
Easton Investments Limited 
(ASX: EAS) 
Initiating Coverage

December 2015



Independent Investment Research 

WHO IS IIR? 

Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for 
Brokers, Family Offices and Fund Managers. IIR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does 
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.

IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities 
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted 
managed investments, listed companies, structured products, and IPOs.
IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Research analysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research 
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.

Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales 
personnel nor do they have dealings with Sales personnel

Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual 
reputation, and evaluations by investor clients. 

INDEPENDENCE – ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials 
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing 
the issuer. For this reason, analysts are not permitted to attend “road show” presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking 
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they 
have access to the same information as their investor clients. 

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may 
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market 
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.

INDUCEMENTS AND INAPPROPRIATE INFLUENCES

IIR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other 
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.

Remuneration and other benefits: IIR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering 
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the 
acceptance of reasonable hospitality in accordance with the Firm’s general policies on entertainment, gifts and corporate hospitality. 

DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of 
Australian Financial Services Licensee (AFSL no. 410381. IIR has been commissioned to prepare this independent research report (the “Report”) and will receive fees for its preparation. Each company specified 
in the Report (the “Participants”) has provided IIR with information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources that IIR 
believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event that updated or additional information is issued by the “Participants”, 
subsequent to this publication, IIR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IIR as 
at the date of publication and may change without notice. IIR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss 
or damage relating to this document to the full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any 
investment. Any opinion contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a 
recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial situation or particular needs of any individual recipient. Investors should 
obtain individual financial advice from their investment advisor to determine whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial 
situation or particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. This 
document does not constitute an offer of services in jurisdictions where IIR or its affiliates do not have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate 
may, from time to time hold positions in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IIR and the Participant, their directors 
and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication. 

IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection 
with making any statements and/or recommendation (if any), contained in this Report. IIR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the 
securities, directly or indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; may affect transactions 
which may not be consistent with the statements and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this publication; and/or may perform paid services 
for the companies that are the subject of such statements and/or recommendations (if any).

However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) contained in this Report. The information contained in this 
publication must be read in conjunction with the Legal Notice that can be located at http://www.independentresearch.com.au/Public/Disclaimer.aspx.

THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this included in the contract with the company;

2) Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3) Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold” on any stocks.  This is left to the Adviser who knows their client and the individual portfolio of the client.

4) Our research process for valuation is usually more conservative than what is adopted in Broking firms in general sense.  Our firm has a conservative bias on assumptions provided by management as 
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6) All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Investment Profile

Share price ($) as at 15 December  
2015 1.04

Price Target ($) per share 1.46

Issued capital:

Ordinary shares (M) 27.4

Options (M) 0.0

Performance Rights (M) 1.5

Fully Diluted (M) 28.9

Market capitalisation ($M) 30.1

12-month Low/high ($) 0.56/1.04

Board and Management

Kevin White: Executive Chairman

Rodney Green: Non-Executive Director

Carl Scarcella: Non-Executive Director

Greg Hayes: Managing Director

Board & Management Shares                %

Greg Hayes 21.7

Kevin White 7.0

Rodney Green 1.2

Carl Scarcella 0.2

As at 30 June 2015

Share Price Performance
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A GROWING FINANCIAL SERVICES COMPANY

Easton Investments Limited (ASX: EAS) is a diversified financial services company that 
has been actively acquiring strategic positions in businesses in FY15 to complement the 
company’s product offering. The distribution arm of the company will be the driver of growth 
going forward with management also looking to expand the other two divisions through the 
acquisition of strategic positions in established businesses.                       

KEY POINTS        

New Direction: Mr. White and Mr. Hayes have a five year plan to build the operations of the 
company. Mr. White introduced a simplification program when he was appointed Managing 
Director in 2013, which involved the company divesting businesses that are not in line with 
the new objective of developing a vertically integrated distribution business. The company 
will seek to acquire minority interests in accounting firms and financial planning firms as 
well as organically grow the Knowledge Shop, Merit Wealth and Easton Asset Management 
business.    

