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Blue Sky Agriculture Fund III 
QUARTERLY REPORT – 31 MARCH 2019 

Key Investment Facts 

Trustee Blue Sky Private Equity Limited 
(ABN 45 125 223 958, 

AFSL 314 177) 

Investment 
Manager 

Blue Sky Water Partners Pty Ltd 
(ABN 63 127 513 099, AR 343 792) 

Location Kialla Group Factory 
Greenmount via Toowoomba, Qld 

Kialla Farms 
Cracow via Theodore, Central Qld 

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 (incorporating 
Kialla Pure Foods and AusOrganic 

Feeds); 80.0% of Kialla Farms 

Holding Period FY22–FY24 

BSWP 
Representatives 

Christopher Hawken 
Hugh Esler 

Price Per Stapled 
Security 

$0.79 

Distributions Paid 
to Date 

$0.0114 per Stapled Security 
(inclusive of franking credits) 

Key developments this quarter include: 

— Kialla Group’s management continue to investigate 

potential trade sale options and/or supply chain 

agreements to capitalise on the turnaround and future 

growth capacity of the enterprise; 

— The small Kialla Farm soybean crop was harvested 

however a disappointing yield result occurred due to 

disease issues;  

— AusOrganic Feed Mill grew its customer base further 

with confirmation that a range of organic pet foods 

have been accepted into PetBarn’s 120 stores 

nationwide. The product is expected to launch in July 

2019 after packaging designs are confirmed; and 

— Non-organic (conventional) toll-milling services 

continue to be explored, to solve for lower plant 

utilisation impacts due to ongoing drought and high 

prices.   

Seasonal Conditions 

Figure 1: Year to Date Rainfall Deciles 

Source: Bureau of Meteorology, 2019 

Rainfall conditions in the Kialla Grower Areas have been 

disappointing. Despite March delivering significant rainfall, 

anecdotally many growers have had insufficient rainfall to 

produce dryland (non-irrigated) crops. Having had the 

benefit of strong water balances and irrigation land, Kialla 

Farm prepared for planting of 304ha of wheat during the 

March quarter to be supplied to the Kialla flour mill under 

the offtake agreement. At time of writing, planting has been 

substantially completed. 

The market for organic grains continues to be dominated by 

non-irrigated (rainfall dependant) suppliers.  Unfortunately, 

that lack of supply has lead to sticky, unsustainable farm-

gate price increases for the Kialla mill. Kialla Group is 

therefore exploring additional backward-integration into 

irrigated supply areas. 

Kialla Group - Milling Update 

AusOrganic Feed’s customer demand was down due to the 

recent rain in Western Qld and the resultant pasture 

improvement, however the expanded feedmill 

infrastructure has begun to reap rewards due to increased 

product specifications and product range which has been 

highlighted by management building traction in the dairy 

feed sector.  The organic dairy sector continues its run as an 

important and growing segment with high-value pellets in 

demand by east-coast farmers. Management is pleased to 

announce a launch of 20kg bagged product with AIRR 

Distributors throughout their retail network of 800 stores.   

It is expected that the June quarter results for AusOrganic 

Feeds will confirm a turnaround driven by increased sales 

volumes from FY19 and trending positively. 

Kialla Grower Areas 
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AusOrganic Feed’s sales growth was offset by a further 

decline YoY with Kialla Pure Foods, however this is partly 

attributable to timing issues of major export and 

manufacturing customers which are expected to return.  

To that end, Kialla Pure Foods has recommenced milling 

pasta-flour for a key export-driven manufacturer, increasing 

the volumes through the mill.  

Retail sales continue to reflect depressed domestic 

speciality store trading conditions, and future growth is 

sought from major department stores/supermarket 

channels in that regard. 

It is expected that the 30 June 2019 quarter results will 

confirm a turnaround in the Group’s sales and earnings 

driven by an increasing sales volumes trend. 

Management Forecasts – Kialla Group 

There is still estimated to be a turnaround period of 

between three-to-five years for the Kialla Group. It is 

anticipated that the drought will continue to negatively 

impact returns for FY20 particularly, however management 

remains confident in the medium term turnaround 

prospects subject to further product price increases to 

offset input price rises and/or additional irrigated supply 

offtakes being secured at reasonable pricing.  Kialla Group is 

achieving significant unwinding of the strong carry-over 

inventory from FY18 which is now significantly “in-the-

money” as compared to the current market cost of 

replacement wheat. 

