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Key points

e The Fund’s resilience amidst a tough
month for equities

e  Encouraging contract wins for Redflex

e  Our new investment in Frontier Digital
Ventures

Equity markets experienced a sharp selloff in October
with the Small Ordinaries Accumulation Index declining by
9.60%. The InvestSMART Small Companies Fund did not
escape the carnage but it did show some resilience, with a

smaller decline of 6.41%.

The investments that experienced the largest positive price
movements were Academies Australasia (6.0%) and ALE
Property (2.2%). Integrated Research (-22.3%), iCarAsia
(-20.5%) and MSL Solutions (-18.2%) experience the largest

declines.

Months like October can be frustrating or even frightening
for investors. In truth, they catch most people by surprise,
including us, as we make no attempt to predict their arrival

nor do we have the ability to do so.

Instead, we simply focus on building a portfolio of
undervalued securities that can provide an adequate return
over the fullness of time, and to this aim, months like

October provide tremendous assistance.

We're still cautious about the outlook for the Australian
economy, so we continue to avoid sectors like retail and anything
residential housing related for the time being. But following

October’s fall, our list of investment candidates has bloomed.
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-6.41% -3.51% -6.20% -11.96% 5.82%

-9.60% -7.67% -4.22% 2.59% 9.77%

A green light for Redflex

Many of our investments reported quarterly results in
October in line with our expectations, including Audinate,
Thorn Group, MSL Solutions, and iCarAsia. Another was
Redflex (ASX:RDF), the enforcement camera operator, which
we’ve been patiently holding since the fund’s inception.

“FOLLOWING OCTOBER’S FALL, OUR
LIST OF INVESTMENT CANDIDATES
HAS BLOOMED.”

Redflex has many of the defensive properties we’re drawn

to, such as:
° a balance sheet flush with net cash

e revenue that is unrelated to the economic cycle, is
predominantly recurring in nature with a large portion

derived in US dollars

Low shareholder expectations (“If | were asked to
name just one way to figure out whether something’s
a bargain or not, it would be through assessing how
much optimism is incorporated in its price.” Howard
Marks)

And a multiple that is dramatically lower than its

international competitors

But it also has the upside potential we require, through:

e An established presence in most major international

markets
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e A revamped product portfolio

e A new CEO with significant industry experience, who

has set about reviving the company’s sales culture

° The stabilisation of the US photo enforcement market,

which had been in decline for years

e  Takeover appeal, due to its low price, technology
leadership, synergistic potential and the enduring

benefits following industry consolidation

But despite valuing Redflex at considerably more than the
current price (which the directors seem to agree with based
on $2.8m of recent on-market buying), owning its shares
has been a fairly unrewarding experience to date with scant

evidence of any improvement in the company’s operations.

That is until the 1Q19 quarterly sales update, which
highlighted growth in new orders of 302% over the prior
corresponding period (or 55% over 4Q18). Could this be an
inflection point in Redflex’s fortunes? It’s hard to say, as one
quarter doesn’t make a trend. So, we’ll be watching future
updates closely to see if Redflex is embarking on a more

rewarding trajectory.

A new Frontier

The recent selloff in equity markets has given us the
opportunity to build a new position in Frontier Digital
Ventures (ASX:FDV), a holding company that is seeking to
replicate REA Group (ASX:REA) and iProperty’s success
in frontier markets. We like it as it has the right product,

process, and people to be successful.

Frontier operates a portfolio approach through ownership of
minority stakes in 15 online classifieds, with most being the
clear leader in their respective markets. Places like Pakistan,

The Philippines, and Honduras.

Frontier’s portfolio is skewed to property classifieds which

we prefer, as property has inherently higher monetisation
potential compared to lower ticket items like cars, jobs or
general items. If you’ve ever wondered why REA Group is three

times the size of Carsales.com, this is the main reason why.
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Frontier is led by Shaun Di Gregorio, who has previous
senior executive experience at REA Group and iProperty
as well as board experience at iCarAsia. He has a large
investment in the business alongside renowned classified

investors, Catcha Group.

Management’s experience allows Frontier to adopt what

has worked in the past while also learning from previous
mistakes, vicarious or otherwise. Instead of acquiring an
entire business and installing well-paid executives to run it
— the model REA Group used with its failed foray into Italy -
Frontier takes minority stakes and leaves the founders to run
their businesses. An approach that retains local operational

expertise and provides better alignment of interests.

Frontier’s first investment shows the potential of its model.
In 2014, it acquired a 30% stake in Zameen, the leading
property portal in Pakistan, and it has appreciated in

value by 55 times since then. When a classified becomes
the only game in town, it’s remarkable how valuable they
can become, and Zameen shows no sign of stopping with
revenue continuing to grow in the vicinity of 70-100% p.a.

“MANAGEMENT’S EXPERIENCE
ALLOWS FRONTIER TO ADOPT WHAT
HAS WORKED IN THE PAST WHILE
ALSO LEARNING FROM PREVIOUS
MISTAKES.”

Frontier’s stake in Zameen could be worth more than
Frontier’s entire market cap, which would gift Frontier’s 14
other investments for free if so. When viewed as a group,
investors are paying 8.2x Frontier’s annualised sales (based
on 3Q18), which is significantly less than REA Group (11.5x)
even though Frontier can grow stronger for longer, with

profitability around the corner.

