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Spheria Australian Smaller Companies Fund
ARSN 117 083 762 APIR WHT0008AU

Top 5 Holdings

^ Spheria Australian Smaller Companies Fund. Returns of the Fund are net of applicable fees,
costs and taxes.
* Benchmark is the S&P/ASX Small Ordinaries Accumulation Index.
# Inception date of the current investment strategy is 11th July 2016. The Fund was established in
June 2005. Past performance is not a reliable indicator of future performance.

Commentary

The Spheria Australian Smaller Companies Fund performed well over
October, returning 1.9% after fees and outperforming its Benchmark by
1.4%.

Markets

The portfolio has rebounded strongly in the last three months (+14%) and
six months (+21%), yet we believe there remains tremendous scope for
even greater returns in the next few years as the economy recovers from
a lockdown induced recession and a flood of cheap money seeks out
mispriced securities for which the Australian sharemarket currently has
an abundance, especially when working down the market cap spectrum.
Our portfolios are literally littered with businesses that are performing
well when considering the economic backdrop or are in a strong recovery
phase and yet are trading on depressed valuations that would have been
unfathomable only a few years ago in an even higher interest rate
environment. Just like past cycles we believe this is a temporary
phenomenon and our clients will be greatly rewarded as cash flows and
valuations are enduring while speculation is fleeting. If our recent
performance trends are any indicator the rotation from speculation to
valuation is upon us.

As the great investor Warren Buffett once said "Opportunities come
infrequently. When it rains gold, put out the bucket, not the thimble."

Major contributors for the month:

Seven West Media (SWM.ASX)

SWM share price rebounded 50% in October on the back of improving
trends in advertising markets. Though saddled with debt SWM is on the
cusp of selling several assets (eg. Airtasker minority stake and its
terrestrial TV transmission towers) that should alleviate the debt load, and
it has structurally reduced its cost base which means gearing metrics
(debt to earnings) should improve dramatically in the short to medium
term, thus dispelling any threat of insolvency. In our experience, the
recovery from an anticipated insolvency has generally provided
supernormal returns to those shareholders willing to stick around.

Continued on the next page...
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Performance as at 31st October 2020

Company Name % Portfolio

Class Ltd 5.0
Breville Group Ltd 4.3
City Chic Collective 3.9
Adbri Ltd 3.6
Healius 3.5
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Active Sector Exposure

1m 6m 1yr 3yr p.a.
Inception 

p.a.#

Fund ^ 1.9% 20.7% -1.8% 5.7% 7.2%
Benchmark* 0.5% 15.1% -2.4% 4.6% 6.1%
Value added 1.4% 5.6% 0.6% 1.1% 1.1%
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Class (CL1.ASX)

Class gained 11% during October after a significant rebound in the share price post a strong profit result in August.
The relatively new CEO has clearly defined and articulated strategic objectives and deployed capital sensibly to
achieve them. Whilst the investment in Class Trust has dragged on profitability, the potential payoff is significant,
and could easily double the company’s revenue and profits in the next three to five years.

Sims (SGM.ASX)

SGM gained 25% in October after being heavily sold off during COVID as conditions in the scrap markets badly
deteriorated. The company reported a very challenged result in August with the saving grace being its balance
sheet strength. Given it is a highly cyclical business, we believe the worst is now behind SGM and the business is set
for a significant cyclical turnaround. Recent strength in the price of scrap (ferrous and non-ferrous) metals lends
support to this view.

Major detractors to performance were:

Corporate Travel Management (CTD.ASX)

CTD retraced 15% after a stellar rally in the last few months. We believe the company is fantastically positioned to
take market share from competitors as the business travel industry recovers. It has also structurally reduced its cost
base in the last few years via heavy investment in technology and systems. This process was accelerated during
the COVID downturn and means the company will come out of this stronger and more profitable. The recent capital
raising further underpins the company’s already strong balance sheet and capability to ride out the current
downturn.

City Chic Collective (CCX.ASX)

The CCX share price fell 10% in October as more heat came out of the valuation after being gazumped on the
acquisition of the eCommerce assets of Catherines in September. To be fair, CCX has done the heavy lifting for our
performance in recent years, so some respite is a healthy dynamic and has allowed us to opportunistically add to
the position in November as the retracement in share price continued. We feel the medium to long term strategy is
intact and the management team can deliver strong organic growth, in any case.

Event Hospitality (EVT.ASX)

EVT fell 14% in October after the announcement that the sale of its German cinema exhibition (Cinestar) to Vue for
A$300m had been paused by the acquirer. EVT is in discussions with Vue and is reserving its full legal rights
regarding the transaction. Given the sale was only conditional on German competition commission approval, which
was obtained, we feel there is a high probability the transaction will settle in due course. We also note one of the
joint owners of Vue - OMERS - is a large Canadian pension fund which has >$100bn in net investments assets under
management, clearly it has the resources to meet its legal obligations in respect of this transaction.
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This communication has been prepared by Spheria Asset Management Pty Limited ABN 42 611 081 326 (‘Spheria’), Corporate Authorised
Representative 1240979 of Pinnacle Investment Management Limited (AFSL 322140). ). Interests in the Spheria Australian Smaller Companies Fund
ARSN 117 083 762 (the ‘Fund’) are issued by Pinnacle Fund Services Limited (ABN 29 082 494 362 AFSL 238371), the Responsible Entity. The
Responsible Entity is not licensed to provide financial product advice. You should consider the Product Disclosure Statement (‘PDS’) in its entirety
before making an investment decision. The current PDS of the Fund can be found at www.spheria.com.au/funds. Spheria is the investment
manager of the Fund.

Spheria and Pinnacle Fund Services Limited believe the information contained in this communication is reliable, however, no warranty is given as
to its accuracy and persons relying on this information do so at their own risk. To the extent permitted by law, Spheria and Pinnacle Fund Services
Limited disclaim all liability to any person relying on the information 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 contained in this communication. This
communication is for general information only. 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. It has been prepared without taking account of any person’s
objectives, financial situation or needs. Any person considering action on the basis of this communication must seek individual advice relevant to
their particular circumstances and investment objectives.

Any opinions or forecasts reflect the judgment and assumptions of Spheria on the basis of information at the date of publication and may later
change without notice. Any projections are estimates only and are contingent upon matters outside the control of Spheria and therefore may not
be realised in the future. Past performance is not a reliable indicator of future performance.

The information contained in this communication is not to be disclosed in whole or part or used by any other party without the prior written consent
of Spheria.

Spheria Australian Smaller Companies Fund

Benchmark (universe) S&P/ASX Small Ordinaries Accumulation Index 

Investment objective The Fund aims to outperform the S&P/ASX Small Ordinaries 
Accumulation Index over the medium to long term. 

Investing universe

Primarily listed companies outside the top 100 ASX listed 
companies by market capitalisation and companies listed on the 
New Zealand Stock Exchange with an equivalent market 
capitalisation

Distributions Half yearly

Fees 1.10% p.a. management fee & 20% performance fee of the Fund’s 
excess return versus its benchmark, net of the management fee.

Cash • Up to 20% cash
• Typically 5% - 10%

Expected turnover 30-40% 

Style Long only

APIR WHT0008AU

Minimum Investment $25,000

Platform availability

ASGARD

BT Panorama 

BT Wrap

First Wrap

HUB24

IOOF Portfolio Service

Macquarie Wrap

mFund

MLC Wrap / Navigator

Netwealth

One Vue

uXchange


