SPHERIA Spheria Emerging Companies Limited (asxsec)

EMERGING COMPANIES
Investment Update 30 June 2022

Overall Commentary Net Tangible Assets (NTA)

The Company performance for the month of June was -101%, which outperformed Pre-Tax NTA?
the S&P / ASX Small Ordinaries Accumulation Index by 3.0%.

The Board of SEC has resolved to pay a quarterly dividend for the period ended 30
June 2022 of 2.2 cents per share, which will be payable on 29 July 2022. The
dividend will be fully franked at the corporate tax rate of 30%. Post-Tax NTA®

Shareholders who would like to participate in the DRP for this dividend need to elect to
do so by Monday 18 July 2022, $2‘| 51

Company Facts

1 NTA calculations exclude Deferred Tax Assets relating to
capitalised issue cost related balances and income tax

Investrment Manager Spheria Asset Mangement Pty Limited losses. ‘ ) )
2 Pre-tax NTA includes tax on realised gains/losses and other

earnings, but excludes any provisions for tax on unrealised

ASX Code SEC gains/losses.
3 Post-tax NTA includes tax on realised and unrealised
Share Price $1.97 gains/losses and other earnings.
Inception Date 30 November 2017
- Top 10 Holdings
Listing Date 5 December 2017
S&P / ASX Small Ordinaries Accurmulation Company Name % Portfolio
Benchmark
Index
Blackmores Limited 6.0%
Dividends Paid Quarterly
. InvoCare Limited 5.2%
Management Fee 1.00% (plus GST) per annum
Flight Centre Travel 51%
Performance Fee 20% (plus GST) 021‘ the Portfolio's Group Limited
outperformance
IRESS Limited 51%
Market Capitalisation $118.5m
Michael Hill 4.3%
1 Calculated daily and paid at the end of each manth in arrears. International Limited
2 Against the Benchmark over each 6-manth period subject to a high-water mark mechanism.
Monadelphous Group 4.3%
Performance as at 30th June 2022 Limited
Breville Group 3.3%
Limited
1 Month 6 Months 1 Year 3 Years p.a. Inception
p.a? Adbri Limited 3.2%
Company’ -101% -20.7% -14.3% 5.0% 5.2% Vista Group 3.2%
International Limited
Benchmark? -13.1% -23.7% -18.5% 0.4% 2.4%
Deterra Royalties 31%
Difference 3.0% 3.0% 5.2% 4.6% 2.8% Limited
Top 10 42.8%

1 Calculated as the Company’s investment portfolio performance after fees excluding tax on realised and

unrealised gains/losses and other earnings, and after company expenses.

2 Benchmark is the S&P/ASX Small Ordinaries Accumulation Index.

3 Inception date is 30th November 2017. Past performance is not a reliable indicator of future performance. All Source: Spheria Asset Management
p.a. returns are annualised.

Markets Market Cap Bands

Legendary investor Warren Buffett is famous for saying “Only when the tide goes out do
you discover who's been swimming naked” $0-$250m . 5.O%
We think this is an apt analogy of what has played out in the last six months as

sharemarkets continued their sell-off into June, as global central banks continued to $350-$500m -
raise interest rates to counter inflationary pressures thus leading to a reassessment of

risk and therein market prices for all asset classes. It's simple economics when demand

is too strong relative to supply you get higher prices (“inflation™) hence the need for $500-51000m - 14.1%
central banks to raise interest rates to curtail demand. Unfortunately, central banks

were far too accommodating for too long during the COVID-19 spell and the expectation

is they are now likely, as per usual, to over-react the other way for too long. Markets do 1000m-
not like higher interest rates and the level of indebtedness across economies is alarming

both in the context of government and households, thus servicing the interest bill will
likely crimp demand via higher taxes and lower disposable income. Hence, the broad-
based sell-off in sharemarkets and the more pronounced hit to consumer discretionary
sectors and long duration assets — particularly those that are cash burning.
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We have largely avoided the “cash burning crowd”™ as our process reguires companies to be generating positive free cash flow (after all capital
expenditures) or to do so with a high degree of certainty within a five-year time frame. The latter type being a very small component of cur overall
portfolios. Also, we have avoided companies where valuations were simply absurd - a manifestation of a long bull market and money printing when
companies are trading on multiples of >80x and the market glibly thinks it's normal. This has protected our relative performance but is clearly no solace
for those focused on absolute returns.

Many of our consumer exposed names have fallen significantly since the start of the year on the portent of weaker spend which has a feeling of
inevitability, howewver, the duration and extent of which is unknown. Regardless, consumer exposed companies we own, in our view, are in a position of
relative and absolute strength with respect to balance sheets {mostly net cash) and valuation multiples which were already incredibly low preceding this
expected downturn, such that even if earnings halve the multiples will still be absolutely attractive e.g. Michael Hill (MHJ.ASX) would go from a multiple
of 4x EV/EBIT to 8x and still have +$100m of net cash.

Major Contributors for the Month

IRESS (IRE.ASX) - rose 10% owver the month retracing some of its losses in recent months. IRE is a high-quality software company with significant pricing
power in its key verticals. This will allow it to weather cost pressures which are prevailing in the technology sector. It also has strong user loyalty in both
the asset management and adviser channels in Australia and the UK, with customer churn rates at just 1.4% p.a. The company has implemented a share
buyback ($100m) and is relatively inexpensive at 20x EV/EBIT with low debt levels and strong cash flow generation.

Vista Group International (VGL.ASX) = rallied 10% in June after being heavily sold down on the back of potential weakness in its custorner base (being
cinemas) and then more broadly with the technology sector sell-off. The company announced at the end of May it had entered intoc a 10-year agreement
to transition an existing major enterprise client in Latin America to its Cloud platform. The deal will involve annual subscription fees for which the
company sees a material uplift to revenue and then to earnings as the product scales with new client wins and existing client transitions. VGL is the
largest ERP scftware provider to cinema chains globally with over 50% market share by screen count.