Acquiring Strategic Positions in Financial Services Businesses: In FY15, the company 
acquired a 25% stake in First Financial (a Melbourne based financial advisory firm) and a 12% 
stake in Law Central (an online document provider). The company acquired these strategic 
stakes to expand and complement the existing product offering. The company will be seeking 
to make further investments to continue to grow the company.                

FY15 Results: FY15 was a strong year for EAS with the company reporting its first net 
profit since FY11. Revenue was up 72% on FY14 and net profit up 166% to $1.2m, from the 
$1.6m loss in FY14. The Distribution Services division drove the turnaround in performance 
with revenue from this division up 180% on FY14, with the first full year of operations from 
Knowledge Shop and Merit Wealth/HKRS. Operating cash flow saw a significant increase, 
confirming the value add of acquisitions.  

Distribution Services Division to Drive Growth: The company has developed a strong 
distribution network through its Knowledge Shop and Referral Services businesses. We 
expect this division of the company to be the driver of growth over the coming years with 
the launch of the online training platform for Knowledge Shop services growing rapidly and 
the ability of the company to take advantage of the requirements for limited authorisation 
for SMSFs that will come into effect from 1 July 2016. The distribution agreement with Law 
Central as part of the investment will also drive new revenue growth in FY16. 

No Dividends: The company is in a growth phase and as such did not pay a dividend in FY15 
and is not expected to pay a dividend in FY16. Capital will be reinvested into the business to 
expand operations and its distribution network.  

No Debt: During the 1Q’FY16, the company repaid its outstanding debt and will be debt free 
at the end of 1H’FY16. The company retains its undrawn $3.2m loan facility.        

Alignment of Interest: Greg Hayes (Managing Director) is the largest shareholder in the 
company owning 21.7% of ordinary shares on issue at 30 June 2015. As such there is a 
strong alignment of interest between Management and shareholders. 

Valuation: We have initiated coverage of EAS with a target price of $1.46, a 40.4% premium 
to the share price at 15 December 2015. The company is in a growth phase after refocusing 
the direction of the company in 2013. Since this time, the company has exited businesses 
that are not performing and not in line with the new direction of the company and acquired 
businesses and minority interests to build a financial services distribution business and 
secure a recurring revenue stream. To reach its objectives, the company is expected to make 
additional acquisitions. Based on current multiples we view there to be significant upside 
potential in the company.    
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PROFIT & LOSS ($M)        

Y/E June FY14A FY15A FY16F FY17F

Revenue 11.0 18.8 27.7 32.5 

EBITDA 0.4 2.7 3.9 4.6 

EBIT -2.2 2.3 3.5 4.2 

Interest expense -0.2 -0.3 0.0 0.0 

PBT -2.4 2.0 3.5 4.2 

Tax Expense 0.7 -0.7 -1.0 -1.2 

NPAT -1.6 1.2 2.4 2.9 

BALANCE SHEET ($M)

Y/E June FY14A FY15A FY16F FY17F

Cash 2.6 1.5 3.7 7.2 

Receivables 1.0 1.5 2.2 2.6 

Other current assets 0.1 0.1 0.1 0.1

Total Current Assets 3.7 3.0 6.0 9.9 

Property plant & equipment 0.1 0.1 0.1 0.1

Intangible assets 15.6 15.2 15.2 15.2 

Minority investments 3.0 5.5 7.5 7.5 

Deferred tax assets 1.5 0.9 0.9 0.9 

Investments 0.0 0.2 0.2 0.2 

Total Non-Current Assets 20.3 21.8 23.8 23.8 

Total Assets 24.0 24.8 29.8 33.7 

Trade and other payables 1.3 2.1 3.0 3.6 

Borrowings 0.8 0.7 0.0 0.0 

Current tax liabilities 0.1 0.1 0.1 0.1

Provisions 1.4 0.8 1.5 1.5 

Other liabilities 0.4 0.1 0.1 0.1 

Total Current Liabilities 3.9 3.8 4.8 5.3 

Trade and other payables 0.0 0.0 0.0 0.0

Borrowings 0.0 0.0 0.0 0.0

Deferred tax 0.4 0.4 0.4 0.4

Provisions 0.7 0.4 0.4 0.4

Non-Current Liabilities 1.1 0.8 0.8 0.8 

Total Liabilities 5.1 4.6 5.6 6.1

Net Assets 18.9 20.2 24.3 27.6 

Shareholders Equity 19.0 20.2 24.3 27.6 

CASHFLOW ($M)        

