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(PDS) for the TBF Small Cap Value Growth Fund dated 07.12.2015 contains important information which you should read before any investment decision is made. The PDS 
is issued by the responsible entity, Equity Trustees Limited ABN 46 004 031 298, AFSL 240975, and is available at www.tbfinvest.com.au or by contacting the investment 
manager TBF IM by phone 02 9089 8854 or emailing info@tbfinvest.com.au. Equity Trustees Limited has not prepared this Report and does not assume any liability nor 
provide any warranties, representations or assurances on the accuracy, reliability or completeness of the information in this Report. This PDS contain important information, 
including information about the risks of investing in small caps. You should obtain and consider the PDS before making a decision to invest in the Fund. TBF IM is an authorised 
representative, under authorised representative number 434240, of Farnam Investment Management Pty Ltd ACN 149 971 808 (Farnam). Farnam holds AFSL number 
430574. No representation or warranty, express or implied, is made as to the fairness, accuracy, completeness or correctness of the information, opinions and conclusions 
contained in this Report. Where this Report contains past performance information you should be aware that past performance is not a reliable indicator of future performance.
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INTRODUCTION:  
QUARTERLY INVESTOR REPORT – 
DECEMBER 2016

Calendar year 2016 was a rollercoaster year full of surprises that generated incredible volatility.  Chinese growth 
concerns, resurgent commodity prices, Brexit, Trump and a spike in global yields punctuated the year.  Few if 
any of these events and phenomena were predicted at the outset of 2016.  Whilst the future is always uncertain 
and unpredictable, 2016 did feel beset with more surprises than usual for a 12-month period.

Following a very wobbly start to 2016, key Australian equity indices finished higher by year end.  The small cap 
index (XSOAI) outperformed over CY16 up just over 13% compared to the XJOAI (ASX 200) and XAOAI (ALL 
Ordinaries) up over 11.6% and 11.8% respectively.  Resource stocks provided very strong return contribution 
over the period.  For instance, whilst the XSOAI finished up over 13%, its small industrial counterpart (i.e. no 
resource stock exposure) the XSI, finished up a more modest 6.2%.

After a poor start to the year, down over 8% in the first two months, our portfolio clawed back underperformance 
and at the end of October was reporting a much healthier calendar year return of just under 11%.  Unfortunately, 
over the December quarter, particularly over the month of November, two of our key holdings suffered share 
price declines, materially impacting our calendar year performance.  We discussed the stock specific reasons 
for these declines in our November report.  

Over December we pleasingly recovered some of Novembers fall, with the Fund finishing the month up 3.15%.  
For the December Quarter the Fund was down -5.01%.  For CY16 the Fund finished up 4.49%.  By comparison 
the XSOAI was up 3.61% for December, down -2.45% for the December Quarter and up 13.18% for the calendar 
year.   

Whilst our non-existent exposure to resources provides some explanation for our underwhelming relative 
performance over CY16, stock specific developments also materially contributed to our performance.   Whilst 
our short-term performance is frustrating we remain focused on longer term returns.  We retain far less control 
over short term price movements. 

We believe our concentrated portfolio of small growing companies presently represents tremendous value and 
will generate strong returns in the coming year.  We look forward to key news flow for our holdings in the 
upcoming February half year reporting season.

Positive contributors to the Fund’s positive performance over the period included FIG, ST1. Detractors included 
ALU, HIL, SDI, and XIP.

Dear Investor, we provide this quarterly report to you following 
conclusion of the December 2016 Quarter and 2016 calendar year.
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SELECTION OF STOCKS IN THE FUND'S PORTFOLIO:



Eureka Group Holdings Limited (EGH) announced its fourth acquisition for FY17 

over the period, with the company agreeing to acquire a 51-unit village in South East 

QLD for $3.215 million.  The company announced it expects the village will generate 

EBITDA of $400,000 per annum. EGH is targeting 10 village acquisitions this financial 

year and so far is currently slightly behind schedule with only four villages acquired 

with 5 months left in the financial year. Even though we are confident management 

will meet expectations, we do believe that their Couran Cove management contract 

is quite lucrative and should make up in earnings or more, for any miss on the rate 

of villages acquired this year. We expect a strong first half results next month and an 

update on their acquisition pipeline.

Spirit Telecom Limited (ST1) announced a highly accretive acquisition and 

accompanying capital raising over the month of December.  The company agreed 

to acquire Phone Names Marketing Pty Ltd (Phone Names) for $4.2 million.  Phone 

names owns and markets 2,200 inbound 1300 and 1800 phone names and generates 

normalised EBITDA of $800k implying a normalised acquisition multiple of 5x EBITDA.  

