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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;
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Note: This report is based on 
information provided by H2 Ventures 
Pty Ltd.
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Key Investment Information

Proposed ASX Code H2O

Proposed ASX Option Code H2OO (to 
commence trading 

after 12-months)

Offer Price ($) 1.10

Offer Close 11 October 2016

Expected Listing Date 19 October 2016

Minimum/Maximum Shares 
on Offer (M) 25/50

Pro-forma NAV per Share 
(Minimum/Maximum 
Subscription)

1.07/1.074

Fees:

Management Fee (p.a) 
ex-GST 1.75%

Performance Fee ex-GST* 20.0%

*A performance fee of 20% of the realised return will be paid 
if the investment generates a return of at least 8% p.a. The 
performance fee payable will be net of any realised return that 
has not achieved the hurdle rate of 8%p.a.   

Fee Commentary

The management fee and performance fee hurdle 
rate are in line with the other private equity funds 
listed on the ASX. We note the performance fee is 
the highest of the listed funds. The management 
fee will be paid quarterly, while the performance 
fee will only be paid on realised returns that 
meet the performance hurdle criteria, and will be 
net of any realised returns that did not meet the 
performance hurdle.       

Key Exposure

Underlying  
Exposure

The portfolio will invest in a 
portfolio of global early and growth 
stage fintech ventures. 

FX 
Exposure

Given the Manager will invest in 
internationally based vetures, the 
portfolio will likely be exposed for 
forgin currency movements. The 
Manager does not intend to hegde 
the currency exposure.  

H2Ocean Limited  
(Proposed ASX Code: H2O)

1. OFFER OVERVIEW

PRODUCT SUMMARY

H2Ocean Limited (proposed ASX code: H2O) is a venture company seeking to list on the 
ASX. The company is seeking to raise a minimum of $27.5m and a maximum of $55m 
through the issue of shares at $1.10. The company has the ability to raise an additional $55m 
in oversubscriptions if the demand is there, taking the total potential equity raising to $110m. 
One option will also be issued for every share subscribed to. The options will be stapled to 
the shares for the first year of trading. After this time, the options will be listed. The options 
will have an exercise price of $1.10 and can be exercised on or before 19 April 2018. The 
company will invest in a global portfolio of early and growth stage private financial technology 
(fintech) ventures. The company has appointed H2 Ventures Pty Ltd as the Manager of the 
portfolio. The Management Agreement will be for an initial five year period, although the 
company is seeking to be granted a waiver by the ASX for an initial period of ten years. The 
Manager will be paid an annual management fee of 1.75%, payable quarterly, and is eligible 
for a 20% performance fee on realised returns if the realised return exceeds the performance 
hurdle, which is 8%p.a.                                           

2. INVESTMENT VIEW 

INVESTOR SUITABILITY 

The company will provide exposure to a portfolio of early and growth stage private 
fintech ventures, an area not typically accessible to retail investors. An investment in the 
company may be suitable for those investors seeking access to disruptive technology in 
the financial sector or an alternative to listed companies in the sector. Given the nature 
of the investments, we do not expect the company to pay a regular dividend. As such, an 
investment in the company is not suitable for investors seeking regular income as returns 
are expected to be primarily capital in nature. Investors should have a long-term investment 
timeframe, given the nature of the investments. The Manager will seek to hold investments 
until a suitable exit opportunity presents itself. This could take a number of years before an 
appropriate exit opportunity arises. Investments in early and growth stage private ventures 
are inherently risky. Investors should note that while the company will be listed, there may be 
limited liquidity. As such, we view an investment in the company as attractive for an addition 
to a diversified portfolio.                               

