. My involveties been purely to estimate what losses
will be sustained by the investors so that | carumalaims in respect of the losses that
Global is likely to suffer in the future, becausetlaese investors suffer losses, they in turn are
likely to claim against Global. Therefore, it mportant for my legal actions that | have an
understanding of what losses Global is likely tfiesu

Mr Herbert: All of these realisations have taken place by dbsons of the mortgagees
themselves. Global had an agency function in #e pnd did a number of things, but that
agency arrangement was terminated when we werardpgo All of these sales have taken
place as a result of the mortgagees in possessitirese properties putting them on market
and selling them; or the borrowers concerned ggltile properties and paying out the
investors. That has all taken place independerftls.

Hon G.T. GIFFARD: | was confused about the figure of just underr$60ls that the
$57m -

Mr Read: | was talking in round terms.

Hon G.T. GIFFARD: You said $57m, and then you said there was a®2Qin in that first
round and about a $1m loss out of that top $2rthdt right?

Mr Read: Yes, thatis right.
Hon G.T. GIFFARD: You then come to the bottom figure, which is &loss on paper.
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Mr Read: That is right.
Hon G.T. GIFFARD: Is that another $17m that you have not beentaltalculate?

Mr Read: Perhaps | should rephrase that. The last litberleft-hand column on that last
page is a figure of $57m, which is the funds undanagement. The realisation value in the
next column is the amount that has been realisechdrygagees or borrowers acting to sell
their properties; so those funds have been recdiyadvestors. The realisation value column
is the estimate made by the syndicates of the vafuineir existing security; that is, the
properties have not been sold - they may be omidudet - and that $8m is the estimate of
their value. The next column is estimated prinklpases; that is, the estimate of losses on
principal investment. Again, we have an interedtimin there, with an estimated outstanding
interest of $8m. If we add the total estimatedigipal loss and the estimated interest loss, we
arrive at $17m-worth of estimated losses. The nekimn, which is headed “No Details”, is
the book value of the syndicates from which weyateto receive a response.

Hon G.T. GIFFARD: Essentially, we are looking at a book value afis817m?
Mr Read: That is right; and that is including interest.

Hon GREG SMITH: As a hard capital loss, the figure we are lookandgs $8.8m at this
stage; and when interest is added to that, wehgdigure of $17m?

Mr Read: That is correct, yes.

Hon GREG SMITH: What interest rate is used to get to that figefr88m of outstanding
interest?

Mr Read: That varies according to the terms of the diffiérangements, but generally we
have been calculating it on penalty interest. $yredicates have been advising us that they
are calculating it. In some cases, penalty intexesp to 14 per cent could be charged.

Hon GREG SMITH: | do not mean to sound cruel, but if the intetkat they have received
on the loan were amortised over four years anfbifexample, at the end of four years they
got their capital back with no interest, they wosldl have averaged a reasonable interest
rate.

Mr Read: They would be extremely lucky if they got all ithprincipal back over that time.
It is a slight furphy to look at the interest cdétion, because it is extremely unlikely that the
investors who remain there will ever get their iag¢ back in any shape or form - certainly
not from the recovery of the security.

Mr Read: We are looking at a situation here, of approxetyat8.8 million of losses in
principal. These investors will be extraordinatigky to recover their principal. Calculating
interest, whether at 14, 10 or 20 per cent, is sdmaeirrelevant. It will not be recovered, but
it will certainly be used in their claim againsetbompany.

Hon G.T. GIFFARD: Because it is money they would otherwise beledtio?
Mr Read: Itis.

Hon G.T. GIFFARD: When they went into this investment, was it morbgt was
committed to them?

Mr Herbert: It was money to which they were contractuallyitked.

Hon GREG SMITH: Realistically, is it a furphy because there ismaney left?
Mr Read: That is right.

Hon GREG SMITH: Is it not a fanciful claim?
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Mr Read: Not at all. That is why, in seeking the respofisen the syndicate leaders, the
question has been raised of the interest rate awd ihwas to be supported. All this
information is going to be required when they eually lodge a claim in the liquidation. If
you like, we are preparing ourselves for that alb. Ww&'e are still to receive responses from at
least half, and we may find significant difficulli¢here as well.

Hon GREG SMITH: | was asking the question because we have seensen the media
of $150m of pensioners’ money lost. The realityGlobal is that the figure is more like
$8.8m.

The CHAIRMAN: ltis actually closer to $17m.
Hon GREG SMITH: In hard cash, | mean.