Y/E June FY14A FY15A FY16F FY17F

PAT -1.6 1.2 2.4 2.9 

Profit after adjustments 0.8 1.8 2.8 3.3 

Change in working capital -0.8 0.6 0.9 0.1

Operating Cashflow 0.0 2.4 3.7 3.5 

Payments for entities and 
businesses, net of cash acquired

-0.1 -0.8 0.0 0.0

Payments for property, plant and 
equipment

0.0 -0.1 0.0 0.0

Payments for  intangible assets -0.2 0.0 0.0 0.0

Payments for other assets -1.0 -0.2 0.0 0.0

Payments for acquisition of 
associates and other investments

-2.3 -2.4 -2.0 0.0

Proceeds on disposal of businesses 
and property, plant and equipment

1.2 0.0 1.2 0.0

Loans to third party/franchisee 0.0 0.0 0.0 0.0

Dividends from associates 0.0 0.1 0.0 0.0

Others 0.0 0.0 0.0 0.0

Cashflow from Investments -2.4 -3.3 -0.8 0.0

Proceeds from borrowings 3.0 0.0 0.0 0.0

Repayments of borrowings -3.1 -0.1 -0.7 0.0

Dividends paid to ordinary 
shareholders

0.0 0.0 0.0 0.0

Dividends paid to non-controlling 
interests

-0.1 -0.2 0.0 0.0

Cashflow from Financing 3.5 -0.3 -0.7 0.0

Cash at beginning of period 1.5 2.6 1.5 3.7

Net change in cash 1.1 -1.1 2.2 3.5

Cash at end of period 2.6 1.5 3.7 7.2

Ratios        

FY14A FY15A FY16F FY17F

Valuation Ratios

EPS -8.0 4.1 8.9 10.6

P/E (x) -11.1 21.5 11.7 9.8

EV ($m) 17.7 24.1 25.7 22.2

EV/EBITDA (x) na 9.1 6.6 4.8

DPS 0.0 0.0 0.0 0.0

Profitability Ratios

EBITDA margin (%) 3.3 14.1 14.0 14.0

EBIT margin (%) -19.9 12.0 12.6 12.8

Net profit margin (%) -15.6 6.0 8.8 8.9

ROA (%) -7.1 4.7 8.9 9.2

ROE (%) -9.0 5.8 10.9 11.2

Liquidity & Debt Ratios

Net Debt to Equity (%) -9.6 -3.9 -15.3 -26.0

Current Ratio (x) 0.9 0.8 1.3 1.9
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SWOT ANALYSIS

STRENGTHS

 � The simplification program which has seen the company exit non-core businesses and 
acquire businesses and interests in businesses that meet the company’s new objectives 
have seen the company report its first net profit since FY11. 

 � The acquisition of Knowledge Shop, Merit Wealth/HKRS and 30% interest in Hayes 
Knight (NSW) has been value accretive for shareholders and provided a launching pad for 
the company to build a meaningful distribution business. 

 � The investment in First Financial will provide an additional revenue stream for the Wealth 
& Asset Management division and provides access to the accounting firms serviced. 

 � Since Kevin White and Greg Hayes have combined forces (early 2014), the company 
has progressed towards its stated objective of building a major distribution business in 
financial services. 

 � The business divisions have a recurring revenue model. 

 � Kevin White and Greg Hayes own 29% of the fully paid ordinary shares on issue 
(according to interests disclosed in the FY15 annual report), providing a strong alignment 
of interest with shareholders.  

WEAKNESSES

 � Kevin White is an Executive Chairman of the Board which presents some conflict of 
interest for the company.

 � The company is in the growth phase and as such is not expected to pay a dividend in 
FY16.

OPPORTUNITIES

 � With ~7,500 small accounting firms in Australia, there is significant growth potential for 
the Distribution Services business.   

 � The company has the opportunity to take minority positions in more accounting firms and 
financial planning businesses to secure more recurring income and expand its network.    

 � The use of Merit Wealth’s AFSL to provide limited authorisation privileges to accountants 
from 1 July 2016 due to FOFA reforms will provide an extra recurring revenue stream 
with limited additional operational requirements.

