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Investment Objective
Exceed S&P/ASX Small
Ordinaries Accumulation
Index by 5% pa (pre-fees)
over rolling 3 year periods

Investment Time Frame
5 years

Portfolio Managers
Andrew Mouchacca and
Richard Macdougall

Risk Profile
High

 Small caps gaining strong momentum over large caps
 Resources strong – gold up on North Korean tensions
 Reporting season – FY18 growth upgrades
Market
Small caps (+2.7%) outperformed large caps (+0.5%) meaningfully in August, extending the
trend to four months. Within small caps, resource companies (+7.1%) strongly exceeded
industrials (+1.7%). Continued advances in commodity prices underpinned the move, with
gold up on North Korean tensions, and base metals / iron ore up with better than expected
growth data from China. The small resources sector is in its best shape in years. Balance
sheets of resource companies are flush with cash (65% are net cash compared to only 24%
for industrial companies) and hence these companies are better capitalised to withstand any
volatility in commodity markets. In addition, the recent rally in commodity prices has not
translated fully to consensus estimates which remain low and as such valuations remain
appealing.

Distribution Frequency
Half Yearly

Minimum Investment
$25,000

Inception Date
30 September 2015

APIR Code
ETL0449AU

M-Funds Availability
Code FEC01

Responsible Entity

Reporting season was lacklustre; expected earnings growth for small caps in FY17 was
16.0% growth going into reporting season, and was subsequently revised down to 10.5%
post reporting season. For companies that observed downgrades, common reasons cited
included foreign exchange headwinds and softer consumer demand. Importantly, expected
earnings growth in FY18 was upgraded over the result period from 9.0% to 12.5%. The
upgrades came from both industrials (11.5% from 9.2%) and resources (19.0% from 8.0%).
To put this in perspective, large company earnings are expected to grow only 3.7% in 2018
– that should put pressure on the sustainability of dividend payments for that segment and
ensure that the recent trend of outperformance of smalls over large caps continues. Indeed,
large ‘bluechip’ companies such as Telstra, Commonwealth Bank and Woolworths were the
big disappointers during reporting season.

Portfolio
The Fund performed strongly over the reporting season, returning +4.8% for the month and
outperforming the benchmark by +2.1%. Drivers of Fund outperformance included:

Equity Trustees Ltd

1. exposure to resources companies and associated service providers;

Research Ratings

2. avoiding companies that disappointed the market in their earnings delivery and/or
their outlook statements; and

Lonsec: Recommended
IRR: Recommended
Zenith: Approved

3. holding companies that delivered a beat to market expectations or conveyed a
positive growth outlook.

Platform Availability
CFS, MLC, Netwealth,
Powerwrap, HUB24,
Macquarie Wrap

Further Information
www.flindersinvest.com.au
or +61 3 9909 2690
Flinders Investment Partners Pty Ltd
Level 15, 385 Bourke Street,
Melbourne, Vic 3000
www.flindersinvest.com.au

Key Contributors: Software company Altium (+13.9%) delivered a result that exceeded
expectations. We have held the company since we launched the Fund, and it continues to
be a consistent performer with strong earnings growth and operational leverage evident.
Salary packaging company Smartgroup (+18.8%) has developed a reputation of underpromising and over-delivering, and this result demonstrated good organic coupled with
growth from successful acquisitions. New Century Resources (+87.4%) has one of the
largest zinc deposits in the world and its backdoor listing onto the ASX during the month has
gone largely unnoticed. The company is well funded and has minimal capex requirements to
recommence production in mid-2018. Iron ore contractor and lithium miner Mineral
Resources (+23.6%) delivered a strong result with guidance for FY18 above consensus.

Disclaimer and Disclosure
Equity Trustees Limited (‘EQT’) (ABN 46 004 031 298 AFSL 240975) is the Responsible Entity for the Flinders Emerging Companies Fund. The material contained in this communication (and all its attachments) is general information only and has been prepared by F linders Investment Partners Pty Ltd
(“Flinders”), a Corporate Authorised Representative of Prodigy Investment Partners Limited (“Prodigy”), AFSL 466173.
It is not intended to take the place of professional advice and you should not act on any recommendation (if any) made in this communication without first consulting your investment advisor in order to ascertain whether the recommendation (if any) is appropriate, having regard to your investment objectives,
financial situation and particular needs. Nothing in this communication shall be construed as a solic itation to buy or sell a security or to engage in or refrain from engaging in any transaction.
Flinders and Prodigy believe that the information and advice (if any) contained herein is correct at the time of compilation. However, Flinders Prodigy and EQT provide no representation or warranty that it is accurate, complete, reliable or up to date, nor does Flinders, Prodigy or EQT accept any obligation to
correct or update the opinions (if any) in it. The opinions (if any) expressed are subject to change without notice. Flinders, Prodigy and EQT do not accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of the material contained in this communication.
This communication may refer to the past performance of a person, entity or financial product. Past performance is not a reliable indicator of future performance. Investors should obtain the relevant product disclosure statement and consider it before making any decision to invest.
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Key Detractors: Media monitoring company iSentia Group (-20.7%) was one of the main disappointments for the Fund.
The stock was purchased at depressed levels in May when the company reiterated guidance, yet the result fell short of
expectations. We exited the holding (at a price higher than our entry price). Comparison service provider iSelect (-17.2%)
fell slightly short of expectations (still within the company’s guidance range), citing a weaker consumer earlier in the year.
We continue to like the business they are building, as well as the associated strong growth profile, and so retain a
holding. The A2 Milk Company (+21.7%) and Whitehaven Coal (+17.8%) were not held in the portfolio, yet were
detractors given their strong price appreciation and meaningful weights in the benchmark index.
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Altium

A2 Milk Company*

Altium

EML Payments

Catapult Group International

Mineral Resources

Mineral Resources

iSelect

Service Stream

New Century Resources

iSentia Group

Speedcast International

Smartgroup Corporation

Whitehaven Coal*

Webjet

^ Alphabetical order

* Denotes stock not held
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