3. RECOMMENDATION
Independent Investment Research (IIR) has assigned H2Ocean Limited (proposed ASX code: 
H2O) a Recommended rating. The company is yet to be listed and as such we do not know 
what the initial composition of the portfolio will be, however the company will be the only 
dedicated fintech private equity fund listed on the ASX and offers some unique features, such 
as the opportunity to become a member of the Private Syndicate for those investors that 
subscribe to shares through the IPO. The Manager will employ a partnering model, whereby 
they will invest up to 50% of the capital required by an attractive investment and require the 
venture to secure other professional investors for the remainder of the capital requirement. 
With other professional investors involved, the investment risk is reduced somewhat and the 
Manager will not be required to take up board representation for all investments as the other 
investors will do so. However, we note the Manager will ensure they have the right to board 
representation as part of the investment terms. The downside to this model is the Manager 
may not approve of the other investor/s or may not agree with the terms negotiated, 
resulting in the Manager having to forego the desired investment. While investments will be 
in the early stage of development, ventures will typically be graduates from an accelerator 
or incubator program, providing the Manager with some visibility regarding the ventures 
operations. Given the nature of the investments, we view the fees to be appropriate and 
approve of the performance fees only being paid when returns are realised. We note, 
performance fees will be net of any realised returns that have not met the performance 
hurdle, meaning the Manager will only receive the performance fee for the outperformance 
for all realised returns and not on an individual investment basis.                                                                      

The  investment opinion in this report is current as 
at the date of publication. Investors and advisers 
should be aware that over time the circumstances 
of the issuer and/or product may change which 
may affect our investment opinion.
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4. SWOT
STRENGTHS

 � The company structure means the portfolio is close-ended and protected from 
redemption risk, which is a prevailing risk of unit trusts. Therefore, the portfolio will 
not be impacted by investors seeking to exit the company, with shares sold on the 
secondary market.   

 � The Manager has been actively involved in the development of early stage fintech in 
Australia, with the co-founders establishing Australia’s fist fintech specific accelerator 
program. As a result, the Manager has access to early stage ventures through the 
H2 Accelerator program and the Manager’s contacts with other accelerator/incubator 
programs throughout the world, putting them in a strong position to identify investment 
opportunities.  

 � The company will be offering shareholders some unique features such as, the ability to 
participate in a private syndicate to co-invest in ventures for those investors seeking to 
gain further exposure to a particular investment.

 � The Manager seeks to employ a partnering model, whereby they seek to share the 
risk, requiring other investors to be involved. This model reduces the exposure to the 
investment and means the Manager is not required to take up board representation on 
all investments.      

 � Performance fees will only be paid on realised returns as opposed to on unrealised 
returns throughout the life of an investment. This means the capital is being used to 
generate value as opposed to being used to pay fees.   

 � The stapling of the options to the shares for the first 12-months of trading should prevent 
the shares being traded for opportunistic reasons, reducing volatility.  

WEAKNESSES       
 � The company will have a NAV of between $1.07 and $1.074 per share as a result of the 

costs and fees associated with the capital raising. This is a 2.4% to 2.7% discount to the 
$1.10 issue price. The company will be issuing a free option for every share subscribed to  
in part make up for the reduced NAV at listing.    

 � H2 Ventures is yet to exit any of its investments through the Accelerator program. As a 
result, we do not have a track record of realised returns for the Manager. 

OPPORTUNITIES 

 � The company provides investors the opportunity to gain exposure to private ventures in 
the fintech sector, a sector which is not typically accessible to retail investors.

 � The company offers the opportunity to invest alongside other professional investors, 
with the Manager typically selecting investments that have completed an accelerator or 
incubator program and will only invest in the event the venture is able to secure another 
professional investor, not related to H2 Ventures.     

THREATS    

 � While H2 Ventures has a history of investing in fintech ventures, this will be the first fund 
run by the Manager.

 � The company will be investing in early and growth stage ventures. The nature of 
these investments entails a large amount of risk given these ventures are typically not 
generating profits. The company will be seeking to reduce risk through diversification. 

 � Given the portfolio will be exposed to global ventures, the portfolio will be impacted 
by foreign currency movements. The Manager does not intend to hedge the currency 
exposure.   

 � While there are clear benefits of the partnering model, the Manager may have to 
forego an investment opportunity in the event the other investors valuation comes in 
significantly above the Manager’s or the investment terms negotiated by the other 
investor are outside the acceptable investment scope of the company.       