Phone Names boasts an impressive blue chip customer base, including Dominos 

Pizza  (1300 DOMINOS) and Vodafone (1300 VODAFONE) as an example.

ST1 raised $2.25 million at 2.7 cents to partly fund the deal and we participated in 

the capital raising. It was pleasing to see that the capital raise was corner-stoned 

by James Spencely, the founder and ex-CEO of Vocus Communications (VOC), 

through his recently launched investment fund. James is a highly regarded industry 

veteran who understands the Telco industry quite intimately. Seeing James join the 

register, gives the company in our opinion a big tick of approval. Whilst the asset 

was attractively priced providing strong EPS accretion, we understand the longer 

term strategic rationale is supported by the strong cross sell opportunity presented 

by the deal.

 

Based on analyst research and the Phone Names acquisition, ST1 is forecast to earn 

over $4 million in EBITDA in FY18. The company is currently capped at $30 million or 

7.5x next year’s earnings. For a company growing at 20-30% pa organically for the 

next few years, this presents a significantly undervalued and compelling opportunity 

for investors. ST1 should continue to acquire smaller operators that are overlooked 

by the other larger listed Telcos due to their size.

INVESTMENT ACTIVITY AND ONGOING PORTFOLIO COMMENTARY 
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STOCK SPOTLIGHT

Freedom Insurance Group Ltd (FIG) designs, distributes and administers life insurance products in Australia.  
FIG does not act as an insurer, but rather provides its services to life insurers regulated by the Australian 
Prudential Regulation Authority (APRA).  From February 2017 all new business by FIG will be underwritten by 
Swiss Re, one of the largest insurance companies in the world. The company was established in 2009 and in 
October 2010 designed and launched its first sale of a life insurance product.
  
Since that time the company has enjoyed strong revenue growth by focusing on growing distribution channels 
with its flagship product in the final expenses market, better known as funeral insurance.  To date FIG has 
focused on manufacturing straightforward life insurance products that are simple to understand, easy to sell, 
and capable of being sold under a General Advice process.  Inforce annual premium income has grown from 
$17 million in FY2014 to a forecast $105 million in FY2017. New business annual premium income has grown 
from $12 million sales in FY2014 to a forecast of $55 million of sales this year. These organic growth rates are 
quite impressive and a testament to the successful execution of the management team.

FIG distributes these products via inbound and outbound call centres and via alliance partners (known as the 
direct channel) and through third party intermediaries such as financial advisers and mortgage brokers (known 
as the indirect channel).  In December 2015 FIG acquired life insurer focussed dealer group, Spectrum Wealth 
Advisors, with over 270 advisors in the group. Spectrum will assist FIG to grow its distribution reach into the 
third party market. We anticipate potential further acquisitions in the advisor space to expand FIG’s distribution 
channels.

FIG generates its revenue via commission and administration fees paid by the APRA regulated policy issuer.  
Commission is structured as an upfront payment and a trailing payment.  FIG reports both a reported and a 
cash earnings figure. Reported earnings include the movement in the carrying value of its trail commission 
book and are non-cash in nature. Whilst FIG is growing fast, there is a material gap between reported and cash 
earnings, but we expect these to converge over time as the business matures.

The company raised $15 million at IPO and listed on the ASX on 1 December 2016.  Importantly none of the 
key insiders sold down stock at IPO.  Keith Cohen, the founder and MD, owns 17% of the company and has 
deep experience in the insurance industry as the previous executive director of Westpac Life insurance and the 
co-founder and MD of Australian Life Insurance group (ALI). ALI was acquired by private equity in 2009 and is 
the leading mortgage protection insurance provider in Australia. 

The management’s team past experience and expertise should assist FIG with its imminent exclusive partnership 
launch into the mortgage protection market with Finsure. Finsure has over 800 mortgage brokers nationally and 
is one of the fastest growing mortgage brokers in the country. The mortgage protection market is 2-3 times 
bigger than final expenses. This large opportunity bodes well for continued future growth rates.

We acquired a shareholding in the company following an upgrade to prospectus forecasts less than a fortnight 
after listing.  We believe the business has considerable momentum at the moment. We were attracted by the 
undemanding valuation, high growth profile and degree of insider skin in the game.

In terms of valuation, broker forecasts released last month show the company should earn $12 million reported 
NPAT this year growing to $24 million in FY2019. This places FIG on a PE multiple of 10x FY17 and 5x FY19. For 
a business growing organically at 50% pa for the next couple of years - it is extremely cheap. It goes without 
saying that management will need to continue to execute successfully in order to meet these analyst forecasts. 
If FIG is successful in growing and diversifying its product portfolio, then we are of the view that it will eventually 
be acquired. Interested parties may either be a local player or more probably one of the Japanese life insurers 
that over the last few years have gobbled up several insurance companies in Australia. 