The CHAIRMAN: In capital terms, it will be closer to $17m. Mba&yMr Herbert can
provide an answer.

Mr Herbert: Maybe | can add something. The interest loghadoss at the rate provided
for under the contract, including penalty provisorFrom the investors’ point of view, what
they have lost is what they otherwise might hawested that money for. If they put that
money on deposit in a bank, as distinct from Glpttedy may have got one-half to one-third
of the interest.

The CHAIRMAN: Maybe if | take it back it might help explain whmembers are getting at
with their questioning. One of the views that h@en put to the committee is that people
were getting paid high interest through these loalmvestors have put it to the committee
that what they saw as the risk was that they waoldsuffer a capital loss, but on some deals
they might not get their interest paid. That isywlou get an interest rate of 10 per cent,
rather than 4 per cent, as at a bank. The riglomained within the interest rate. Without
saying whether the committee supports that, thaeitainly a view that has been put to us.
Putting interest to one side - that is an argualalen they have against different people - just
about everyone who has come before this commideananvestor has said that they always
thought their capital would be secured by a morgagth a 70 per cent or better loan to
valuation ratio. What is your best estimate of itha capital loss will be at the completion
of the realisation of the assets?

Mr Herbert: That is $8.8m.

The CHAIRMAN: That is only half of it, though, is it not? lby have half of it in, and
another half to go, is it reasonable to assumettieabther half will be recoverable?

Mr Herbert: No. | think there is really going to be a prablevith the remaining portion.
Most of the realisations that have taken placeasdéve occurred with respect to properties
that were completed, as at the date we were amgubad voluntary administrator. There was
a range of degrees of completion. At the date Weatvere appointed, some properties were
complete, and Global was holding the certificatestie and performing some of the agency
functions, such as collecting interest from thertwaers and paying it to the investors. In
other cases people had put in substantial sumsasfeyn pending the development of a
property, and nothing had happened; the money wiasréd away. Those are the people
who are in most danger. There are some extrenss alsere losses could well be above 50
per cent, maybe even 75 per cent, of the prindipasted. The losses documented here will
increase proportionately as more instances cortighio

The CHAIRMAN: The cases that have not been reported are tderhames for which to
determine the value, therefore the ones most likelincur a greater loss. It would not be
unreasonable to estimate that the losses out dfaGWwill be close to $20m or thereabouts.
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Mr Read: The estimate to date is $8.8m. We are yet teivecresponses in respect of
$17m. In a worst case scenario, with losses of @€X0cent of that amount, the figure is
around $25m. It would be safe to say that theréidies between $20m and $25m.

Mr Herbert: Without bringing Margaria’s personal assets ihto
Mr Read: Yes, without looking at any recovery.

Hon G.T. GIFFARD: Is there any calculation of loss of interest?
Mr Read: That is just straight capital.

Mr Herbert: More realistically, if it is assumed that 50 jgent of the remaining $20m will
be recovered, you might have total losses of $18; 18 a total of about $60m, making losses
less than a third.

Hon GREG SMITH: How long is it likely to take before you have walit all up?

Mr Read: The issue with winding up is that much is depends the mortgagees’ action.
Some of the properties they have invested in aligaiy to be sold in the foreseeable future.
| inspected some properties in Collie only last kved# is extremely difficult to imagine that

some of those properties will be sold.

The CHAIRMAN: Especially if you read today’s article about @alie land sales.

Mr Read: They are giving away free land in Collie, andttisanot the land our mortgagees
are trying to sell. That is going to be a big éactind the conclusion may take many years. |
do not think that will necessarily affect our role®¥Ve can conclude, and ask investors to
estimate their likely losses so that they can pigdie in the liquidation, but many investors
will take many years to solve their problems.

Mr Herbert: When we talk about the time it is going to takeconclude, we are talking
about a number of different things. The sale afpprties by the mortgagees is taking place
independently of us, under the direct mortgageapervision. Some properties may take
years to sell, and some may not be saleable, dmwejust discussed. As supervisor, we are
managing the distribution of the cash in the tatount and the mortgage interest that we
still hold there, to people who are not registesaditles, but who put money in. Hopefully
we can get that resolved in a matter of months.etWdr that is three months or six months, |
cannot say. It would depend on how complicatedeel proceedings become.

The CHAIRMAN: People are of the view that the claims against @bditors will be
successful, and | imagine the auditors or theiui@ss may seek to join that action when it
gets into court, but that is something for them aatfor you to comment on. Would such an
action seek to recover any outstanding lossestieatot picked up anywhere else?