Investing in frontier markets encounters a unique set of
risks, but given the long-term potential on offer, we think

we’re being adequately compensated for taking them.
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PORTFOLIO ALLOCATION

TOP 5 HOLDINGS

Security Weighting
Trade Me 8.9%
Thorn Group 7.0%
RPMGlobal Holdings 5.7%
MSL Solutions 5.5%
Hansen Technologies 5.0%
F Information Technology 32.41%
F Consumer Discretionary 24.23%
7 cash 10.61%
F Health Care 9.32%
f Financials 6.70%
F Real Estate 5.07%
Materials 4.23%
7 Industrials 3.32%
I 4 Energy 3.25%
# Telecommunication Services 0.86%

Performance numbers exclude franking, after investment and admin fees; excludes brokerage. All yield figures include franking. All performance figures, graphs and
diagrams are as at 31 October 2018. Performance figures are based on the portfolio’s previous investment structure, a Separately Managed Account (SMA). This portfolio
is now offered as a Professionally Managed Account (PMA), as of 1 November 2018. The underlying securities remain the same between the SMA and PMA structures.

The inception date refers to the SMA. Please see the Investment Menu for full PMA fee details.
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InvestSMART Group Limited (INV)

was founded in 1999 and is a leading Australian digital
wealth advisor which has over 32,000 clients and over $1.4B
in assets under advice. InvestSMART’s goal is to provide
quality advice and low cost investment products, free from
the jargon and complexities so commonly found in the

finance industry, to help you meet your financial aspirations.
. ]

The Fund

The InvestSMART Australian Small Companies Fund is a
concentrated portfolio of 10 - 25 Australian listed small
companies and cash, that seeks to deliver moderate to high

total portfolio returns over the long-term.

Investment objective

The Fund’s investment objective is to deliver long-term

capital growth by investing in small Australian companies.

Why the InvestSMART Australian
Small Companies Fund?

Suitable for those looking to diversify their Australian
equity exposure, take advantage of the potential missed
opportunities that are often overlooked and not well-

researched by larger fund managers.

Actively managed by our investment team, the InvestSMART
Australian Small Companies Fund allows investors access to
these opportunities at a lower fee structure than most fund

managers.

Who manages the investment?

Alex joined the team in July 2016 to provide dedicated research
on small capitalisation companies (small caps) and is supported
by our Investment Committee, chaired by Paul Clitheroe. Alex
has over 8 years successfully managing private portfolios,

and prior to joining the team, held various roles in funds
management and international research. Alex is a Chartered
Financial Analyst (CFA) charterholder and holds a degree in

Finance and International Business from Griffith University.
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Key Details

A portfolio of individually selected Australian
Equities

Active Stock Selection, Value Investing Approach
S&P/ASX Small Ordinaries Accumulation Index

1 February 2017

7+ years

10-25

0.97% p.a.

10.25% of the excess of the Fund’s performance
above the benchmark”

$25,000
Managed Fund

Suitable for investors who are seeking domestic
equity exposure with a growing stream of dividends
to offset inflation

Alex Hughes, CFA

ABenchmark is the greater of the S&P/ASX Small Ordinaries Accumulation Index
and the RBA Cash Rate in each 12 months to June 30. Performance fees are only
accrued if the Fund Net Asset Value (NAV) is higher than the NAV when last

performance fee was paid (high watermark).
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Important information

While every care has been taken in preparation of this
document, InvestSMART Funds Management Limited
(ABN 62 067 751759, AFSL 246441) (“InvestSMART”)
makes no representations or warranties as to the accuracy
or completeness of any statement in it including, without
limitation, any forecasts. Past performance is not a
reliable indicator of future performance. This document
has been prepared for the purpose of providing general
information, without taking account of any particular
investor’s objectives, financial situation or needs. An
investor should, before making any investment decisions,
consider the appropriateness of the information in this
document, and see professional advice, having regard to
the investor’s objectives,financial situation and needs.
This document is solely for the use of the party to whom

it is provided.

This document has been prepared by InvestSMART.
Financial commentary contained within this report is
provided by InvestSMART. The information contained in this
document is not intended to be a definitive statement on the
subject matter nor an endorsement that this model portfolio
is appropriate for you and should not be relied upon in

making a decision to invest in this product.

The information in this report is general information

only and does not take into account your individual
objectives, financial situation, needs or circumstances. No
representations or warranties express or implied, are made
as to the accuracy or completeness of the information,
opinions and conclusions contained in this report. In
preparing this report, InvestSMART has relied upon and
assumed, without independent verification, the accuracy
and completeness of all information available to us. To the
maximum extent permitted by law, neither InvestSMART,
their directors,employees or agents accept any liability for

any loss arising in relation to this report.
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The suitability of the investment product to your needs
depends on your individual circumstances and objectives
and should be discussed with your Adviser. Potential
investors must read the Product Disclosure Statement
(PDS) and Investment Menu (IM), and FSG along with any

accompanying materials.

Investment in securities and other financial products
involves risk. An investment in a financial product may have
the potential for capital growth and income, but may also
carry the risk that the total return on the investment may be

less than the amount contributed directly by the investor.

Past performance of financial products is not a reliable indicator
of future performance. InvestSMART does not assure nor

guarantee the performance of any financial products offered.

Information, opinions, historical performance, calculations
or assessments of performance of financial products or
markets rely on assumptions about tax, reinvestment,
market performance, liquidity and other factors that will be

important and may fluctuate over time.

InvestSMART, its associates and their respective directors
and other staff each declare that they may, from time to
time, hold interests in Securities that are contained in this
investment product. As Responsible Entity, InvestSMART is
the issuer of the product through the Managed Investment
Scheme (ARSN: 620 030 382).

InvestSMART Funds Management Limited
PO Box 744

Queen Victoria Building

NSW 1230 Australia

Phone: 1300 880 160

Email: invest@investsmart.com.au

www.investsmart.com.au