THREATS

 � The company may not meet its growth objectives and as such not meet our valuation 
expectations.     

 � The company has previously used debt to make acquisitions. The company may have to 
expand on its existing debt facility to be able to pay for further acquisitions, which would 
increase gearing in the company. We note, the company repaid its outstanding debt 
during the 1Q’FY16.        

 � There are a small number of EAS shares on issue and the liquidity of EAS shares has 
been low with a monthly turnover of just 3% of shares on issue in October 2015. As such 
investors may not be able to buy or sell shares in a timely manner, however we note that 
the number of shares traded has been increasing in 2015.   
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COMPANY OVERVIEW  

 � Easton Investments Limited (ASX: EAS) is a diversified financial services company that 
listed on the ASX in August 2005.   

 � After many years of generating a loss, Kevin White was appointed as Managing 
Director in May 2013 to turn the fortunes of the company around. Mr. White embarked 
on simplifying the business operations by exiting businesses not in line with the new 
direction and began rebuilding the company.

 � Through Mr. White, the direction of the company was refocused to build a meaningful 
financial services distribution business by building a network of accounting and financial 
planning businesses. On the back of this new focus, the company completed the 
acquisition of 100% of Knowledge Shop and Merit Wealth Referral Services, and a 30% 
position in Hayes Knight (NSW) Pty Ltd in March 2014, which are now the Distribution 
Services and Accounting & Tax divisions. The acquisition was made for a value of 
$10.86m with an earn-out consideration of up to $2.25m payable over a three-year period 
subject to specified targets being met. The transaction was paid with a combination of 
cash and shares. 

 � In conjunction with the acquisition, Greg Hayes joined as joint Managing Director. In 
March 2015, Mr. Hayes took over the sole position of Managing Director, while Mr. White 
stepped into the position of Executive Chairman.   

 � These investments have been instrumental in the turnaround of the company’s fortunes, 
with the company reporting its first net profit in FY15 since FY11. The above mentioned 
investments made a significant contribution to the end result.        

 � The company has three operating divisions, which in turn have a number of operating 
businesses as detailed in the below graphic.

 � The company acquired a strategic position in First Financial (25%) and Law Central (12%) 
in FY15.   

 � The company is seeking to grow organically and through the acquisition of minority 
stakes in accounting and financial planning firms. We expect the pace of acquisitions to 
slow in FY16 with the company focusing on organic growth before picking up again in 
FY17 and FY18. 

Company Overview

Easton Investments Limited 
(ASX: EAS)

Accounting Division

Hayes Knight NSW

Wealth & Asset 
Management Division

Easton Asset 
Management

Easton Wealth 
Protection

First Financial25%

100%

100%

Distribution Services 
Division

Knowledge Shop

Law Central

Merit Wealth 
Referral Services

100%

100%

12.5%

34.5%
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FINANCIAL POSITION

 � Despite the improved performance in FY15, the company’s balance sheet was still under 
repair at 30 June 2015, with a current ratio of less than 1. We note that the company has 
an undrawn $3.2m loan facility. The outstanding debt of $655,490 was repaid in 1Q’FY16. 

 � The company has turned around its financial position, with the company returning to a 
net profit with an operating profit margin of 12% in FY15 and a net profit margin of 6%.     

BUSINESS DIVISIONS

DISTRIBUTION SERVICES DIVISION

The Distribution Services division was established in 2014 after the company acquired 100% 
of Knowledge Shop Professional Consulting Pty Limited (Knowledge Shop) and Merit Wealth 
Pty Limited and its related entity Hayes Knight Referral Services Pty Limited (Merit Wealth/
HKRS).

There are now two wholly-owned operating businesses and one minority investment that 
make up the division:

1) Knowledge Shop (100%)     

 � Knowledge Shop was established in 2000 by Greg Hayes at Hayes Knight (NSW) to 
provide professional support services to small and medium sized accounting firms, 
typically firms with 1 to 4 partners. 

 � The business has a subscription based revenue model providing members with access 
to:

 – an on-line knowledge bank;

 – technical support help desk;

 – professional development programs; and

 – regular newsletters and updates. 