Mr Read: | do not fully understand that question.

The CHAIRMAN: Is there a set amount that you clan claim agdiestwuditors, or would
you claim the full amount of any losses that haserbincurred as a result of their audits?

Mr Read: That is something | would prefer to discuss wseld session, if that is all right.

The CHAIRMAN: Very well. We can come back to that. | have sarther follow-on
questions, but I will leave them until we go intosed session.

Hon RAY HALLIGAN: | would like to ask a question of Mr Herbert. n$® of the

documentation the committee has seen, betweentarseand finance brokers, includes a
breakdown of how the money they are providing ibdéospent. In some instances we have
seen figures in that breakdown that include intgpagment. In that same documentation, in
some instances we have seen statements made éffabethat interest payments would be
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guaranteed, as they are being made from the finaradesrs’ trust account. Did you see any
instances of this practice in the Global documemtat

Mr Herbert: What commonly happened with investments supeaivigeGlobal was that the
documents that were exchanged between the invemtor&lobal provided for some part of
the proceeds put forward by investors being usegatp interest to them, commonly 12
months’ interest. It was not an uncommon provisiora case where a property development
Is taking place, given that, in the case of develepts, no money really flows from the
property for some period.

Hon RAY HALLIGAN: So no income is being generated?

Mr Herbert: Correct. The interest must come from somewtsyét can be provided, and

certainly was often provided in Global’'s case, thatmonths’ interest can come out of the
money that these people put in. Most of the irsstvere probably unaware of that fact,
because they had not read the documents properyit tvas happening. In a lot of cases
involving Global, investors received interest fraheir own cash for periods beyond 12
months. One investor made an appeal to the Tax&eview Tribunal recently, to try to get

a refund on the tax she paid on what she arguecessentially her principal, and not income
at all. That is in process at the moment, andvisrg difficult argument to run properly.

Hon RAY HALLIGAN: Is it also correct to state that finance broke®obal in this case -
also claimed a commission on the payment of thatést back to the investor?

Mr Herbert: Yes, itis.

Hon RAY HALLIGAN: Does that not make one wonder why someone shpayldnoney
out of his own pocket, to place in the hands aharfce broker for a determinate time, only to
receive a lesser percentage of that back?

Mr Herbert: There are many questions of that sort.

Hon RAY HALLIGAN: | cannot understand why investors would go ddwat path, when
all they are doing is handing a percentage of theaney over to Global for absolutely
nothing.

Mr Herbert: In theory, Global was providing a range of sezgic One such service was
collecting money from investors and remitting itka As you quite rightly say, if payments
of interest were simply returning money they had ipwriginally, which they agreed could
be paid back as interest, it is perhaps questienabether Global should have charged its fee
for the payment of that interest. But it did, grethaps it would have argued that this was an
administration charge for the payment of that esér

Hon RAY HALLIGAN: The administrative cost, no doubt, even in irr@rtommas. | am
not trying to denigrate the investors for one montare, but it seems odd that so many of
them have spoken up on their concerns about tleestt payments. While the interest
payments continued to flow, they were happy with ghuation.

Mr Herbert: Again, they were only getting their own moneylac

Hon RAY HALLIGAN: They could have held on to it and said, “You hawemoney for
12 months, repay the principal in 12 months, alidi€posit my interest in the bank, for that
proportion of the money | would have given you, aadn interest on it myself.”

Mr Herbert: Exactly right. A lot of the investors were rélaly unsophisticated, and

believed that, while they were receiving interesgularly, and not receiving reports from
Global that indicated that there were problemshingt was going wrong. There are
horrendous cases, as we have described, whergdbelyed interest over number of years
out of the money they had put forward, and not ftbenborrower at all.
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Hon GREG SMITH: Have you spoken to many investors who had noeqanaf the higher
interest, higher risk factor?

Mr Herbert: At the first meeting of investors with contingeataims, Mr Ogilvie from the
Australian Securities and Investments Commissiodaraastatement to the effect that there is
a connection between risk and reward in all invesiis1 and that people should perhaps be
more cautious. If there had been an exposed bedheiroom and a piece of rope he would
probably have been hung. It was a very unpopu&w.v However, it is undeniably true that
risk and reward are linked.

Hon GREG SMITH: How have you found ASIC to work with? Have thaffsbeen helpful,
or has help been non-existent?

Mr Herbert: From a funding point of view it has kept a veswIprofile.