 � Key man risk is high with only three members in the investment team. The absence of a 
member would be significant for the operations of the Manager.
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5. STRUCTURE

PRODUCT OVERVIEW

H2Ocean Limited (proposed ASX Code: H2O) is a venture company seeking to list on the 
ASX. The company is seeking to raise a minimum of $27.5m and a maximum of $55m 
through the issue of shares at $1.10. The company has the capacity to raise an additional 
$55m in oversubscriptions. One option will be issued for every share subscribed to. The 
options will be stapled to the share until one year after the company commences trading on 
the ASX, at which point the options will be listed separately. Options are expected to have 
the ASX code H2OO and will have an exercise price of $1.10 to be exercised on or before 19 
April 2018. The company has appointed H2 Ventures Pty Ltd as the Manager for the portfolio. 
The Management Agreement will be for an initial five year period, however the company is 
seeking to obtain a waiver from the ASX to extend the initial period of the agreement to ten 
years.

The company will invest in a global portfolio of early and growth stage private fintech 
ventures that are seeking capital to grow their business. Investments will typically be 
graduates of an accelerator or incubator program, and may include graduates from the H2 
Accelerator. The Manager is limited to invest a maximum of 10% of the portfolio in a single 
investment at the time of the initial investment. This is to ensure the portfolio has adequate 
diversification. However, there is no limit regarding a follow-on investment in an underlying 
investment. The rationale for no limit on the follow-in investment is to ensure the company is 
not disadvantaged or left behind as a result of the new capital raising terms.  

The company may hold cash in the event investment opportunities cannot be identified. 
There is no timeframe for the exit of investments. The Manager will exit when an appropriate 
exit opportunity presents itself. The Manager will seek to reinvest the capital. However, a 
special dividend may be paid in the event of a material return on an investment.          

The portfolio NAV will be calculated on a monthly basis and will reflect the value of the 
interest in an investment based on the last investment. This may result in the portfolio NAV 
remaining unchanged in one or more periods.           

The company will pay the Manager an annual management fee of 1.75% of the portfolio 
NAV, payable quarterly. The Manager is also eligible for a performance fee of 20% of realised 
returns, subject to meeting the hurdle rate of 8% p.a. The performance fee payable will be 
net of any realised returns that did not meet the performance hurdle. In the unlikely event an 
underlying investment pays a dividend, the Manager will receive a 20% performance fee on 
the dividend payment.     

A unique feature of the company will be the opportunity for shareholders who invest at 
the IPO to participate in the Private Syndicate. Members of the syndicate will be offered 
opportunities to co-invest in ventures that the company has invested in. The company will 
use the Equitise platform for the syndicate, a venture invested in by the Manager through the  
Accelerator program. The syndicate provides members the ability to increase their exposure 
to ventures beyond that held by the company.       

What are Fintech Ventures

Fintech ventures are entities and businesses that are developing financial products and 
services in the Financial sector, which includes (but is not limited to) the digital distribution of 
payments, lending, data and security, insurance and wealth and superannuation markets.             

Fintech products and services are seeking to disrupt the existing services provided by the 
financial industry. The disruption is driven by the advance in information technology, the 
high adoption of smart phones and shifts in consumer preferences with respect to financial 
transactions. An example of fintech is ‘robo’ advisors, which provide automated investment 
and savings tools as an alternative to the traditional financial advisor model.                                   
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INVESTMENT STRUCTURE

Investors

H2Ocean Limited (H2O)

Portfolio of Investments H2 Ventures Pty Ltd

H2OO
Management 
Agreement

Options

Product Leverage

Used: The company will not use leverage in the portfolio. However, we note that the underlying 
investments may have debt, albeit unlikely. 

Cost (incl. Fees): na 

Recourse: na 

Capital Protection na

Tax

Disclaimer: Tax consequences depend on individual circumstances. Investors must seek their own 
taxation advice. The following comments show Independent Investment Research’s 
expectation of tax for ordinary Australian taxpayers, but cannot be considered tax advice.

Capital gains: A capital gains tax (CGT) event will likely occur in the event the investor sells the company on 
market for a higher price than it was purchased for. Investors will likely be eligible for the CGT 
discount if the  shares are held for more than 12 months.   

