The Supervised Fund (TSF)
Monthly Report – September 2017
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(as at 30 September 2017)
1 month
12 months
3 years p.a.
5 years p.a.
Since inception p.a. (Dec. 2007)

$30,000

All Ords
Accumulation
0.1%
8.5%
5.4%
10.5%
3.0%

TSF after all fees
-1.8%
13.1%
19.9%
16.7%
9.9%

Benchmark
0.4%
5.0%
5.0%
5.0%
5.0%

Value of $10,000 invested since inception at 30 September 2017

$25,050
$25,000
TSF* AFTER ALL FEES
$20,000
ASX ALL ORDS ACCUMULATION INDEX
ASX SMALL ORDS ACCUMLATION INDEX

$15,000

$13,371

$10,000

$8,560

$5,000

Nov-07
Feb-08
May-08
Aug-08
Nov-08
Feb-09
May-09
Aug-09
Nov-09
Feb-10
May-10
Aug-10
Nov-10
Feb-11
May-11
Aug-11
Nov-11
Feb-12
May-12
Aug-12
Nov-12
Feb-13
May-13
Aug-13
Nov-13
Feb-14
May-14
Aug-14
Nov-14
Feb-15
May-15
Aug-15
Nov-15
Feb-16
May-16
Aug-16
Nov-16
Feb-17
May-17
Aug-17

$0

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

Portfolio at 30 September 2017
Top 15 Positions
Kangaroo Island Plantation Timbers Ltd
Cash
Hillgrove Resources Limited
(equity and notes)
HGL Limited
Gale Pacific Limited
Po Valley Energy Limited
Bisalloy Steel Group Limited
ETFS Physical Gold
Bell Financial Group Limited
Ariadne Australia Limited
NZME Limited
Base Resources Limited
HT&E Limited
Nine Entertainment Co Limited
Undisclosed**
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•
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•
•

0.5% of capital is invested in (put)
options over stock market indices.
1% of capital is invested in non-ASX
listed investments (excluding cash).
4% of capital is invested in ASX200
members.
18% of capital is invested in oil, gas
and resources companies (excluding
gold).
5% of capital is invested in physical
gold and gold mining companies.
68% of capital is invested in
companies
with
a
market
capitalisation of less than $150m.

**We are still buying shares in this company.
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Commentary
The Fund’s result in September was driven by losses in HGL Limited (down 14%), Hillgrove Resources
Limited (down 6%) and Kangaroo Island Plantation Timbers Limited (down 3%), which were slightly offset by
gains in Bisalloy Steel Group Limited (up 21%) and Bell Financial Group Limited (up 7%). Whilst it was
disappointing that the share prices of our three largest holdings declined during the month, we remain
confident in these companies’ prospects. KPT still trades at a discount to its tangible book value per share of
$2.32 (last price $2.25 as at the day of writing) and continues to await news of its proposed export facility at
Smith Bay. Hillgrove was negatively impacted by the expiry on 20 September of 188m options, convertible
at 3c. It was evident that numerous option–holders were forced to sell ordinary shares to raise money to
convert their options, putting short–term downward pressure on the price of ordinary shares. The conversion
of options between their issuance in December 2016 and September 2017 raised around $5.5m, contributing
positively to the company’s balance sheet.
HGL declined due to a trading update reporting that while the majority of its businesses had achieved solid
growth during FY17, fine crafts wholesaler Leutenegger and model car supplier Biante had suffered
considerable declines in revenue and profit, eroding the company’s earnings. Consequently, underlying net
profit for FY17 (reporting at 30 September) is forecast to be between $2 and $2.5m, compared with $3m in
FY16. The company also stated it was undertaking a strategic review of Leutenegger. In addition, the
company announced the acquisition of Intralux, a high–end commercial lighting business, which will be
complementary to HGL’s existing JSB lighting business. Despite the decrease in earnings for FY17, we
believe HGL remains cheap. At the lower end of guidance, its trailing twelve–month p/e ratio is 13x; at the
upper end, 11x. Its dividend yield remains high, at 7.8%. The company has considerable room for growth,
with its recent acquisition and strategic review of Leutenegger.

Murray River Organics Group Limited (MRG)
During the month, we participated as a sub–underwriter of Murray River Organic’s capital raising. MRG is a
producer and distributor of organic fruit, specialising in grapes and raisins. The group controls 12,253 acres
of farmland in the Sunraysia region of Victoria. This is double the size of the City of Sydney council area. The
company listed in December 2016 at $1.30/share and saw its share price plummet to 30c in May 2017 after
lowering earnings guidance twice in the space of three weeks. This was due to a poor harvest resulting from
heavy frosts, which led to the company forecasting a breach of their debt covenants. To pay off debt, the
company was forced to raise $12m through an institutional placement and entitlement offer to existing
shareholders at 30c/share. The net tangible book value per share is 64c; accordingly, we felt we were buying
land in the fertile Sunraysia region at half–price. We sub–underwrote $250,000 in the entitlement offer, for
which we received a fee of $2,500 and $230,000 worth of shares at 30c. Since receiving the stock on 20
September, the share price has rallied by 40% to 42c as at the day of writing.

Joseph Constable
19 October 2017.
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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 30 September 2017.
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