Michael Hill International (MHJ.ASX) = rose slightly over the month in a falling market. MHJ is a stock we hawve held in the portfolio for several years and
continue to like, despite it rallying over 350% from distressed COVID induced lows. The management team is executing well, driving further efficiencies
in store and enhancing its online offering with the business experiencing eleven quarters of consecutive positive same store growth, despite significant
interruptions over the last 2+ years. The company is actively looking for acquisition/s but in the absence of anything that meets its strict economic
criteria, we believe a share buyback to be an efficient means of creating shareholder value given the current low trading multiple.

Major Detractors for the Month

Here, There & Everywhere (HT1.ASX) - declined over 26% in June as the media sector came under pressure due to expectations around an
advertising recession. However, we do not believe the outlook to be so dire and conversations with management and more broadly suggest
advertising spend is holding up well currently, this will change but is more than reflected in the trading multiple, in our opinion. Balance sheet
debt is under control at <$100m (vs $70-80m of EBIT) and the company has a 25% stake in Soprano which is highly profitable and growing
strongly, whilst its key competitors are cash burning, which we think plays out in Soprano’s favour. HT1 is the Nod rated metro radio network in
Australia and recently acquired the largest regional player (Grant Broadcasters), to expand and complete its national presence and grow its
digital offering, IHeartRadio.

Bega Cheese (BGA.ASX) - fell 21% in June as cost pressures appear to be weighing considerably on the business. In April 2022 the business
revised guidance lower owing to substantial cost headwinds arising from COVID-19 absenteeism, floods in NSW and QLD and farmgate milk
prices continuing to rise. Whilst the first two appear to be scmewhat one off in nature, the latter has been more challenging to overcome. Farm
gate milk prices continue to rise reaching record levels of $910/kg in June, being driven by record international dairy prices as well as elevated
competition amongst dairy processors. Despite the record levels, Australian milk production remains sluggish with dairy cattle numbers falling
as farmers take advantage of high cattle/beef prices. This combination of strong demand and weak supply is being felt by Bega and impacting
input costs. To help offset some of the pressures Bega began raising prices late last year and we believe they will raise prices again in July to
offset ongoing cost pressures. However, given increased prices lag, the business’s earnings are likely to be depressed short term. With the
company trading below its long run average EV/EBIT multiple, and the strength of its brands we believe it remains attractive on a look through
basis.

HUB 24 (HUB.ASX) - fell 16% in June weighed down by its relatively high trading multiple and the broader market sell off that directly impacts
business profitability. In June the company had their annual investor day where they guided to flat flows for the June guarter which was
understandably weaker than what the market was expecting and lower than the fourth quarter historically. Despite this the company has done
an incredible job over several years winning market share from legacy platform providers who have struggled to keep up with newer platform
technology and benefited from shift in the industry from aligned advisers to non-aligned. We expect HUB to cantinue to win share as market
dynamics further play out in its favour and because they are willing to reinvest in price and technology to maintain their competitive edge.

Outlook & Strategy

It's grimn for those companies that are burning cash and have little runway to raise money from previously benevolent shareholders, we feel there is a
wave of insolvencies coming in this complex. This process though painful will ultimately be a healthy cleanse for the economy and the sharemarket, as
many of these so-called “disrupters”™ were undermining returns for legitimate companies and had never formulated a path to an economic business
moadel but were simply being propped up by cheap money from central banks. Those days feel aver.

Whilst the economic backdrop will be difficult for cur companies as revenues will be under pressure, we believe they will survive and likely thrive on the
other side as the return eguation improves - addition by subtraction really. Those investing on macro-ecenomic themes are likely to find it difficult
moving forward, we think bottom=up fundamental analysis will again shine and like the dot-com bust and the ensuing recession (shallower than
expected in hindsight) it will be those portfolios that are biased to cash flows, solid balance sheets and sensible valuations that will generate the
strongest returns for clients.
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Fund Ratings Further Information

For more information, please contact Pinnacle Investment Management Limited

on 1300 010 311 or email distribution@pinnacleinvestment.com

Disclaimer

Spheria Asset Management Pty Ltd (‘Spheria’) (ABN 42 611 081 326), a Corporate Authorised Representative (No. 1240979) of Pinnacle Investment Management Limited
(‘Pinnacle’) (ABN 66 109 659 109, AFSL 322140), is the investment manager of Spheria Emerging Companies Limited (‘SEC’ or the ‘Company’) (ABN 84 621 402 588). 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.

Zenith Disclaimer: The Zenith Investment Partners (‘Zenith’) (ABN 27 103 132 672, AFS 226872) rating (assigned Spheria Emerging Companies Limited - February 2022)
referred to in this piece is limited to “General Advice” (s766B Corporations Act 2001) for Wholesale clients only. This advice has been prepared without taking into account
the objectives, financial situation or needs of any individual, including target markets of financial products, where applicable, and is subject to change at any time without
prior notice. It is not a specific recommendation to purchase, sell or hold the relevant product(s). Investors should seek independent financial advice before making an
investment decision and should consider the appropriateness of this advice in light of their own objectives, financial situation and needs. Investors should obtain a copy of,
and consider the PDS or offer document before making any decision and refer to the full Zenith Product Assessment available on the Zenith website. Past performance is
not an indication of future performance. Zenith usually charges the product issuer, fund manager or related party to conduct Product Assessments. Full details regarding
Zenith’'s methodology, ratings definitions and regulatory compliance are available on our Product Assessments and at https://www.zenithpartners.com.au/our-
solutions/investment-research/fund-research-regulatory-guidelines/.
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