Dividends: Dividends will likely be on income account in the year earned. However, we do not expect regular, if 
any, dividends to be paid. 

Legal Structure

Wrapper: Listed venture company

Investment Manager: H2 Ventures Pty Ltd

Capital vs. Income: Returns will likely primarily be capital growth with returns likely reinvested in investment 
opportunities identified by the Manager.

Investor Leverage

Available: No

Risks The below is not a full list of all risks associated with the company but highlights 
what IIR considers to be the larger risks associated with the company. A detailed risk 
assessment can be obtained from the Prospectus. 

Liquidity Risk: The underlying investments are illiquid and as such, the Manager may not be able to exit in a timely 
manner or at all for those investments that are not performing to expectations.

Manager Risk: This will be the first private venture fund managed by the Manager. The performance of the 
portfolio is largely dependent on the ability of the Manager to identify successful ventures.   

Concentration Risk: An individual investment may represent a large portion of the portfolio in the event an investment 
performs well. While there is a 10% limit to the initial investment, there is no exit requirements 
and therefore the investment may grow exponentially. Furthermore, the Manager is able to make 
follow-on investments in a venture with no restrictions. In the event a large follow-on investment is 
made, this may result in the portfolio being weighted heavily to a single investment.  

Sector Risk: The company will only be investing in the fintech sector. While there are plentiful investment 
opportunities at present, this may not remain the case in future. In the event investment 
opportunities ‘dry up’ for the sector, this will have an adverse impact on the company in the long-
term. 

Discount to NTA: The company may trade a discount to NTA. This may result in shareholders having to exit for 
less than the portfolio value if the discount is not eradicated. However, this also provides the 
opportunity to acquire shares in the company for less than the portfolio value.
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6. MANAGEMENT & CORPORATE GOVERNANCE

H2O BOARD

The Board of H2O will comprise five directors, three of which are independent. The Board is 
not required to sign off on investments. The majority of directors being independent provides 
independence of the review of the company’s operations. 

Board members will hold a total of 370,000 shares and options at the completion of the offer. 
This equates to 1.5% of the shares and options on issue if the minimum amount is raised and 
0.7% if the maximum amount is raised (not including oversubscriptions). 

The Independent Directors will be paid $60,000 p.a. Ben and Toby Heap will not be receiving 
payment as Directors of the company. Directors are eligible to be paid up to $300,000p.a, in 
aggregate.       

Board

Name Role Experience 

Ben Heap Executive Chairman See below.

Toby Heap Executive Director See below.

David Koch Independent Director Mr. Koch is the co-host of Channel Seven’s Sunrise program and a finance expert 
for the Seven and Prime networks. Mr. Koch has over 25 years experience as a 
financial journalist and provides commentary for several publications including 
the “Your Money” section of News Ltd newspapers. Mr. Koch is the founder 
and  a director of Pinstripe Media, a specialist content creation company that 
provides products and services for small business and personal finance. Pinstripe 
Media produces the Business Builder’s program for the Seven Network as well 
as hosts events, webcasts and online portals for small business and personal 
finance communities. Mr. Koch is also an owner of Startup Daily, a leading source 
of news and insights from the Australian and New Zealand tech sector, and an 
active investor in early stage fintech ventures. Mr. Koch is the Chairman of the 
Port Adelaide Football Club, and has held other board positions, including being a 
director on the NSW Small Business Development Corporation.

Anne O’Donnell Independent Director Ms. O’Donnell is currently the Chair of Beyond Bank Australia, a director of 
Equity Trustees Ltd and the Winston Churchill Memorial Trust. Ms. O’Donnell is 
also a member of the Compliance Committee at UBS Global Asset Management 
(Australia) Ltd and the Chair of the Audit and Evaluation Committee for IP 
Australia. Ms. O’Donnell was previously the CEO of Australian Ethical Investments 
Ltd and spent 20+ years at ANZ.  