Mr Read: | have had much more to do with ASIC than hasHérbert in his role as
supervisor. Initially, | reported regularly to ASI It was my only source of assistance in
some actions in obtaining books and records of Ei@egand his related entities. ASIC took
action to secure those assets and books and rectdfortunately, at the end of the day
support from ASIC has been less than | had hoped My support accordingly has now
moved from the Federal Government to the State fBowvent through the Ministry of Fair
Trading.

Hon G.T. GIFFARD: Is that due to unwillingness or lack of resoutces

Mr Read: | think ASIC has an inability to act in certaimoumstances. For example, books,
records and information that | requested ASIC taesand recover from related entities was
done. However, due to ASIC's interpretation ofldwe it is not entitled to now provide those
books and records to me. Those types of frustratisere annoying early when | would
dearly have loved to have had those related parbks and records but could not obtain
them.

Hon GREG SMITH: Is there any way of obtaining them?

Mr Read: ASIC is not obstructing the situation, but itingéerpreting the law in such a way
that it means it cannot provide the informatiomrte. | can now obtain it through the process
of public examination. ASIC will provide those oeds because it has been joined in the
action. It is more true to say that ASIC has afitad to assist, where it can, within the limits
of its ability.

Hon G.T. GIFFARD: Do you think ASIC has greater powers than iigrsg to you it has?

Mr Read: | do not think so. | am frustrated because | samwhat | want; but it is in ASIC's
hands and | cannot obtain it. To me that doesake much sense.

Hon G.T. GIFFARD: It should have the power to hand it over to you.

Mr Read: It should have the power, but it refers to ndtjuatice, which determines that

ASIC must ask the owner of the property whetheraWweer is prepared to hand it over. In
the case of Margaria, it would be asking him fampission to hand me documents that would
assist me in my action against Mr Margaria andrhlated entities. Clearly, he will not

provide that.

Hon G.T. GIFFARD: Do you dissent from that view of natural justice?

Mr Read: In a general sense | may, but under these citeunoss | can only agree with
ASIC. Itis hamstrung.

Hon G.T. GIFFARD: Is it a matter of ASIC’s being hamstrung by tleed to be correct in
its dealings that makes it difficult for you?



Select Committee into Finance Broking Industry Thursday, 28 September 200@geR22

Mr Read: Absolutely.
Hon G.T. GIFFARD: ltis not a lack of will?

Mr Read: Itis certainly not a lack of will on the part ABIC. It is frustrating because | can
see the material, but | cannot touch it, and havingould help me. | understand that
situation and, although it is frustrating, | do hatve any complaints. From the investigatory
side of things, we have been working with ASIC adlwas the fraud squad. It has been a
combined effort.

Hon GREG SMITH: You referred earlier to the fact that your fiastion would be against
the auditors, because that would most likely beassful. Are there obvious examples of the
auditors not doing their job properly in the cas&tmbal Finance?

Mr Read: That will certainly be our claim. The public eximations and public record of the
auditors identified numerous occasions on whickliebve the auditors have been deficient in
their duties.

The CHAIRMAN: Can you give us a brief outline of the cause phatGlobal Finance into
liquidation?

Mr Read: The essential cause that led to our appointmerst the involvement of ASIC
early on. | understood its investigations and ukseons with the director, John Margaria,
indicated that unless he did something quickly,@8lould be forced to act. Accordingly he
appointed Jeff and me as voluntary administratwhsch he was entitled to do as a director.
All that required was that the directors of GloBalance form the opinion that Global was or
was likely to become insolvent. Accordingly Jeffdal were appointed. That led to the
creditors appointing us as liquidators at the sdameeting of creditors. In specific terms,
that is how our appointment occurred.

The CHAIRMAN: What were the causes of the insolvency?

Mr Read: This is an interesting question and one we haaeneed. Global may not have

been insolvent when we were actually appointed. réfer to insolvency generally as the
inability of an entity to pay its debts when theg due. Global had the ability to pay its debts
when they were due; albeit Global relied on furtdswas said to have earned from the trust
account. It could be argued that Global was aesdlcompany; albeit a raft of contingent
claims is likely to be made against it due to lese investors will suffer. That has been a
difficult aspect of the liquidation. Some actidnsould take as liquidator arise only when a
company has been demonstrated to be insolvent lmadlitectors and other parties are
knowledgeable of that insolvency. It is not anyeagument to mount.

The CHAIRMAN: From your background as a liquidator, rather thaecifically in relation
to Global, if we are talking about contingent lidlds, at what point is it incumbent on a
director to seek voluntary administration or goitiuidation? At what point would it be
reasonable for a company to decide it needs tosak® action because it is insolvent?

