ASX: SEC
Investment Update
As at 31st July 2019

Spheria Emerging Companies Limited
ACN 621 402 588

Pre-tax net tangible assets4

$2.081
Company7 performance p.a.
(since inception)

4.2%

Company Facts
Investment Manager

Spheria Asset Management Pty Limited

ASX Code

SEC

Share price

$1.885

Inception date

30 November 2017

Listing date

5 December 2017

Benchmark

S&P/ASX Small Ordinaries Accumulation Index

Management Fee

1.00% (plus GST) per annum1

Performance Fee

20% (plus GST) of the Portfolio’s outperformance2

Market Capitalisation

$125m

1
2

calculated daily and paid at the end of each month in arrears
against the Benchmark over each 6-month period subject to a high-water mark mechanism

Commentary
If you can keep your head when all about you
Are losing theirs and blaming it on you…
- Rudyard Kipling
The Company’s pre-tax NTA increased by 1.9% in July. This represented an underperformance of 2.6% compared to the
S&P/ASX Small Ordinaries Accumulation Index which increased by 4.5%.
On 24 June 2019, the Company announced that it has decided to implement an on-market buy-back of the Company’s
shares as a proactive measure to address the share price of the Company trading at a persistent discount to the NTA of
the Company. The Company will purchase up to $5million of the Company’s shares during the 12-month period
commencing 1 July 2019 and ending 30 June 2020 at the prevailing share price, where the discount to the last disclosed
NTA is in excess of 10%. This buy-back is a clear commitment to shareholders that the Board is prepared to take action
when the share price trades away from the NTA.
The market took off in July with the Reserve Bank cutting overnight interest rates by 50bp to a cash rate of 1.00%. We join
a long list of developed countries where overnight cash rates are, unbelievably, at or below 1.00%. In many European
countries the overnight cash rates are negative – Germany, France, Sweden, Denmark, Switzerland to name but a few.
This means investors are prepared to pay the Central banks money to hold their cash overnight – the equivalent of
stuffing your cash under the mattress and taking out less the next day. There should be a limit to how negative rates can
go of course. At some point, the cost of paying a secure location to hold cash and return it to you at some stage in the
future will be cheaper than buying a short-dated government security which should provide some floor to negative rates.
Does this mean cash is strangely worth less in the future than it is today – the complete opposite of what economics
professors taught us at University? And what are the implications for equity investors? As a small aside, I was reminded of
the dangers of putting too much faith in hard currency when I pulled out an old Swedish 100 crown note on a recent trip
to Stockholm and was told it was no longer valid. The Swedish Central bank changed over their banknotes between 2015
and 2017 and all banks (except the Central bank) no longer accept the old currency. A somewhat sage reminder that with
a Fiat currency – the value lies only in the promise of value by the Government.
Traditional investing has involved outlaying cash today for a stream of future cash flows or a lump sum at some stage in
the future. We use a discounted cash flow model to compare stocks on a like for like basis. This has presumed that there
is a discount rate to use. If interest rates remain negative we will have to switch to using a “premium” rate such that we
pay less for stocks with cash flows today and more for cash flows in the future. Whilst this sounds nonsensical this is
effectively how the markets appear to be behaving in the short term. Rate cuts have traditionally spurred on stock
markets as firstly rate cuts are usually stimulatory to the underlying economy and thus encourage business investment
or an increase in consumption. Secondly, rate cuts lower discount rates and make shares relatively more attractive as an
investment than cash or bonds. Given interest rates are already at virtually zero it appears a flawed way to stimulate
economies globally and instead has and is, creating inflated values in some asset areas.
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The corollary to low rates is the response of both corporate and Private Equity players. Both are still highly active and low
interest rates of course provide a low cost of funding for both actors. We saw this in full swing in July with an increased
bid for GBST. GBST was languishing with negative earnings momentum and a highly depressed valuation in February and
has now seen 3 successive bidders emerge. Over the course of the month, SS&C technologies bid $3.25 a share trumping
Bravura’s (BVS.ASX) bid of $3.00. SS&C subsequently revised their bid to $3.60 a share (plus allowed distribution of GBT’s
franking credits worth $0.15/ share). FNZ then trumped this bid with a binding offer at $3.85 a share (plus franking
credits). Spheria is the largest shareholder in GBST and investors stand to benefit from any increased bid from an
interested party.
Other contributors over July were Breville Group (BRG.ASX) up 17%, GR Engineering (GNG.ASX) – up 22.5% on the back of
being awarded several Feasibility studies and Horizon Oil (HZN.ASX) – up 14%. Detractors included Adelaide Brighton
(ABC.ASX) – which declined 12% on the back of an earnings downgrade driven by a tough construction environment and
some one-off additional costs related to an import contract arrangement, Wisetech Global (WTC.ASX) (Not held) which
rose 15% and Bega Cheese (BGA.ASX) down 7%.
The current market conditions are trying on even the most patient investors and the apparent inexorable rise of the Tech,
Fintech, Medtech (and Spivtech) space appears oblivious to any kind of valuation discipline. We are reminded of the
famous line in Rudyard Kipling’s poem ‘IF’ and seek to ‘keep our heads’ by consistently applying what we believe is the
most effective and reliable way to invest money on behalf of our clients. The recent takeover activity serves as a helpful
reminder that the invisible hand of the market is at work even if quant-based models and passive investors apparently
remain oblivious to the longer term gravitational law of valuation.
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Top 5 Holdings
Company Name