Wyatt Roy Independent Director Mr. Roy was appointed Assistant Minister for Innovation in 2015 and was 
the youngest minister in the government’s history. Mr. Roy played a key role 
in the development of the Federal Government’s National Innovation and 
Science Agenda. This was a $1.1b program aimed at fostering innovation and 
entrepreneurship, incentivise investment, reward risk-taking, increase engagement 
between business, universities, government and the research sector to 
commercialise ideas. The program also seeks to promote STEM, digital technology 
and entrepreneurial skill sets in young Australians and change the way the 
government invests and utilises technology to deliver better services.      

INVESTMENT MANAGER

The company has appointed H2 Ventures Pty Ltd as the Manager. H2 Ventures was founded 
in 2015 by Ben and Toby Heap, who established Australia’s first fintech specific accelerator 
during their time at Australasian Wealth Investments Limited (AWI), which was subsequently 
taken over by H2 Ventures. The accelerator is an investment program aimed at providing 
support to very early stage fintech ventures. Since its launch, H2 Ventures has invested in 16 
ventures, 11 of which were investments from AWI.

For the H2 Accelerator, H2 Ventures invests $100,000 in a venture in return for a 10% equity 
stake. The investment is broken up into $50,000 in cash and $50,000 in kind. The Manager 
has also invested additional capital in some of the ventures through additional capital raising 
rounds.                      

There are three members of the investment team. The co-founders of the Manager, Ben and 
Toby Heap, play a significant role in sourcing investment opportunities. Given the small size 
of the investment team, key man risk is high, with the absence of one member likely to have 
a large impact on the operations of the Manager.



6

H2Ocean Limited (H2O)

Independent Investment Research 

In addition to the investment team there will be an Investment Committee (IC) which will 
be required to approve all investments. There will be four independent IC members. All IC 
members have extensive experience in progressing startup companies. IC meetings will 
require at least five participants, with at least two members not a part of the investment 
team.

Investment Team

Name Role Experience 

Ben Heap Co-founder Mr. Heap has over 24 years experience in the financial services and investment 
industry in Australia and the US. Mr. Heap was previously the Managing Director 
and CEO of Australasian Wealth Investments Limited and Managing Director of 
UBS Global Asset Management in Australia, which had ~$678b in assets under 
management across the asset classes. Mr. Heap is currently a member of the 
Commonwealth Government of Australia’s Fintech Advisory Group and is heavily 
involved in promoting and expanding the fintech industry in Australia.   

Dr. Toby Heap Co-founder Dr. Heap has over 11 years experience founding, leading and investing in startup 
companies. Dr. Heap was previously the Managing Director of AWI Ventures, the 
venture capital division of Australasian Wealth Investments Limited. It was at AWI 
Ventures where Dr. Heap founded the fintech accelerator before the establishment 
of H2 Ventures Pty Ltd. Dr. Heap is currently on the Board of Stone and Chalk, 
Equitise and The Cancer Council NSW. Dr. Heap is also a member of the ASIC 
Digital Finance Advisory Committee.  

Dr. Zach Gazak VC Associate Dr. Gazak was formerly a Data Scientists and Program Director at Insight Data 
Science, where he specialised in building data teams of technology companies 
in Silicon Valley. Prior to this, Dr. Gazak was an astrophysicist at the Smithsonian 
Institute. Dr. Gazak provides valuable experience and expertise in the collection 
and utilisation of data to solve complex problems.

7. INVESTMENT PROCESS

INVESTMENT OBJECTIVE

The company will seek to (1) deliver growth to investors over the long-term; and (2) provide 
an investment alternative to traditional equities through a portfolio of private fintech ventures. 
The company will seek to achieve this objective through an investment in a global portfolio of 
early and growth stage fintech ventures.      

INVESTMENT PROCESS

The Manager will typically invest in fintech ventures that have completed an accelerator or 
incubator program. There a number of these programs throughout the world. The investment 
process is detailed below. Of note, is the connections that the Manager has with other 
accelerator/incubator programs which allows them access to the progress of ventures while 
they complete the program.

(1) Investment Opportunities

 � The Manager will seek to invest in early and growth stage fintech ventures that have 
graduated from accelerator and incubator programs, including the H2 Accelerator. These 
opportunities will be sourced from around the world.

