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Returns to 30 June 2016
3 Months

2.36%

Return Characteristics Since Inception1
0.30%

Positive Months

Calendar YTD

-5.18%

Avg Gain in Up Months

Financial YTD

13.62%

Avg Loss in Down Months

1 Year

13.62%

Maximum Draw Down

2 Years

7.76% p.a.

3 Years

12.63% p.a.

Since Inception

1

Standard Deviation

14.08% p.a.

-3.84%

Portfolio at 30 June 2016

65% Outlook Stocks (long)

20

71%

2.63% Outlook Stocks (short)

2

-7%

-1.59% Event, Pair & Group (long)

5

17%

-7.71% Event, Pair & Group (short)

2

-5%

Cash

24%

Sharpe Ratio

1.24 Total

100%

Average Beta

0.58 Net Exposure

AverageVAR

1.2 Gross Exposure

76%
100%

9.13% p.a.

Note: Please refer to end notes for definitions

The Monash Absolute Investment Fund ARSN 606 855 501 (Fund) has now completed its fourth financial year. After fees it has
returned 14.08% since inception and 13.62% for this financial year. Given that the objectives are to deliver 12-15% p.a. after fees
over the cycle and to not have a negative return in a financial year, the Fund continues to achieve its two return targets.
The Fund’s investment managers, Monash Investors Pty Ltd (Monash Investors), is often asked how the Fund has gone compared
to the market, and in the early days we were reluctant to respond, because worrying about the market index is distracting for an
absolute return fund. However, this annual review was always an exception. As usual, all the Fund return numbers are disclosed
on an after-fee basis.
Because the Fund is stock size agnostic when it comes to picking stocks, the equally weighted index based on the ASX300 is used
as the fairest comparison, rather than a market capitalisation weighted index.

MAIF (after fees) vs Equally Weighted Index2
1. The Fund has beaten it again this financial year: 13.62% vs 7.58%
2. The Fund has beaten it strongly since inception: 14.08%pa vs 4.44%pa
3. The Fund has beaten it since inception with less net market exposure on average: 76% vs 100%
4. The Fund has beaten it since inception with less volatility: 9.1%p.a vs 14.2%p.

1

Inception date of Fund is 2 July 2012.

2

Equal Weighted Accumulation Index sourced from JP Morgan by Monash Investors
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Cumulative Return: MAIF vs Equally Weighted Index
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Attribution by Market Segment3
The table below shows that since inception the Fund has made returns across the entire spectrum of the market. The weights and
contribution to return from each group of stocks (sorted by market cap) is well diversified.

Attribution by Market Capitalisation
Return* % pa

Average Weight

Contribution
After Fees

ASX Top 100 Stocks

32.2%

11.7%

2.7%

ASX 101 to 200 Stocks

44.8%

11.7%

3.8%

ASX 201 to 300 Stocks

23.6%

19.9%

3.4%

Ex Index

15.7%

32.7%

3.7%

Cash

3.6%

24.0%

0.5%

100.0%

14.1%

Since Inception Returns ending 30 June 2015

Total

3

Attribution data here and on last page sourced from the Fund’s investment administrator, White Outsourcing, and summarised
by the investment manager (Monash Investors).
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Risk Metrics
The following charts show output from the Monash Investors risk system:
The “1 Day VAR 95%” chart shows that the Fund would currently need a 2 standard deviation event to lose more than about 1.2%
of its value on any given day. This is close to the average level since inception.
The “Beta” chart shows that the Beta of the Fund remains well below that of the market, indicating that it continues to hold stocks
that tend to march to the beat of their own drum.
The “Market Exposure” chart shows that since inception the average net exposure of the portfolio to the market has been 77%,
and the average gross exposure has been 88%.
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Liquidity and Liabilities
•

Liquidity Profile

Liquidity Profile:
The Fund is generally invested in liquid, highly traded securities. To further
mitigate this risk, Monash Investors regularly assesses the Fund’s investments
to ensure that it is invested in assets that are sufficiently liquid to realise 80% in
10 days.

•

Liabilities:

Number of Days

Realisable4
Portfolio

1 Day

54.6%

5 Days

73.8%

10 Days

97.5%

The Fund was not leveraged. At 30 June 2016 its gross exposure was 99.7%.

FY16 Portfolio Review - Highs and Lows
Rather than make commentary on the market, this annual review comments on a few notable highs and lows that effected
performance this financial year. All figures are for the 12 months to 30 June unless otherwise stated.