 � At the time of acquisition, there were 700 subscribers to the Knowledge Shop offering. 
Since being acquired by EAS in March 2014, the subscriber base has grown to 800. The 
business also generates ad hoc revenue from training programs.

 � In 2014, the business launched its online training capability. This segment of the business 
is growing rapidly providing Knowledge Shop the ability to pre-tape training programs for 
use by clients at any time. There are also advantages from a location perspective, with 
the clients not having to travel to be able to attend training workshops. We expect this 
aspect of the business to continue to grow through 2016.     

 � There is significant growth opportunity in the business with ~9,000 accounting firms 
in Australia, of which ~7,500 fall within Knowledge Shop’s target market. The growth 
opportunity comes from not only increasing the subscriber base but also increasing the 
number of training programs made available.  

 � Knowledge Shop has a competitive advantage in the market place with no other 
education provider having the same level of service offering that Knowledge Shop 
provides.

2) Merit Wealth/HKRS (100%)     

 � Merit Wealth/HKRS holds an AFSL licence and provides financial services solutions to 
accounting firms. Merit Wealth offers accounting firms advice through an authorised 
financial advisor or a referral to a dedicated financial advisor through HKRS.    

 � HKRS sources and engages financial advisors to provide advisory services to accounting 
firms. Advisors enter into a Referral Rights Agreement (RRA) with HKRS, which involves 
an up-front payment by the advisor to HKRS plus an on-going fee of 14% of revenue. 
In return for the fees, HKRS introduces the financial advisor to accounting firms and 
facilitates the referral arrangement between the parties. In addition, Merit Wealth 
provides full dealer services.
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 � The company planned to roll out the HKRS referral business across Australia over a five 
year period, with the aim of finding financial advisors to service accountants in the region 
and build their revenue base, which HKRS is entitled to a portion of. The roll out has 
progressed slower than planned, with the company having 8 RRA with HKRS at the end 
of FY15. The company seeks to add a further 5 advisors though RRAs in CY16.    

 � The referral business will be the focus of the company going forward, with the company 
seeking to build on their network of financial advisors and assist them with growing their 
revenue base through the company’s accounting network. 

 � Through the use of AFSL licence held by Merit Wealth, the company seeks to expand 
into offering ‘limited authorisation’ licences in FY17. Limited authorisation has arisen out 
of the Future of Financial Advice (FOFA) reforms whereby from 1 July 2016 accountants 
will no longer be able to give advice about self-managed super funds without holding an 
AFS licence, or gaining limited authorisation from an existing AFSL holder. Merit Wealth 
seeks to charge accountants an annual fee for the limited authorisation licence.   

Law Central (12.6%)     

 � In June 2015, the company entered into a strategic partnership with Law Central, an 
internet based company providing automated online legal and corporate documents.

 � Under the agreement, EAS acquired a 12.6% interest in the company at a cost of 
$164,000 with an option to increase its interest in the company to 30% over a two year 
period, and EAS entered into a distribution agreement for regarding the distribution of 
Law Central’s services to EAS’s accounting network.  

 � As part of the distribution agreement, EAS will take a 50% commission for any business 
directed to Law Central by EAS.  

 � The price paid for the initial equity interest suggests the company values Law Central sat 
~$1.4m. We expect the investment in Law Central to be value accretive for shareholders. 

WEALTH & ASSET MANAGEMENT DIVISION

The Wealth & Asset Management division is composed of the wholly-owned subsidiaries 
of Easton Asset Management and Easton Wealth Protection and a minority interest in First 
Financial.

Easton Asset Management & Easton Wealth Protection (100%)   

 � Easton Asset Management is responsible for the distribution of the Harmony suite 
of investment products. The products are issued by UK based Momentum Asset 
Management, with whom Easton Asset Management has a distribution agreement for 
the Asia Pacific region.

 � At 30 June 2015, Easton Asset Management had $538m funds under management 
(FUM). This is up from $330m in FY14. Easton Asset Management receives a percentage 
of all FUM raised by Easton Asset Management.

 � Easton Wealth Protection is a risk insurance broking business. The business was 
established in 1Q’2013. Revenue is recurring with the business receiving annual 
premiums for insurance products. 

 � Insurance is provided to the accounting network through the Knowledge Shop and Merit 
Wealth/HKRS businesses.    