Mr Read: It is very difficult. A director's duty is to eare that the entity that he is
controlling is not trading while it is insolventn other words, it must have sufficient funds to
meet its liabilities. In this situation it wouldae been difficult to determine that. In effect,
our appointment has caused a line to be drawnerséimd. The failure of Global to continue
to manage many of those investments may have disoted those investments and the
ability for the investors to recover moneys. Itubhave been very difficult for anyone to
say at a point in time, “I believe there are losseghose loan facilities of $X.” Certainly a
director who was well aware of or participatingnmsappropriation of funds and who was
involved in a juggling act to maintain investorsnidence when he knew that borrowers
could not repay funds must have had cause to cemsilether he should continue trading.
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Having looked at similar examples of mortgage andrfce brokers involved in this industry,
it is common for them to be literally juggling tihalls in the air. When any director in that
position becomes aware that a borrower cannot ek o investors interest, let alone
principal, he must seriously consider the abilityhe business to continue to trade.

The CHAIRMAN: At that point does that mean the company canecwading rather than
go into either voluntary administration or liquidet? If the potential claims - albeit
contingent claims - were significantly greater thia@ company’s ability to meet them; would
that company then need to go into liquidation ouldat only need to cease trading and try to
arrange its affairs?

Mr Read: One avenue open to a director is to cease tramtispw it down and try to dig the
company out of the problem. However, that actiaayroome at a cost of potential personal
liability. Therefore, directors will inevitably @pint a voluntary administrator, because if
they appoint an administrator when they first bee@ware of a financial problem, they will
not be exposing themselves to any more personanaiftthey continue to trade. When he
realises his business can no longer meet its dabtssponsible director should consult an
insolvency practitioner. If the company can beeshwoluntary administration may be
proposed. Certainly the control of an ailing bess should be handed to someone who is
independent.

The CHAIRMAN: It obviously goes to some of the other finanagkbrs who have not had
supervisors or liquidators placed in control. Daesirprise you that none of the others have
had supervisors or liquidators placed in control?

Mr Read: It is difficult for me to comment without knowirifpe details of those entities. It
is always difficult to understand how these erdittan continue when they have agreed not to
broker any further moneys. | do not understand aéispect. However, the issue of whether
they should be under independent control is woothgonsideration. | am not in a position to
comment on it because | do not know the facts sadimg those companies.

The CHAIRMAN: | understand you conducted an examination obtieks of a number of
Mr Casella's companies some time ago, and as #& eesinquiry was held by the Finance
Brokers Supervisory Board, of which you may notlare, that led to a finding being made
against the director. Is the situation you arangeaow very similar to what you identified
during the examination, which | understand causmedsome concern at that time?

Mr Read: | will explain the situation with Amelia Develomnts and my original
involvement. | think in 1994 my partner, Mel Ashfowas appointed as liquidator to a
company called Amelia Developments. | was notranea then, but | conducted most of the
work on that administration. Amelia Developmentaswa development company that
involved Mr Casella, who was an owner-builder aritbvemployed Amelia Developments to
do much of his construction work. At that stage,was financing his activities through
Blackburne and Dixon. My investigations indicatgdarly that transactions involving Mr
Casella, Mr Owen Blackburne and Amelia Developmevese unusual to say the very least.
They involved allegations of overstatement of lagwplications with the knowledge of
Blackburne and Dixon, and so on. As a result waiply examined Domenic Casella and he
volunteered the information. Although it was nelewant to us in my partner's capacity as
liquidator of Amelia Developments, | thought it waserthwhile bringing it to the attention of
the Finance Brokers Supervisory Board and did v aperiod. It is all a bit hazy now, but |
recently read the Gunning inquiry report that referthis period.

| understand it was subsequently investigated byy Gaevor of Ferrier Hodgson. As a
result, the board acted in whatever way it dicam not sure exactly what happened. | was
out of the loop and did not hear much more about ithink | have seen that same type of
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transaction and those same events occurring inablBlmance. We must remember that
immediately prior to commencing with Global Finantr Margaria worked for Blackburne
and Dixon and was involved with Mr Casella at Blagine and Dixon. Similar occurrences
continue in Global Finance.

The CHAIRMAN: You may not remember it, but you said that when yndertook the
examination of Amelia Developments, some unusudlateur was occurring. Did that
include Mr Blackburne’s having an undisclosed ieg¢in some of those developments?