The Highs
Netcomm (NTC) rose 241%. Netcomm designs and supplies
communications hardware and its customers are businesses,
rather than individual consumers.
Netcomm started the last financial year on the right foot, by
announcing strong sales growth across a number of products,
positively surprising the market with its earnings growth.
Its biggest customer is currently NBN Co, who is buying its
wireless broadband routers. These are installed by the NBN
where homes are too far apart for using fibre or copper to
connect them to its broadband network (but not so distant
that they need to use satellite). This applies to about 10% of
homes.
During the year it was also announced that Netcomm
had won an even bigger contract in the USA – for AT&T.
Anticipation of this contract drove Netcomm’s share price and
it peaked after the contract was announced.

The key to Netcomm’s value is that
(i) the problem of the connecting the “last 10%” to
a broadband network is common throughout the
developed world, and governments are increasingly
focused on ensuring fair access to high speed
internet for all their citizens, and
(ii) Netcomm is the only supplier of this technology
who has actually deployed it on a large scale. This
is important because telcos are very conservative
in selecting hardware suppliers because of the
quantities and time scales involved.
(iii) these contracts typically take 3-5 years to roll out,
and once this is done the equipment will need to
be upgraded because of technological advances.
This means that these contracts effectively become
evergreen, and are the basis of sustainable earnings.

Despite taking significant profits, Netcomm remains one of the larger holdings in the Fund. Monash Investors expects that it will
announce more contracts this year, as well as future years, and its share price is a long way short of capturing this.

4

Percentage of Fund that may be liquidated over 1, 5 and 10 days. The 1 and 5 day timeframes assume 25% of daily market
turnover. The 10 day timeframe assumes that all listed holdings may be liquidated.
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The Highs (cont.)
Emerchants (EML) rose 122%. Emerchants provides payment
solutions and transactions cards. It has operations in Australia
and Europe. Retailers use these cards for reward schemes
and gift cards, and they are also used for loan disbursements,
corporate expenses and salary packaging.
In FY16 Emerchants went from strength to strength as it
announced strong sales growth as well as new clients and
expanded its business through acquisitions.
In Australia they now provide the major corporate
bookmakers such as Sportsbet and Ladbrokes with cash back
cards so punters can withdraw their winnings immediately
from ATM’s. This levels the playing field with the “TAB’s”,
whose clients have been able to withdraw winnings instantly
from pubs and TAB retail outlets.
Corporate bookmaking is highly competitive, resulting in
Emerchants’ industry penetration being very rapid. The first
sports betting agreement was only signed in 2014. They now
have all 5 of the top corporate bookmakers in Australia.

Catapult (CAT) rose 196%. Catapult was one of the Fund’s preIPO stocks, it listed in late 2014. It supplies wearable player
monitoring devices for elite and professional sports. It is now
used by over 1,000 teams globally, yet it has only penetrated
its market by about 7%.
Our insight was that despite being at an early stage of market
penetration, Catapult would successfully execute its business
plan because:
•

It demonstrably improves competitiveness for its
customers

•

It’s customers respond quickly to gain a competitive
advantage or avoid disadvantage

•

It’s customers are price insensitive

•

First mover advantage creates a natural monopoly for data
histories and benchmarking

Following the acquisition during the year of the UK-based
Store Financial - the largest shopping mall gift card provider in
Europe, with a strong growth profile (5 year historical revenue
growth 40%pa) - EML was in a position to expand its successful
corporate bookmaker reloadable winning card product into
the much larger UK market. Shortly thereafter, this resulted in
the signing of a company transforming deal with bet365 in the
UK.
Bet365 UK itself is about as large as the entire Australian
online gambling market, and overall the UK market is 5 times
bigger than Australian market. Emerchants should rapidly pick
up further gambling customers in the UK and Europe.
In May 2016, Emerchants announced the purchase of Store
Financial US and a placement to fund it. This put a cap on the
share price, which had risen sharply over the last 6 months with
strong sales growth to corporate bookmakers and expansion
into Europe. Monash Investors expects Emerchants’ high rates
of sales and earnings growth to continue. Despite trimming
the position it remains one of the Fund’s larger holdings.

Increased coverage by analysts over the year and continual
positive surprises with its sales volumes drove its share price.
Apart from increasing the penetration of its target customers
Catapult has a number of other areas that will drive its
revenue growth and margins:
•

It has not yet begun to use its pricing power, but will do so
at some point

•

It has now entered the “prosumer” market which has
potential revenues just as large as that of the professional
market.

