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*Please note TSF returns assume reinvestment of all distributions (as do the indices).

Portfolio at 31 August 2017
Top 15 Positions
Kangaroo Island Plantation Timbers Ltd
Cash
HGL Limited
Hillgrove Resources Limited
(equity, notes and calls)
Gale Pacific Limited
Po Valley Energy Limited
ETFS Physical Gold
Bisalloy Steel Group Limited
Sirtex Medical Limited
Bell Financial Group Limited
Ariadne Australia Limited
Nine Entertainment Co Limited
NZME Limited
Base Resources Limited
HT&E Limited

% of NAV
24%
15%
11%
8%
6%
5%
4%
4%
3%
3%
3%
3%
2%
2%
2%

•
•
•
•

•
•

0.9% of capital is invested in (put)
options over stock market indices.
2% of capital is invested in non-ASX
listed investments (excluding cash).
6% of capital is invested in ASX200
members.
16% of capital is invested in oil, gas
and resources companies (excluding
gold).
5% of capital is invested in physical
gold and gold mining companies.
57% of capital is invested in
companies
with
a
market
capitalisation of less than $150m.
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Commentary
The Fund’s result in August was mostly driven by gains in Bathurst Resources Limited (up 32%), Kangaroo
Island Plantation Timbers (up 13%), Bisalloy Steel Group Limited (up 12%) and HGL Limited (up 4%), with
the biggest detraction coming from Nine Entertainment Co Limited (down 5%).
Financial Year 2017 Reporting Period
During August, 12 of our holdings that represent above 1% of unitholder capital reported financial results.
While varied, most results were in line with our expectations and none were materially disappointing.
However, what frequently surprised us was the market’s panicky, negative reaction to what we perceived as
either innocuous or even positive results. We regularly found ourselves leaning on Rudyard Kipling’s insightful
counsel: “If you can keep you head when all about you are losing theirs.” Here are two examples of companies
held by Supervised whose results disappointed the market, prompting a sell–off in their share price, yet within
three weeks had recovered most of their losses.
On 23 August, Sirtex Medical Limited reported a 5% increase in dose sales and a 21% decline in underlying
net profit after tax. The main reasons for the decrease in margins were higher sales and marketing costs to
support future growth and expenditure on major clinical studies. On the day of reporting, the stock fell by 10%
from $16.26 per share to $14.56 per share. We believed the stock was still inherently undervalued, with a
trailing–twelve–month P/E multiple (at $14.56 per share) of 20x and a forward multiple, based on our
estimates, of 13x, due to prospects for significant future growth in dose sales (see commentary in our May
2017 performance report). By comparison, Sirtex’s average P/E multiple during FY17 was 23x and during
FY16, 47x. Consequently, we held onto our stock, which we believed was oversold due to market panic.
Three weeks later, the stock price had rallied by 8% to $15.77 per share, recovering nearly all of its value
since its post–report sell–off. We see further potential for appreciation and remain happy holders at current
share price levels. As at the day of writing (18 September 2017), the stock had fallen to $14.76, near the
recent low.
Nine Entertainment Co was a similar story. It released its financial year 2017 results on 24 August, reporting
a 3% decrease in revenue and a 3% increase in net profit after tax. The company was able to improve
margins by cutting costs in its free–to–air division and growing its more profitable digital business. It also
guided for FY18 earnings at the upper end of analysts’ forecasts. On the day of reporting, at $1.53 per share,
the trailing–twelve–month P/E multiple was 11x. By comparison, the company’s average P/E multiple during
FY17 was 27x. We felt 11x was cheap, with earnings growth expected over the next five years due to
consolidation in the FTA division and growth in the digital business (see commentary in our March 2017
performance report). Consequently, we were comfortable with our 3% holding. However, over the next week,
the share price fell by 16%, to as low as $1.275 on 31 August. There was no logical reason for the decline,
only a few (what we deemed hollow) news articles questioning the future of Australian media companies.
Three weeks later, the share price had recovered most of its losses to reach $1.475, after going ex–dividend
of 5c on 4 September. As at the day of writing, the stock is $1.47.
More broadly, during August we went to around thirty company results presentations at various broker offices
and listened to numerous earnings calls. We feel this is an invaluable way of gaining insight into economic
and industry specific trends both in Australia and overseas. We were pleasantly surprised by the strong
growth in domestic industrial companies, particularly those exposed to the resources sector. This is largely a
result of the increased spend by mining companies on repair and maintenance of capital equipment. Such
industrials still look well placed, with Rio Tinto forecasting their sustaining CAPEX would double over the next
6 months and BHP increasing their CAPEX budget for FY18 by 33% year–on–year. The worst performing
companies tended to be in the consumer discretionary sector, particularly non–digital retail. This was largely
influenced by the increasing shadow of Amazon and, for those exporting, the rise in the AUD.
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Global markets continue to rise, with the MSCI World Index (in USD) up 14% over the last twelve months.
Consequently, we see fewer opportunities from the perspective of undervalued companies. Nevertheless,
we believe our portfolio is in a good position for growth, with numerous stock specific catalysts yet to transpire.
We are also happy with our 15% cash weighting and 1% worth of puts over the S&P, which amounts to a
35% hedge of our portfolio.
18 September 2017.

DISCLAIMER
Supervised Investments Australia Limited ACN 125 580 305 AFSL 317155 (SIAL) is the Investment Manager and
Trustee of The Supervised Fund (TSF or Fund).
Investors should consider the TSF Information Memorandum (IM) issued by SIAL before making any decision regarding
the Fund. The IM contains important information about investing in the Fund and it is important investors obtain and
read a copy of the IM before making a decision about whether to acquire, continue to hold or dispose of units in the
Fund. You should also consult a licensed financial advisor before making an investment decision in relation to the Fund.
A copy of the IM and continuous disclosures may be obtained from www.supervisedinvestments.com.
SIAL believes that the information contained in this document is accurate when issued. SIAL does not warrant that such
information or advice is accurate, reliable, complete or up to date, and to the fullest extent permitted by law, disclaims
all potential liability of SIAL and its associates. This document should be regarded as general information only rather
than advice. In preparing this document, SIAL did not take into account the investment objectives, financial situation
and particular needs of any individual person.
The information contained in this document must not be copied or disclosed in whole or in part without the prior written
consent of SIAL, and SIAL accept no liability whatsoever for the actions of third parties in this respect. It is present for
informational purposes only and is not to be construed as a solicitation or an offer or recommendation to buy or sell any
securities. Any opinions expressed in this document may be subject to change. SIAL is not obliged to update such
information. The information must not be used by recipients as a substitute for the exercise of their own judgement and
investigation. Neither SIAL nor any of their directors, employees or agents accept any liability for any loss or damage
arising out of the use of all or part of, or any omission, inadequacy or inaccuracy in this document.
SIAL does not guarantee the performance of the Fund or the repayment of any investor’s capital. To the extent permitted
by law SIAL, including its directors, senior executives, employees, consultants, advisors, officers and authorized
representatives, are not liable for any loss or damage arising as a result of reliance placed on the contents of this
document. SIAL only provides services to wholesale clients, as defined in section 761G of the Corporations Act. Past
performance is not indicative of future performance. Information in this document is current as at 31 August 2017.
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