Mr Read: It did. From memory, the main sources of conaeene instances of Mr Casella’s
borrowing $1m from Blackburne and Dixon. Blackbeiand Dixon were well aware that the
project for which Casella needed the funding mayeh&quired only $800 000 and a further
$200 000 was required for a completely unrelateer@se; in this case | believe for the
establishment of a lingerie shop by Mr Casella. Bfackburne was aware of that. My
understanding, and certainly the statement fronClssella, was that he had suggested it as an
appropriate way of dealing with things; in otherrd& overvalue the property and overstate
the amount of the loan that you need, with alliparbeing fully aware that $800 000 would
go to acquire a block of dirt and $200 000 would@start a lingerie business.

Hon GREG SMITH: Except for the people who were lending them tloaay.

Mr Read: Except for the people who were lending the monelyp thought they were
lending $1m to acquire a $1m property to securath@ances.

The CHAIRMAN: In fact, it was probably to buy a $1.4m propeddysecure their funds at
70 per cent?

Mr Read: Perhaps. There were other occasions that wevelleaware of involving Mr
Blackburne and property that has recently beenlspldlr Casella. Those properties were all
owned by the three parties at times in the past.

The CHAIRMAN: Did Mr Casella volunteer the information duringuy examination of
what had been going on?

Mr Read: He did.

The CHAIRMAN: Were you able to pass on that information in itletathe Finance
Brokers Supervisory Board or were you able onlyal& about it generally in your role as
liquidator?

Mr Read: My recollection is we provided to the board ayop the transcript of the public
examination. My understanding is that an investigavas appointed because | recall meeting
with the investigator to discuss these issues.

Hon GREG SMITH: Did any action flow on from that?

Mr Read: That is where | dropped out of the loop. HoweVvemderstand Ferrier Hodgson
was appointed to investigate the matter. | hadmeeting with one of Ferrier's managers,
which lasted a couple of hours, and that was hedrd no more from Ferrier until | read the
Gunning inquiry report.

Hon GREG SMITH: What is your opinion of the Gunning report asoguiment? It has
been denigrated by some people.

Mr Read: | must confess that | have read portions of thar@hg inquiry report inasmuch as
it will assist me in my actions against individual$ have not read the document in total.
However, one of the issues we were to discuss tdday Mr Herbert's point of view is the
recommendations made by the Gunning inquiry.
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The CHAIRMAN: | want to return to the Casella and Blackburnd &ixon matter.
Basically the modus operandi you identified in 1:®@%4was similar to what you identified in
the Global books?

Mr Read: That is correct.

Hon GREG SMITH: | have a “for interest’'s sake” question. | wasKing through your
schedule of expected realisation values for prageertl have often said there are three sorts
of people who sell things: People who will sepple who want to sell and people who need
to sell. In a mortgagee or fire sale, comparedh &t orderly sale of a property, is there a
general expectation of the devaluation that idyike occur in the realisable price?

Mr Read: Speaking generally it is almost impossible todmethe result of a fire sale. |
have conducted fire sales of assets for which ehageived more for those assets than if they
had been sold at retail in a shop. It is veryidift to work out where a valuation on a
property will sit. We have asked for a realistss@ssment of the values of the properties that
remain and what will be received for them by sellihem in the short term, keeping in mind
that some of those properties have not been desetlop are partially developed and may
need to be completed. That aspect therefore naubtrdught into it as well. However, it is
extremely difficult to try to guesstimate what teaesdividuals will receive and whether a fire
sale will make a difference.

Hon GREG SMITH: | have heard stories of, for example, a hotetremh being signed for
$2.2m which then went into liquidation and the sgmeson bought it six months later for
$1.2m.

Mr Herbert: That can and has happened. However, it doesexessarily follow that
because it has gone into liquidation the liquidasoselling. It is often a function of the
market. We sold a number of hotels some time agBroome, for example, just after the
pilots’ strike when the market for property in Broe was depressed, and the prices that we
achieved were depressed prices. Had the peoplepgmnted us been prepared to hang on a
bit longer, they might have got more money. Howeitas not a general rule. We have sold
properties at auction, as receivers and liquidatams five or six bidders have bid for them
and the prices achieved have been more than expedteerefore, the mortgagees in these
current matters do not necessarily face the prospelosing a lot of their investment as a
result of a fire sale of the property. There Wil a fire sale only if they rush through the sale
and make a botch of it. However, if they put igether properly and the property has a
reasonable value, they should get the market alue

The CHAIRMAN: In your examinations of Mr Margaria, did you iti§nanything along
the lines of a secret commission or a silent irsteireany of the projects with Mr Casella?