•

It has purchased America’s dominant video technology
company for team sports, which it will in time integrate
with the wearable technology, and which cements its lead
as the dominant global sports technology company.

Catapult remains one of the Fund’s top 10 holdings.
And that is how it has played out, but even more quickly than
anticipated due to the uptake by US College sports teams
which are funded by revenues from college football.
5
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The Lows
Lovisa (LOV) fell 29%. Lovisa suffered an earnings downgrade
in January 2016 and a disproportionate derating, but
recovered somewhat later in the year.
Lovisa develops and retails “fast fashion” jewelry with stores
throughout Australia and 5 other countries. It is also starting
up in the UK.
It announced that its gross margin had fallen due to currency
depreciation (which was expected) and the impact of excess
inventory clearance sales (which was not expected). The net
result was a downgrade to earnings by analysts of about 10%
for FY15 and 13% for FY16.
Despite the need to clear slow moving stock, like for like sales
still came in at 4.1% which ensured its inventory positioning
was fairly clean at 31 December. Critically, neither of these
items adversely impacted long term earnings, as the negative
impact of the currency will be recaptured with price increases
and excessive inventory clearances are somewhat one-off in
nature. The Fund continues to invest in Lovisa for its store
rollout to the UK and ultimately the US, which when complete
will dramatically increase the store footprint of the business.

i

Slater & Gordon (SGH) fell 28% during the period the Fund
owned it.
The Fund purchased SGH after the price had stabilised, having
already fallen from its all time high by 57%. The investment
thesis for SGH relied on a gradual recovery in its cash flows
to drive a re-rating of its share price. This had happened
previously between 2012 and 2013 delivering us 70% on
our entry price on that occasion. Unfortunately, our second
involvement with SGH cost the Fund 28% before exiting.
The exit was triggered by its AGM disclosure that its cash flow
had worsened, violating the thesis, and Monash Investors view
that this likely meant significant future earnings downgrades,
even though the company was sticking to its guidance.
This proved a very sensible thing to do, because days later
there was an unexpected change in UK Government policy
towards car insurance claims that will reduce Slater’s future
earnings if implemented. As a result, the share price fell a
further 84% by 30 June 2016.

The Sharpe Ratio is a measure for calculating risk adjusted return. A Sharpe Ratio greater than 1 indicates units of return were achieved that
were greater than units of volatility.

ii

The average Beta is a measure of the systematic risk of the portfolio against relevant market indices. A Beta of less than 1 indicates the
portfolio will tend to move less than the market.

iii

Standard Deviation is a measure of the volatility of the portfolio

iv

The average value at risk (VaR) is a measure of the risk of investments. It estimates how much a set of investments might lose, given normal
conditions, in a set time period.

Important Information
This document is issued by The Trust Company (RE Services) Limited ABN 45 003 278 831, AFSL 235 150 (“Perpetual”) as responsible entity of, and issuer of units in, the Monash
Absolute Investment Fund ARSN 606 855 501 (“Fund”). Monash Investors Pty Limited ABN 67 153 180 333, AFSL 417 201 (“Monash Investors”) is the investment manager of the Fund.
The inception date of the Fund is 2 July 2012.
The information provided in this document is general information only and does not constitute investment or other advice. The content of this document does not constitute an offer
or solicitation to subscribe for units in the Fund or an offer to buy or sell any financial product. Accordingly, reliance should not be placed on this document as the basis for making
an investment, financial or other decision. This information does not take into account your investment objectives, particular needs or financial situation. Neither Perpetual or Monash
Investors accepts liability for any inaccurate, incomplete or omitted information of any kind or any losses caused by using this information. Any investment decision in connection with
the Fund should only be made based on the information contained in the disclosure document for the Fund. A product disclosure statement (PDS) issued by Perpetual dated 3 August
2015 is available for the Fund. You should obtain and consider the PDS for the Fund before deciding whether to acquire, or continue to hold, an interest in the Fund. Initial Applications
for units in the Fund can only be made pursuant to the application form attached to the PDS.
Performance figures assume reinvestment of income. Past performance is not a reliable indicator of future performance. Comparisons are provided for information purposes only
and are not a direct comparison against benchmarks or indices that have the same characteristics as the Fund.
Neither Monash Investors or Perpetual guarantee repayment of capital or any particular rate of return from the Fund. Neither Monash Investors or Perpetual give any representation
or warranty as to the reliability, completeness or accuracy of the information contained in this document. All opinions and estimates included in this document constitute judgments
of Monash Investors as at the date of this document are subject to change without notice.
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