
 

AGRICULTURE FUND III | QUARTERLY REPORT – 31/12/2019 1 

Agriculture Fund III  
QUARTERLY REPORT – 31 DECEMBER 2019 

 

Key Investment Facts 

Trustee  AAAP Securities Limited  
(ABN 45 125 223 958, AFSL 314 177)  

Investment Manager Argyle Investment Management Pty Ltd 
(‘AIM’) 

(ABN 63 127 513 099, AR 343 792) 

Investee Company Kialla Group (incorporating Kialla Pure 
Foods and Aus Organic Feeds) 

Management Quentin Kennedy, Managing Director 

Sector Agribusiness Private Equity 

Date Invested 19 July 2016 

Amount Invested $12.3 million 

Ownership 33.3% of Kialla Group 
 80.0% of Kialla Farm (Lagoona)  

Anticipated Exit FY22-24 

Location Kialla Group Factory 
Greenmount via Toowoomba, QLD 

Kialla Farms 
Cracow via Theodore, Central QLD 

AIM Representatives John Corbett, Hugh Esler 

Price per Stapled 
Security 

 $0.5597 

Distributions paid to 
Date 

$0.0115 per stapled security 
(inclusive of franking credits) 

Key developments this quarter include: 

- The 102ha irrigated Summer maize crop was finished at Kialla Farm 

(Lagoona) during the quarter and harvested in January with 

resulting yields above those achieved previously, but still below 

budget. December heat and soil nutrition issues impacted.  

- Kialla Group’s management continues to concentrate on the 

turnaround and future growth capacity of the milling enterprise. 

- Management secured targeted organic grain volumes from its 

supplier base, albeit at high prices and with a reduced targeted 

tonnage as a result of a period of sustained weather pressure.  

- Outcomes of Kialla Pure Foods’ retail strategy review are being 

implemented and some of the key findings from that review are 

being applied to the wholesale operations where appropriate. 

- Non-organic (conventional) toll-milling services continue to be 

explored, to solve for lower plant utilisation impacts due to 

ongoing drought and high prices.  

- Argyle have undertaken a detailed review of both Kialla Farm and 

Kialla Group from an asset and market perspective to assist in next 

steps decisions on the Fund’s investments. 

Kialla Farm Update 

 
Figure 1: Disappointing Summer Maize crop  
Source: Argyle Group, 2020 

 
 
Summer Crop 

The focus of the December 2019 quarter was the finishing of a 102ha 
irrigated Summer Maize crop. Available irrigation water balances 
were sufficient to support and finish the Maize but did not allow for 
any further planting, including the budgeted Summer Sorghum crop. 
No dryland was planted given the prolonged dry outlook. 

The Summer Maize yields were significantly affected by the size of 
both the cobs and the grain on those cobs resulting in disappointing 
yields of approximately 5t/ha against a targeted 7.5t/ha. 

The low yields appear to be the result of above average 
temperatures experienced and the resultant effect on the plants’ 
ability to develop both their cob and grain.  
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Consistently high daytime temperatures are suspected to have 
limited plant development to not more than 4-5 hours of growth 
during daylight hours, with plants shutting down for prolonged 
hotter periods. Whilst the crop had adequate water and nutrients 
(but for some nitrogen deficiency in the latter stages pre-harvest), 
the environmental factors had a detrimental effect on the farm’s 
yields.  

This outcome was not limited to Lagoona, with a number of 
conventionally grown (non-organic) crops and silage in the region 
suffering from similarly low yields from their Summer crops. 

 
Winter Crop 

As at 31 December 2019, following a prolonged period of dry and 
hot weather, management’s expectation was that available water 
balances would materially restrict the area to be responsibly planted 
to Winter wheat. Pleasingly, it now appears likely that we will have 
more than enough water to plant out all irrigation areas at Lagoona 
with wheat. 

At the time of writing, Lagoona has received significant on-farm 
rainfall (approximately 185mm in the week from 5th to 11th February) 
as have the catchment areas for the Dawson river that supplies the 
farm.  

The final volume of water in on-farm storages, as well as pending 
increases in water allocation, will be such that there will be no 
restrictions on the area to be planted to Winter wheat, which is a 
very pleasing development. 

Resultant weed pressure will be a key issue for management to 
address over the next few months. 

 
Figure 2: Cultivating weed inside the levee following January 
showers 
Source: Argyle Group, 2020 

 
Figure 3: Lagoona following significant early February rain 
Source: Argyle Group, 2020 

 
Figure 4: Water in the channels and storage at Lagoona  
Source: Argyle Group, 2020 
 

Kialla Group – Kialla Pure Foods (‘KPF’) 

Continued drought conditions through the Winter / Spring / Summer 

cropping period has resulted in limited organic grain production and 

very high organic grain prices for new crop across almost all 

commodity lines. This has both curtailed grain supply into the milling 

operations and necessitated seeking large price increases across all 

product lines. Market uptake of these price increases has not been 

consistent to date and continues the very challenging period for the 

KPF business.  

As previously reported, management successfully sourced the 

targeted volume of organic grain from its suppliers’ Winter wheat 

crops and the KPF business traded through the December quarter 

slightly ahead of budget and is marginally ahead of budget for the 

December half year.  

Against the backdrop of sustained drought conditions through 

2017/18/19, there have also been structural shifts in the market 

landscape for organic products. We have seen market growth for 

organic products decline from annual double-digit growth up until 

2016, to now showing low single digit growth for the past few years. 