 

Kialla Group Management Account Summary 
  1Q FY19 2Q FY19 3Q FY18 (f) 4Q FY19 FY19 (F) FY18 Stat. FY17 Stat. 

        

Sales 
 

4,411,976 
 

3,753,821 
 

3,586,835  5,406,422 
 

17,159,054 
      

13,283,324  
      

16,378,755  

Direct Costs 
 

3,919,931 
 

3,218,885 
 

3,071,665  4,391,301 
 

14,601,783   

Manufacturing & Overheads  555,986  549,004  439,399  366,422  1,910,811   

EBITDA (51,941) (970)  88,362  660,699  696,151 
-         

100,884  
        

1,129,075  

Interest  93,327  145,766  169,934  165,985  575,012 
           

289,610  
           

246,381  

PBT (145,268) (146,736) (81,571)  494,714  121,139 
-         

785,347  
           

422,504  

         

Operating Cashflow (93,494)  779,097  598,372  2,469,433  3,753,409 
        

1,297,174  
-       

3,944,134  
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Kialla Farm Progress 

The focus of the March 2019 quarter was the thorough 
preparation for, and execution of, a 304ha irrigated wheat 
planting opportunity. At the time of writing, planting has 
been substantially completed. Irrigation water balances to 
date are sufficient to support planting of this area. Water 
allocation levels were at 92%, again highlighting the 
reliability of water supply to this location. On-farm water 
storages continue to support stability of irrigated 
production. 

Farm Valuation Update 

The Kialla Farm assets have been revalued for mortgage 

security purposes, with the freehold land and water assets 

experiencing an additional c.12% gross uplift, with limited 

capital investment in the asset since last valuation. This will 

be reflected in an updated unit price for the June 2019 

update. The uplift in valuation confirms the initial view that 

the Dawson Valley irrigation area has been undervalued for 

its water and irrigated land potential, and the revaluation 

brings the property in line with properties closer to the mill 

with lower freight costs. Exit opportunities will be explored 

by the board in due course (likely as the wheat crop 

approaches harvest in Nov-19), which would likely include 

sale-and-leaseback of the organic areas as an option to 

retain the organic offtake agreement and an early return of 

capital to investors so as to improve time-weighted returns. 

Significant re-focus on weed control initiatives and targeted 

CAPEX-improvement spend will lead to additional 

attractiveness to prospective purchasers from a range of 

backgrounds – organic, conventional and grazing. 

Fund  Valuation Update 

The price per Stapled Security as at 31 March 2019 was 

$0.79, consistent with the previous holding price but net of 

accrued holding costs.  

 

Figure 1: Pre-Irrigated Furrow-Irrigated Wheat Plantings 

 
Source: Blue Sky, 2019 

Figure 2: Soybean Harvest 

 

 

 

 

 

 

 

 

Source: Blue Sky, 2019 

Figure 3: Significant water balances in on-farm storage 
allow for grains production notwithstanding challenging 
seasonal conditions yet again. 

Source: Blue Sky, 2019

  

For more information Phone: +61 7 3270 7500        Email: investorservices@blueskyfunds.com.au 

 
 
IMPORTANT NOTICE 
This Quarterly 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 
Quarterly Report in light of their own objectives, financial situation or needs, before acting on that information and/or advice. This Quarterly Report is not 
an offer or solicitation with respect to the purchase or sale of any investment. This Quarterly Report is intended only for the person to whom it has been 
delivered. While the Investment Manager believes 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 Quarterly Report may contain information generated 
from forward-looking assumptions, including the assumptions that are used to determine the Unit Price. These assumptions and valuation 
methodologies adopted in determining the Unit Price are inherently variable and actual events or results or the actual performance of the Blue Sky 
Agriculture Fund III (‘Fund’) may differ materially and adversely from those reflected or contemplated in the initial and ongoing assumptions. The Investment 
Manager may in its absolute discretion determine that it is not in the best interests of unitholders to publish the Unit Price for example where sensitivities 
exist as a result of an ongoing sale process. This Quarterly Report is for discussion purposes only and is being made available to you on a confidential basis to 
provide summary information regarding the Fund. Investors are reminded that past performance and the current Unit Price is no guarantee of future 
results. This Quarterly Report may not be reproduced or used for any other purpose. You should not construe the contents of this Quarterly Report as legal, 
tax, investment or other advice. 
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