As an example, Clearview Wealth (CVW) has recently been partially acquired for a reported earnings multiple 
of circa 30x by Sony Life. CVW has a more diversified insurance book than FIG and is also an underwriter for 
its own products, but is currently writing similar levels of new business to FIG. Even applying a 50% discount to 
the CVW takeover multiple, we still get a valuation for FIG that is potentially multiples of today’s prices. FIG will 
provide a further update at its upcoming half-year results, and we believe there is a high likelihood of another 
earnings upgrade.



PORTFOLIO 
The Fund ended December 2016 holding an interest 
in 19 ASX listed businesses. 

As demonstrated by the below chart “Fund 
Concentration: Cumulative % FUM Across Holding 
Categories as at 31 December 2016” the Fund 
continues to remain concentrated with approximately 
84.25% of FUM held in the top 15 holdings. 

The portfolio continues to be diversified across a 
range of industry sectors as shown by the below 
Chart “GICS Sector and Cash Weighing of total 

FUM” as at 31 December 2016. 

Additionally, the Fund’s portfolio is spread across 
key market capitalisation bands within our investment 
universe of companies capitalised under $500 million, 
as shown in the chart “% of Invested FUM in market 
cap band” as at 31 December 2016. 

At the end of the December Quarter total FUM 
exposed to equities was 89.47% with the balance 
held in cash. 

GICS Sector and Cash Weighting % of 
Total FUM as at 31 December 2016

Consumer Discretionary (Consumer Durables & Apparel)

Consumer Discretionary (Consumer Services)

Consumer Discretionary (Media)

Consumer Discretionary (Retailing)

Consumer Staples (Food, Beverage & Tobacco)

Financials (Diversed Financials)

Financials (Insurance)

Financials (Real Estate)

Healthcare (Healthcare, Equipment & Services)

Industrials (Commercial & Professional Services)

IT (Software & Services)

IT (Technology, Hardware & Equipment)

Cash 

% of FUM invested in Key Market Cap Bands

Fund Concentration: 
Discreet % FUM 
Across Holding 
Categories as at 31 
December 2016

0 to 25 million
25 to 50 million
50 to 100 million
100 to 150 million

150 to 200 million
200 million+
Cash
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Value of 
$100,000 
invested in 
TBF SCVGF 
Fund vs 
XSOAI since 
Inception  
(6 May 2013 to 
31 December 
2016) 

For the month ending 31 December 2016 1 Month 
Return¹

3 Month 
Return

Financial 
Year YTD

1 Year  
Return

3 Year  
Per Annum

2 Year  
Per Annum

Since
Inception2

Calendar  
YTD

TBF SCVGF

Small Ordinaries Accumulation (XSOAI)

Outperformance - TBF SCVGF vs XSOAI

3.15%

3.61%

-0.47% -8.69%-2.55% -4.12% -8.69% 5.33%-0.78% 69.84%

-2.45% 5.84% 13.18% 13.18% 6.24%11.65% 23.65%

-5.01% 1.72% 4.49% 4.49% 11.57%10.87% 93.49%

PERFORMANCE 

Over the December Quarter, the unit price of the Fund decreased by -5.01% whereas the XSOAI decreased by 
-2.45 %, resulting in underperformance by the Fund over the XSOAI of -2.55% over the period.

From inception of the Fund (6 May 2013) to 31 December 2016, the Fund has increased by 93.49% (including 
reinvestment of all distributions and net of all fees) whereas the XSOAI has returned 23.65% resulting in 
outperformance by the Fund over the XSOAI of 69.84%.

The chart below shows the change in value of $100,000 invested in the Fund compared the XSOAI from Inception 
to 31 December 2016 (including reinvestment of all distributions and net of all fees). 

We look forward to presenting you with our next quarterly report following conclusion of the March Quarter. In 
the meantime, we will keep you updated in our monthly reports and on our Facebook page.

Yours Sincerely,

The TBF Team  
Portfolio Managers
Sam Orr and Ron Shamgar

* Source: IRESS Net of fees & assumes the reinvestment of all distributions. Past performance is not a reliable  
   indicator of future performance. 1. As of 31/12/2016 | 2. 6/5/2013 to 31/12/2016 | 3. 01/12/2016 to 31/12/2016

The chart below shows the change in value of $100,000 invested in the Fund compared the XSOAI from Inception 
to 31 December 2016 (including reinvestment of all distributions and net of all fees).


