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Performance as at 315t July 2019 Top 5 Holdings
: p.a.# Platinum Asset 45
Fund A 1.8% 11.0% 6.2% 9.0% 10.8% GBST Holdings 4.5
Benchmark® 4.5% 15.6% 7.6% 9.3% 10.3% Ht&E Limited 4.4
Value added 2.7% ~4.7% 14% -0.3% 0.6% Fletcher Building 42
Healius 4.2

" Spheria Australian Smaller Companies Fund. Returns of the Fund are net of applicable fees,
costs and taxes. Top 5 21.7
"Benchmark is the S&P/ASX Small Ordinaries Accumulation Index.

#nception date of the current investment strategy is 11t July 2016. The Fund was established in
June 2005. Past performance is not a reliable indicator of future performance.

Source: Spheria Asset Management

Commentary Market Cap Bands
If you can keep your head when all about you
Are losing theirs and blaming it on youl.. Cash 8.9%
- Rudyard Kipling
$1000m- 40.6%

The Spheria Smaller Companies Fund returned 1.8% for the month of July,
underperforming the Benchmark which returned 4.5% by 2.7%. $500-

$1000m W 67%
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 $250-$500m - 17.8%
below 1.00%. In many European countries the overnight cash rates are
negative - Germany, France, Sweden, Denmark, Switzerland to name but  ¢5_¢>50m - 26.0%
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  Seuce:SpheriaAsset Management
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 Active Sector Exposure
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 8%

6%

complete opposite of what economics professors taught us at University? o

And what are the implications for equity investors? As a small aside, | was g/ I I
reminded of the dangers of putting too much faith in hard currency when o°/: R

| pulled out an old Swedish 100 crown note on a recent trip to Stockholm 2% H U

and was told it was no longer valid. The Swedish Central bank changed 4%
over their banknotes between 2015 and 2017 and all banks (except the .,
Central bank) no longer accept the old currency. A somewhat sage g,
reminder that with a Fiat currency - the value lies only in the promise of _, o,

value by the Government. 12%
L . . : . -14% :
Traditional investing has involved outlaying cash today for a stream of Q99 yoo >>S% 9 >
. T T To =0 D52 0D
future cash flows or a lump sum at some stage in the future. We use a gl SEg5&8%8a9
discounted cash flow model to compare stocks on a like for like basis. L2 58%c35 528 g 2
: : : : s ST g O B =
This has presumed that there is a discount rate to use. If interest rates L=<y CEa§
remain negative we will have to switch to using a “premium"” rate such L a g % ';
that we pay less for stocks with cash flows today and more for cash flows 3 9 é S
in the future. Whilst this sounds nonsensical this is effectively how the S E o 2
markets appear to be behaving in the short term. Rate cuts have % o
O £
Continued on the next page...
Source: Spheria Asset Management
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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.

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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_ Spheria Australian Smaller Companies Fund Platform availability
Benchmark (universe) S&P/ASX Small Ordinaries Accumulation Index ASGARD

Investment objective The Fund a.ims to outperform the S&P/ASX Small Ordinaries BT Panorama
Accumulation Index over the medium to long term.
BT Wrap

Primarily listed companies outside the top 100 ASX listed

Investing universe companies by market capitalisation and companies listed on the First Wrap
New Zealand Stock Exchange with an equivalent market HUB24
capitalisation

Distributions ERT— IOOF Portfolio Service
. 1.10% p.a. management fee & 20% performance fee of the Fund's e e
excess return versus its benchmark, net of the management fee. mFund
Cash - Upto20% cash MLC Wrap / Navigator
- Typically 5% - 10%
Netwealth
Expected turnover 30-40%
One Vue
Style Long only

uXchange
APIR WHT0008AU
Minimum Investment $25,000

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.