Mr Read: We have not conducted our examinations of Mr Megg they are due in October
and November. That is certainly one aspect wehillooking at.

The CHAIRMAN: Those are the sorts of matters that could beeplicip at that stage?
Mr Read: Yes; that will be the direction of some of ouegtioning.

Hon RAY HALLIGAN: | note that you made a presentation to the Ggnmguiry and
made recommendations, the majority of which aréiqdarly good. | may query a couple of
those recommendations, but | will not do that rightv. Have you been asked that question
about the recommendations? | think Mr Read waslaly to that.

Mr Read: That is right. | would like to take credit fdidse recommendations. However,
Mr Herbert drafted them and it is probably bettetthe respond to that question.
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Mr Herbert: We were asked by the minister whether the recamdaitons were adopted
and whether there were others we wanted to putai@wThese recommendations were given
to the Gunning inquiry and some are reflected em@unning inquiry’s report. That is not to
take credit for that part of its work; however, $beare points that a number of people have
thought through. A few of them were not picked apd we pointed that out to the minister.
We believe some of them have merit; for exampla, tinere should be a panel of auditors and
valuers. As the committee knows, anyone who issteged currently as an auditor can audit.
It is like everything else: Not all auditors alggual. Some have more experience in auditing
than others and some have more experience spdgifinaauditing trust accounts. We
believe that a panel comprising people with expegeand with the resources necessary to do
that kind of work would be useful, and that it slibbe a requirement that mortgage brokers
use both valuers and auditors from the panel.

Hon RAY HALLIGAN: | was thinking about those two areas. Althougitdept that you
are talking about the positive side of that, | wendbout the downside; namely, anyone who
may not be appointed to that panel - | was abosajoexcluded - may be regarded as second
rate. Should we use the professional bodies af thve organisations as another step in the
chain, with their providing the names of a numbigrenple?

Mr Herbert: Yes; that is a good point.
Hon RAY HALLIGAN: They would, therefore, accept some of that resibdity as well.

Mr Herbert: Yes; you are right. That is an exclusive procelsa selection is made of
people on a panel and people are excluded, thadaedexi may feel peeved. However it is
done, it has value. Many firms do audit work withe | must be careful how | say this. Are
these statements privileged?

The CHAIRMAN: Yes.
Hon RAY HALLIGAN: Yes, subject to parliamentary privilege.

Mr Herbert: Some firms that do audit work do not do a loit @hd some of their results are
less than satisfactory in some cases.

Hon RAY HALLIGAN: | accept what you say. It comes down to expesemot
qualifications, but experience in using those digaliions.

Mr Herbert: Exactly.

The CHAIRMAN: Surely that is not a problem only for the finatreking industry. The
ability for fraud and for other items to go undégecexists right across auditors in financial
management in Western Australia, whether they ldit@s of a local sporting club, or
whatever.

Mr Herbert: That is true. We put these recommendations fiahiwathis context, because it
Is a critical matter. | venture to say that if gnaeditors of the Global trust fund had been one
of the big five firms, the shortcomings in the @udbuld not have occurred, the problems
with the trust account would have been pointed aang perhaps - this is based on our
contention in the action against the auditors - ltsses would have been avoided. It is
critical in this area, because losses have beemrgat, and we say that is the result of some of
the work that the auditors did and did not do.

The CHAIRMAN: In the past, legal action around Australia hamltaken even against the
big five firms’ auditing work.

Mr Herbert: Absolutely.
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Hon RAY HALLIGAN: It goes back many years to the Custom Creditenatid so many
other large companies.

Mr Herbert: Yes. ltis a difficult and onerous area.

The CHAIRMAN: It has troubled my mind, and probably also thadrof other committee
members, that when one considers the history oft&kesAustralia, unfortunately, frauds
appear to occur on a fairly regular basis; andHey ttime these frauds are detected, often
significant losses have occurred. One thing tlmatcerns us is whether it is possible to
predict when in the noughties - for want of a bretitem - fraud will occur. When frauds are
tracked back, often it is a failing on the partaafditors to pick up items at an appropriate
time. That may be an area we should examine iat gietail.