 � The Manager has relationships with many of the accelerators and incubators globally 
from which they will source investment opportunities. The Manger will attend ‘demo’ 
days at which participants in the accelerator programs and ventures present to investors. 
In addition to this, the Manager will be able to leverage its relationships with the program 
operators to get visibility of the program participants to monitor their progress.

 � The Manager has invested in 16 ventures through the H2 Accelerator and has assessed 
hundreds of potential investments and as such has a pipeline of investments for the 
initial portfolio.       



7

H2Ocean Limited (H2O)

Independent Investment Research 

(2) High Level Assessment

From the pool of investment opportunities, the Manager will seek to check off some key 
requirements for the investment to proceed. These requirements include:

 � The venture operates in the fintech market.

 � There is a professional investor, not related to H2 Ventures, that will be investing 
alongside the Manager.  

 � The founders are capable and transparent and are open to advice, support and doing 
what it takes to grow the business.

 � The growth plan is focused and achievable.

 � There is a sizable market opportunity for the product or service.

 � The valuation is acceptable and fair.

 � The Manager’s contractual terms are acceptable to the founders.

 � All appropriate employment agreements are in place.

 � Board representation and information and access rights are provided. 

(3) Review Investment Terms & Assessment of Professional Investor

 � In the event the venture meets all the above criteria, the Manager will review the 
investment terms, which have typically been negotiated by a third party investor. The 
Manager will typically invest no more than 50% of the capital required, requiring the 
venture to secure an additional investor to invest the remaining capital required. The 
Manager will then let the other investor determine the investment terms.

 � The Manager will create a term sheet covering all the major contractual and protection 
requirements to be signed by the founders of the venture.

 � Where possible, the Manager will seek to invest on the same terms as the other 
investor/s. Requirements for the other investor/s include:

 – the investor must not be a related party to H2 Ventures or a related party to the 
founders of the venture.

 – the investor must have a track record investing in early and growth stage 
businesses.

 – the investor must demonstrate the ability to actively manage the venture.

 – the investor must pass general due diligence undertaken by the Manager.

 � Prior to putting the term sheet together, the investment is required to be signed off by 
the Investment Committee (IC). The IC currently has seven members, four of which 
are independent. Two of the IC members have been involved with the investment 
decision making process for the H2 Accelerator, while the other two members will be 
appointed once the IPO has been completed. All IC members have extensive business 
experience and experience in progressing startup companies. The IC meeting for an 
investment must consist of not less than five members, at least two of which must not 
be investment team members.      

(4) Documentation & Settlement

The Manager will typically negotiate and conclude the following documentation with the 
venture:

 � A shareholder agreement;

 � A share subscription agreement; and 

 � Employment agreements with founders if not already in place.

The investment by the Manager may be upfront or may be provided in instalments over a 
period of time. This will be dependent on the capital requirements of the venture.
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PORTFOLIO CONSTRUCTION

The Manager will seek to invest in a diversified portfolio of early and growth stage global 
fintech ventures. The Manager has very few limitations with respect to the construction 
of the portfolio outside of the permitted investments detailed below. The only investment 
limitation is a single investment can be no more than 10% of portfolio NAV at the time of the 
initial investment in a venture. There is no limit for the portfolio weighting beyond the initial 
investment, meaning the Manager is not a forced seller. The company may make follow-
on investments in subsequent fund raising rounds by the underlying ventures. There is no 
limitation on the investment amount for follow-on investments.  

The Manager will reinvest capital into other ventures once an investment is exited. There 
is no time requirement for exit. The Manager will exit an investment when an appropriate 
opportunity presents itself. An exit will likely result from an IPO or private buyout by another 
company.  

Permitted Investments

The Manager may invest in, but is not limited to, the following:

 � Convertible preference shares;

 � Convertible notes;

 � Preference shares;

 � Ordinary equity;

 � Units;

 � Warrants.

RISK MANAGEMENT

 � Early and growth stage investments are inherently risky investments. The Manager will 
ensure contractual protections are in place to manage the downside risk of investments.

 � These protections will include:

 – investing in preference shares or convertible notes;

 – the right to Board representation and/or information rights;

 – the requirement for approval from the Manager for certain business decisions, such 
as a change in the capital structure, change in business focus or operations, and 
management appointments.