First Financial (25%)   

 � In June 2015, the company acquired a 25% interest in First Financial for $2.4m. This 
values the business at $9.6m.  

 � First Financial is a Melbourne based financial services business with funds under advice 
(FUA) of $1.15b. The business specialises in self managed super funds, in which it 
advises to over 500 funds. The business also has a broking book with loans under advice 
of $420m. 
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 � The investment is in line with the company’s objective of acquiring minority interests in 
financial planning firms. The investment will provide the company a recurring revenue 
stream and provides strategic benefit through the knowledge sharing and potentially 
leveraging the distribution capabilities between the businesses. 

ACCOUNTING DIVISION

 � The company has a 30% interest in Hayes Knight (NSW) accounting firm, which was 
founded by Greg Hayes. On 1 July 2015, the company increased its equity interest to 
34.5%.

 � The interest was acquired in March 2014 and as such the first full year of revenue was 
only released in FY15. The EBITDA contribution from the minority interest in FY15 was 
$327,543.   

 � The company will be seeking to add to the accounting division through the acquisition of 

minority interests in businesses.      

VALUATION

 � Given the company is in a growth phase we have based our valuation of EAS on an 
EV/EBITDA multiple basis. We have applied a multiple of 9.4x (a 15% discount to the 
average EV/EBITDA of the S&P/ASX Small Industrials Index) to the FY16 EBITDA to 
determine a target price of $1.46 per share.     

 � The valuation is based on the expectation that the company will be able to continue to 
organically grow its existing businesses as well as find appropriate acquisition targets to 
expand its distribution network.

 � We expect the company to fund acquisitions with debt as it has done thus far. Therefore 
we do not expect additional shares to be issued. We have assumed the company will 
spend $2m on acquisitions in minority interests in FY16. 

 � We expect revenue to grow strongly in FY16. The Distribution Services division is 
expected to further grow its revenue with Merit Wealth/HKRS expected to continue 
to expand its referral business through the addition of 5 advisors and there will be a  
contribution from the Law Central business with the company generating commissions 
for all work referred through its network. We expect the Merit Wealth/HKRS business to 
be a significant contributor to the company over the coming years with the expansion of 
the advisor network and increase in advisor revenue, coupled with the revenue expected 
to be generated in FY16 and FY17 from the limited authorisation business.     

 � We also expect the Wealth & Asset Management division to grow with the first full year 
of the First Financial contribution in FY16. We are expecting modest growth in FUM of 
the Harmony suite of products after a strong increase in FY15. We note the company 
sold its interest in the Chesterfields business in the 2Q’FY16 for $1.175m.   

 � We expect the company to be able to maintain its EBITDA margin of 14% for FY16 and 
FY17.    

Expectations

FY16F FY17F

Revenue Growth 47.1% 17.6%

EBITDA Growth 45.9% 17.6%

EBITDA Margin 14.0% 14.0%

Operating Margin 12.6% 12.8%

Current Ratio 1.3x 1.9x

Return on Assets 8.9% 9.2%

Dividend Per Share 0.0 0.0



8

Easton Investments Limited (EAS)

Independent Investment Research 

ASX PEER COMPARISON

 � The company has a number of competitors in the diversified financials market, although 
has no direct competitors for elements of their business such as Knowledge Shop. 
We have compared the company to some of it’s ASX-listed peers, although note their 
different business models.   

 � The below PE ratio is based on FY15 earnings. A number of the peer group reported a 
loss and as such have a negative PE ratio, which we have represented as ‘na’. Based on 
the PE ratios, EAS is one of the few companies that reported a profit in FY15. 

 � There is a wide range of share prices and market caps for the peer group with EAS falling 
below the average from a market cap perspective.   