Mr Herbert: To continue with your general theme, unfortunategilance will always be
necessary because of the nature of the beast lepebortgage broking has been an area in
which people have been able to generate significensimes. There are inherent conflicts in
mortgage broking in that the more loans they proties more money they make. There is an
inevitable temptation for standards to drop on etspgsuch as valuations and to put a gloss on
the information given to investors so that the deglpens and the income is derived. That
will always be a problem in this industry. Onentipiwe said - to be honest, | am not sure to
what extent it has been taken up - is that veryause requirements should be placed on
mortgage brokers with regard to the informatiorytpeovide to investors in connection with
prospective investments. A person who is fountiadee been party to the careless issue of
false and misleading information in a prospectugg$athe prospect of criminal sanction and
may go to jail. Similar provisions should applyfitwance brokers.

Hon RAY HALLIGAN: | agree.

The CHAIRMAN: To clarify what | believe | heard you say eatlisrit your view that if
the auditor had done his job properly, he wouldehpicked up what was occurring in Global
Finance?

Mr Herbert: Definitely.

Hon RAY HALLIGAN: You mentioned valuers, who are included in your
recommendations. In your schedule of estimatede®st would have been interesting to
know the so-called valuations of those propertid3uring your investigations, have you

found a prevalence of overvaluation of properties?

Mr Read: | should probably answer that, because | haveucied investigations of a large
number of valuations which were predominantly pened by one valuer, Mr O’Connor.
The results of those investigations indicate thaluations were consistently above the
realised values for properties. We looked not calyvaluations of properties currently
outstanding, but also at properties that haveesktti the period of Global's existence. We
found consistently that the valuations obtaineden@gher than the eventual sale price of the
property; in some cases significantly so. We foandience of selective use of sales histories
to provide valuations and, generally, we questioa values and the valuations that were
obtained and the methods that the valuers usedlte ¥he properties. There are questionable
valuation techniques.

The CHAIRMAN: Is Mr O’Connor the only valuer you have identifke

Mr Read: Mr O’'Connor was not the only valuer. A numbervafiuers were used. Mr
O’Connor represents a significant proportion, hogveof the valuations that were conducted
by those types of individuals where we found maesbfems with their borrowings, especially
Mr Casella, Mr Sadek and Mr Johnson. In some cheesas the only valuer used by those
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individuals. There have been other valuers. Nimzs out of 10 those valuations were
accurate or reasonably accurate.

Hon RAY HALLIGAN: The valuer was not chosen at random. There wapeaific
appointment to provide a valuation.

Mr Read: There was a specific appointment, ordinarily biolal. One valuer was
particularly used by Casella and Sadek.

The CHAIRMAN: | just want to go through some of your recommdioda to clarify
something. In your presentation and recommendatiorthe Gunning Inquiry, item 4.2(ii)
states -

FBCA should require appointment of an Approved Aaidby all brokers.
Are you suggesting that is not already the case?

Mr Herbert: There is an appointment of an auditor but theratpee word is “approved”,
under 4.2(ii).

The CHAIRMAN: This goes back to the appointment of a panel.
Mr Herbert: Yes.

The CHAIRMAN: | understand that. Are you suggesting that tiwarice Brokers
Supervisory Board does not already have that poweer section 4.3? If it saw fit to appoint
an accountant, could it not already do that unlkder&ct? It is my view that it can. It started
to go down that path following the Blackburne angddd matter, which | have already raised
with Mr Read.

Mr Herbert: Yes. That was put in the recommendations tgoeeiic. Coming back to the
point about the need for vigilance, this is trytognake the point that random tests of brokers
would be a good idea and that if that power isspacifically provided for, then it should be.
The other point about who pays the cost of thesés thas always been a problem for
investigations. We suggest that brokers shouldhaeged an annual fee to cover the cost of
random tests. That whole scheme of things shoaldebow be incorporated into the
legislation, if it is not covered by the generab\ypsions.

The CHAIRMAN: | do not disagree with the idea you have sugdestewas more a case
of trying to clarify whether you believed that thveés provided under the existing Act; that it
was not something the Finance Brokers Supervisogrdcould do.

Mr Herbert: Yes. | think you can get there, but it wouldgmed to make it specific.

The CHAIRMAN: Yes. Do you know whether your terms of appointtvées supervisor are
the same as or similar to those for the appointroérthe supervisor of Rowena Nominees
and Grubb Finance?

Mr Herbert: | do not know the exact terms of Mark Conlan’p@ptment. | believe they
are similar but | do not know.

The CHAIRMAN: If the withesses do not want to raise any othsues at this stage then |
suggest we adjourn to go into a private session.

[The Committeetook evidencein private]

Sitting suspended from 12.50 pm to 2.30 pm.



