8 May 2015

TO CREDITORS AS ADDRESSED

Dear Sir/Madam
Indochine Mining Limited
(Administrators Appointed) (the Company and IDC)
ACN 141 677 385
Supplement to Administrators’ Report
We refer to our report to creditors pursuant to section 439A of the Corporations Act dated 4
May 2015 which explained and enclosed a DOCA proposal from Kandahar Holdings Pty Ltd
(Kandahar).
Attached for your consideration is a DOCA proposal received late on 6 May 2015 from
Second Floor Gold Pty Ltd (SFG). The SFG proposal seeks to deal not only with the
unsecured debts of the Company, but also:


The liabilities of its Papua New Guinea (PNG) subsidiary, Summit Development Limited
(SDL) on a pooled/grouped approach (ie SDL creditors will be treated the same as IDC
creditors) and with a view, they suggest, to a return to all creditors of approximately
25 cents in the dollar (ie SDL and IDC creditors will each receive 25 cents in the dollar);
and



To bind the Company’s Secured Creditor on the condition that the Secured Creditor
approves the SFG proposal.

Our high level comments on the SFG proposal are as follows:


SFG has not provided any evidence of its financial and other capacity to complete but
has advised it will provide evidence of its financial capability before or at the second
meeting of creditors;



We understand that SFG has not obtained legal advice in respect to its proposal and
the drafting therefore does not use terms/language which best fit the circumstances;



SFG’s proposal includes a number of features that may not work in practice. The most
significant of these issues is the concept of pooling the creditors of Indochine and SDL,
as we are not appointed to SDL and SDL is not in external administration we do not
have the legal right to compromise the debts of SDL’s creditors in the manner
contemplated by SFG;



We understand that SFG has not obtained legal advice about whether pursuant to PNG
law there is a legal mechanism that could be used to compromise the debts of SDL’s
creditors in the manner contemplated by SFG;
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That said, if appropriate legal machinery could be constructed to make such a concept
work, requiring the SDL creditors to compromise their claims by 75% we consider that
such a proposal (if accepted) may cause irreparable damage to the Mt Kare project and
may impact renewal of EL1093;



The SFG proposal does not properly address the funding that was recently provided to
the Administrators by the Secured Creditor and how this would be repaid;



We have sought the Secured Creditor’s feedback on the proposal and while we
understand that the Secured Creditor is attracted to the prospect of full payment it would
require clarification of the mechanism for this and sufficient funds to be placed on trust
to execute in respect to this part of the proposal;



The dividend estimate provided at 25 cents in the dollar (and notwithstanding paragraph
9(b) of the proposal) does not appear to provide for the statutory priority afforded to
employees of both the Company and SDL; and



By comparison to the costs associated with the Kandahar proposal, the additional legal,
insolvency practitioner and other costs to implement the legal machinery to bring about
the SFG pooling would likely exceed $300k and add many months to the restructure
program for the Company having regard to applications to the Courts potentially both in
Australia and PNG.

Having regard to the above, we are unable to provide any detailed financial analysis of the
SFG proposal, and we consider that it is not in a form capable of acceptance by creditors and,
critically, implementation thereafter. Accordingly, we are unable to recommend the SFG
proposal be accepted by creditors at the forthcoming meeting of creditors and therefore we
have not provided updated proxy forms to incorporate a resolution in respect to the SFG
proposal.
Rather, the SFG proposal is provided to creditors in order that they may be aware of this
party’s interest in a restructure of the Company.
Secured Creditor Position
The Secured Creditor has received a copy of our earlier report and also a copy of the SFG
DOCA proposal and it has told us that it:


Does not consent to the SFG proposal due to the lack of funding evidence and the
mechanical and commercial problems in the proposal;



Is assessing the Kandahar DOCA proposal, whether it consents to that proposal and in
turn whether it will vote at the second meeting of creditors; and



Would not (in its view) be in the best interests of the company’s creditors for the
meeting to be adjourned.

Accordingly, we anticipate the Secured Creditor is more likely to consider the appointment of
a receiver and manager to the Company in the event that the meeting of creditors is
adjourned and the progress of the restructure is less timely or otherwise not in accordance
with its expectations.
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In that regard, we note that shareholder approval was not obtained by the (then) board for the
facility entered into with the Secured Creditor nor was an ASX release made when the facility
was put in place, only on 4 August 2014 after the new board had been put in place.
We have undertaken a preliminary review of the security documents and advise that same
appear to be in order. That said, the validity of the security may be open to challenge in the
future by the Administrators, Deed Administrators, Liquidators or the Company should any
material come to light that requires objective scrutiny.
Return to Creditors
While the SFG DOCA proposal offers AUD2.6M toward the employee and ordinary unsecured
creditor claims, we note that there is an equivalent of AUD4.5M owing to the employees and
creditors of SDL. It is our view that the SDL creditors will need to be paid in full having regard
to the:


Separate assets and liabilities of these different legal entities;



Process for renewal of the Mt Kare exploration licence which is held by SDL; and



Separate operation of the Companies Act 1997 (PNG) in respect to SDL and the
Corporations Act 2001 (Cth) in regard to Indochine.

Adjournment of Meeting
It is open to creditors to determine at the second meeting of creditors on 13 May 2015 to
adjourn the meeting for up to 45 business days. We do not recommend this course having
regard to the additional costs which may erode the funds available to the Company’s priority
creditors under the Kandahar DOCA proposal, the lack of better alternate DOCA proposal
currently available, the significant risk that a better proposal will not be available after 45
business days, and the negative impact that the appointment of a receiver and manager may
have to the reconstruction of the Company.
Recommendation
Having regard to our comments above, our recommendation, contained within the report to
creditors dated 4 May 2015 is unchanged – that is, we recommend creditors approve the
Kandahar DOCA proposal.
Should you have any questions regarding the administration or the enclosed report, please do
not hesitate to contact Max Gould of this office on (08) 9214 1444.
Yours faithfully
Indochine Mining Limited

Martin Jones
Join and Several Administrator
Encl.