Management’s strategy to target high margin products continues 

and is being supported by revised packaging and addition of an 

experienced sales executive to the management group. However, 

with minimal growth in the organic market, any increased demand 

for these products through existing or new retail channels will need 

to be achieved in difficult market conditions. 

Kialla Group – Aus Organic Feeds  

Opportunities to increase utilisation of the expanded feed mill 

infrastructure remains a central focus of management, with some 

new client success achieved towards the end of the December 

quarter in toll milling and smaller run orders.  

With the impact of drought inhibiting economic sourcing of organic 

grain supplies, the December quarter remained challenging for Aus 

Organic Feeds, with below budget sales both for the December 

quarter and December half year. However, management have 

managed to offset the lower sales with sound margins to curtail the 

overall financial impact.  
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With the commencement of the new sales and marketing resource 

into the KPF business, Kialla’s managing director will be allocating 

more time to sourcing new milling business for Aus Organic Feeds.  

Seasonal Conditions and Supply 

Figure 5: Rainfall Deciles – Feb’ 2019 to Jan’ 2020 
Source: Bureau of Meteorology, 2019 

Rainfall conditions in the Kialla Grower Areas continued to be well 

below average / lowest on record through the Spring and Summer 

periods, with spring planted crops suffering as a result. 

Where available, the ex-farmgate prices for organic grains have 

continued to remain at record or near record levels. The Winter grain 

crops are the next opportunity to reset prices in the market, but that 

will be dependent upon something approximating average levels of 

production across southern Queensland and northern NSW. The 

recent break in conditions affords some early prospect of favourable 

Winter crop conditions, but it should be stressed that significant 

follow-up rainfall would be required in the May to August period in 

order to deliver that crop which is largely sourced from dryland 

farming operations. 

Management Forecasts – Kialla Group 

Over the past quarter, Argyle have been working with Kialla Group’s 

management on opportunities for turnaround of the KPF business 

and volumetric mill utilisation growth in the Aus Organic Feeds 

enterprise. 

It is still estimated that a complete turnaround period for the Kialla 

Group is likely to take a further three-to-five years, although 

management are presently concentrating on short term 

opportunities to contribute to that turnaround.  

The recent break in drought conditions offers some encouragement 

of improved conditions in the forthcoming Winter crop, which may 

alleviate some of the current price and supply impacts on the Kialla 

Group business. Management continues to actively pursue 

turnaround opportunities through its retail strategy review, strategic 

staffing appointments, exploration of conventional (non-organic) 

opportunities to utilise the milling infrastructure and seeking 

additional irrigated or dryland supply. 

Fund Valuation Update 

The price per Stapled Security as at 31 December 2019 was $0.5597, 

(down from $0.7777 as at 30 September 2019) based on external 

valuations of Kialla Farm and Kialla Group (considered alongside 

current generated EBITDA and balance sheet working capital 

position).  

We believe this valuation is appropriate recognition of the Kialla 

Group asset value at this stage of the turnaround process, with 

opportunity to restore value as turnaround outcomes become 

apparent. Argyle will continue to work closely with management on 

the turnaround process as we work to restore value in this 

investment. 

Path to Exit 

As part of a comprehensive review of both the farm and mill assets 

over the past few months, Argyle has also been reviewing exit 

options and windows for exit. 

The farm is challenged operating as an organic-only producer due to 

pre-existing weed seed loads and distances from required quantities 

of organic inputs such as fertilizer (manure), etc. Challenging 

weather conditions have also contributed to Lagoona’s continued 

difficulties in achieving targeted yields and returns required to 

sustain an organic farming operation. However, we know that the 

farm is in a well-located farming district and is an attractive asset 

with its irrigation licences and infrastructure – as such, we are 

reviewing the potential to exit this asset in the shorter term as a 

market opportunity arises. 

The Kialla Group milling assets presently are working through a 

medium-term turnaround timeline and as such, we remain focussed 

on execution of this turnaround before progressing an exit in the 

normal course. However, we remain alert to any suitable exit options 

that may opportunistically arise in the meantime.  

 

 

 

 

For more information Phone: +61 7 3077 7910 Email: investorservices@argylegroup.com.au  

IMPORTANT NOTICE 

This Report has been prepared by the Investment Manager and has not been prepared with the objectives, financial situation or particular needs of any individual person, or class 

of persons, in mind. Recipients should consider the appropriateness of the information and/or advice contained in this Report in light of their own objectives, financial situation or 

needs, before acting on that information and/or advice. This Report is not an offer or solicitation with respect to the purchase or sale of any investment. This Report is intended only 

for the person to whom it has been delivered. While we believe that this material is correct, no warranty of accuracy, reliability or completeness is given and, except for liability 

under statute which cannot be excluded, no liability for errors or omissions is accepted. This Report is for discussion purposes only and is being made available to you on a confidential 

basis to provide summary information regarding the Agriculture Fund III, AAAP Securities Limited ABN 45 125 223 958, AFSL 314 177 and Argyle Investment Management Pty Limited

ABN 63 127 513 099, AR 343 792. This Report may not be reproduced or used for any other purpose. You should not construe the contents of this Report as legal, tax, investment or 

other advice. 

Kialla Farm 

Kialla Mill 
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