Market Cap Bands
% Portfolio

Platinum Asset

4.7

GBST Holdings

4.4

Ht&E Limited

4.4

Fletcher Building

4.3

Healius

4.2

Top 5

Cash

10.1%

$1000m-

21.9

$500-$1000m

39.5%

6.5%

Source: Spheria Asset Management

$250-$500m

17.8%

$0-$250m

26.1%

Source: Spheria Asset Management

Net Tangible Assets (NTA)3
Pre-tax NTA4

$2.081

Post-tax NTA5

$2.122

NTA calculations exclude Deferred Tax Assets relating to
capitalised issue cost related balances and income tax losses
4 Pre-tax NTA includes tax on realised gains/losses and other
earnings, but excludes any provisions for tax on unrealised
gains/losses
5 Post-tax NTA includes tax on realised and unrealised
gains/losses and other earnings
3

Performance as at 31st July 2019
Company7
Benchmark8

1m

3m

6m

1 yr

Inception6

1.9%
4.5%

-2.8%
4.1%

9.1%
15.6%

2.7%
7.6%

4.2%
8.6%

Past performance is not a reliable indicator of future performance.
Inception date is 30th November 2017
7 Calculated as movement in Company’s pre-tax NTA (which includes
tax on realised gains/losses and other earnings, but excludes any
provision for tax on unrealised gains/losses), assuming the reinvestment of any dividends paid by the company
8 Benchmark is the S&P/ASX Small Ordinaries Accumulation Index
6

Disclaimer
Spheria Asset Management Pty Ltd ABN 42 611 081 326, (‘Spheria’), the Corporate Authorised Representative 1240979 of Pinnacle
Investment Management Limited (AFSL 322140), is the investment manager of Spheria Emerging Companies Limited ABN 84 621 402 588
(‘SEC’ or the ‘Company’). While SEC and Spheria believe the information contained in this communication is based on reliable information,
no warranty is given as to its accuracy and persons relying on this information do so at their own risk. Subject to any liability which cannot
be excluded under the relevant laws, Spheria and SEC disclaim all liability to any person relying on the information contained in this
communication in respect of any loss or damage (including consequential loss or damage), however caused, which may be suffered or
arise directly or indirectly in respect of such information. Any opinions and forecasts reflect the judgment and assumptions of Spheria
and its representatives on the basis of information at the date of publication and may later change without notice. Disclosure contained in
this communication is for general information only and was prepared for multiple distribution. The information is not intended as a
securities recommendation or statement of opinion intended to influence a person or persons in making a decision in relation to
investment. The information in this communication has been prepared without taking account of any person’s objectives, financial
situation or needs. Persons considering action on the basis of information in this communication are to contact their financial adviser for
individual advice in the light of their particular circumstances. Past performance is not a reliable indicator of future performance. Unless
otherwise specified, all amounts are in Australian Dollars (AUD). Unauthorised use, copying, distribution, replication, posting, transmitting,
publication, display, or reproduction in whole or in part of the information contained in this communication is prohibited without obtaining
prior written permission from SEC and Spheria.
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