Peer Comparison (as at 15 December 2015)

Company ASX Code Share Price 
($)

Market Cap 
($m)

PE ratio

Advanced Share Registry Limited ASW 0.675 28.9 19.3

Bridge Global Capital Management 
Limited BGC 0.088 3.3 na

Bronson Group Limited BGR 0.003 1.1 na

Diversa Limited DVA 0.475 28.0 na

Eclipx Group Limited ECX 3.39 814.3 na

Fiducian Group Limited FID 2.54 78.8 na

Gowing Bros Limited GOW 3.21 172.3 8.2

HUB24 Limited HUB 3.72 196.1 na

Imperial Pacific Limited IPC 0.72 2.1 na

Pepper Group Limited PEP 3.32 579.6 na

Spring FG Limited SFL 0.31 38.9 na

Easton Investments Limited EAS 1.04 28.5 25.1

           Source: IRESS

INVESTMENT CASE

 � Since Kevin White and subsequently Greg Hayes have taken control of the company and 
refocused its direction, the company has seen a significant positive improvement. They 
have exited irrelevant businesses and acquired businesses and stakes in businesses in 
line with their stated objectives of building a meaningful financial services distribution 
business. 

 � In the two years since joining the company, Mr. White with the help of Greg Hayes, has 
turned the fortunes of the company around with the company reporting a net profit for 
the first time since 2011. The acquisition of Knowledge Shop, the Merit Wealth/HKRS 
business and the acquisition of the interest in Hayes Knight accounting has established a 
base from which the company can grow its distribution business. Current management 
has shown that they are capable of making acquisitions that meet the strategic 
requirements of the company.   

 � The company has returned to profitability and we expect the company to grow its 
EBITDA through a combination of organic growth and acquiring strategic positions in 
established businesses.                         

CAPITAL STRUCTURE

 � At 14 December 2015, the company had 27.4m fully paid ordinary shares and 1.5m 
performance rights on issue. There were no options on issue and the company had no 
debt. 

 � According to the FY15 annual report, management and Board members held the 
following percentage of ordinary shares. We note that the shareholdings may have 
changed since 30 June 2015.  
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Shares Issued

Shareholder %

Greg Hayes 21.7

Kevin White 7.0

Rodney Green 1.2

Carl Scarcella 0.2

RISKS

 � Capital Risk: The company is seeking to grow the business over the coming three 
financial years, in part by acquiring minority stakes in up to 30 accounting firms and up to 
10 financial planning firms. The company may be required to raise capital or borrow funds 
to support these acquisitions. 

 � Growth Risk: The company is expected to continue to acquire minority interests in 
businesses to grow the distribution network as well as grow the existing business 
organically. The company may not meet our growth expectations and as such may fall 
short of our valuation target. 

 � Liquidity Risk: The company has a small number of shares on issue and low liquidity 
with 70% of shares held by the top 19 shareholders. As such investors may not be able 
to buy or sell shares in a timely manner.  

 � Key Person Risk: The business turnaround has largely been a result of Kevin White 
and Greg Hayes. The loss of either of these two people would be detrimental to the 
company.    

BOARD AND MANAGEMENT

Kevin White - Executive Chairman: Mr. White joined EAS as Managing Director in May 2013  
before being appointed Executive Chairman in March 2015. Mr. White was the founder and 
Managing Director of Crowe Horwarth Australasia Limited (formerly WHK Group Limited) 
from 1996 to 2011. Mr. White is currently the Non-executive Director & Chairman of the Royal 
Automotive Club of Victoria. 

Rodney Green - Non-Executive Director: Mr. Green has over 30 years’ experience in the 
financial services industry. Mr Green has held senior roles including Managing Director and 
then Non-executive Director of Treasury Group Limited and Chief Investment Officer and 
Head of Perpetual Investments Ltd. Mr. Green was also Chairman and Non-executive Director 
of Premium Investors Limited from 2003 to 2006.   

Carl Scarcella - Non-Executive Director: Mr. Scarcella has worked in the financial services 
industry for almost 30 years. Mr. Scarcella was a co-founder of Snowball Group Limited, an 
ASX-listed financial advice company. Mr. Scarcella held the position of Chief Operating Officer 
and Company Secretary until the company was acquired by the Shadforth Group in 2011. Post 
Snowball Group, Mr. Scarcella founded T&C Consulting Services.      

Greg Hayes - Managing Director: Mr. Hayes is the founder and CEO of Hayes Knight (NSW) 
Pty Ltd. Mr. Hayes is the founder of Knowledge Shop and Merit Wealth, which were acquired 
by EAS. Mr. Hayes joined EAS as Managing Director in March 2015.  
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