 – the requirement of drag along rights, which allow for the Manager (with a majority of 
investors) to force the remaining participants to exit.

 – the requirement of tag along tights, which ensure the Manager does not get left 
behind in the event of an exit by the founders or a majority investor.  

 – the inclusion of a clause for the first right of refusal in the event of further capital 
raisings by the venture.            

8. PERFORMANCE ANALYTICS
 � The company is yet to make any investments and while the Manager has a pipeline of 

ventures it has identified as attractive, the portfolio will not be constructed until the IPO 
is completed. The Manager expects the capital allocation to take up to 18-months.  

 � Given this is the first fund to be managed by the Manager and there is no portfolio 
as yet, we have provided the 16 ventures that the Manager has invested in, primarily 
through the H2 Accelerator to provide an idea of the type of investments the Manager 
is likely to make. The Manager has not yet exited any of the Accelerator investments. As 
such, the Manager has no realised returns to assess. 

 � As shown in the below table, the Manager has invested in a wide range of fintech 
ventures over the past three years. The H2 Accelerator program invests an initial 
$100,000 in the venture in return for a 10% equity stake. For a number of the ventures, 
the Manager has participated in follow-on capital raising rounds by the ventures. Due to 
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confidentiality reasons, we cannot disclose the amount of capital invested in ventures or 
provide returns for the individual investments. 

 � Of the 16 investments there has been one written off, Debt to 10k. 7 of the 16 
investments have generated positive returns to date, with Equitise generating the 
greatest return on capital invested. 

 � 8 of the 16 investments have secured capital from other professional investors. 

 � The aggregate value of the investments has increased 78.2% on the capital invested. 
The value of capital invested in individual ventures is determined by the latest investment 
made.         

Venture Product/Service Date of Seed Investment

Stockspot Robo Advisor 15 November 2013

Equitise Equity crowdfunding for private companies 1 June 2014

Simply Wall St Investment advice 2 June 2014

Debt to 10K Debt repayment 3 June 2014

Macrovue Online broker 4 June 2014

HashChing Mortgage broker 22 January 2015

Deposits 13 January 2015

CurrencySpot Foreign currency exchange 14 January 2015

PayHero Payment transaction service 15 January 2015

Spriggy Youth money management 11 March 2015

EdStart School fee loans 26 February 2016

Birch Credit card rewards maximisation 27 February 2016

Super Albert Super fund recommendation 16 March 2016

ZipSub 7 April 2016

Loan Dolphin Connecting people to loans 16 March 2016

Valiant Small business loan network 30 May 2016

PEER COMPARISON

 � H2O will be the first fintech focused private equity fund listed on the ASX. There are 
currently five other private equity funds listed on the ASX, only one of which provides 
direct investment in private companies - BTI. The other four companies are fund of fund 
structures.

 � The management fees for H2O are in line with other private equity funds listed on the 
ASX, as is the hurdle rate for performance fees. We note that for IPE, USF, USG and USP, 
there is an additional layer of management fees not recognised in the below as a result 
of the fund of fund structure. The performance fee is the highest of the peer group at 
20%.

 � Given H2O is yet to be listed, there is no performance history for comparison.  

Fund ASX  
Code

Management 
Fee (%p.a)

Performance  
Fee

Bailador Technology Investments 
Limited

BTI 1.75% 17.5% of the annual increase in portfolio value, 
subject to a compound annual return of 8%.

IPE Limited IPE 1.0% 10% of the outperformance of the S&P/ASX 300 
Acc Index plus 3%

US Select Private Opportunities Fund USF 2.33% nil

US Select Private Opportunities Fund II USG 2.36% nil

US Select Private Opportunities Fund III USP 1.34% 10% of realised return in excess of 8% p.a.

H2Ocean Limited H2O 1.75% 20% of realised return, subject to a 
compound annual return of 8%.
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APPENDIX A – RATINGS PROCESS 

INDEPENDENT INVESTMENT RESEARCH PTY LTD “IIR” RATING SYSTEM. 

IIR has developed a framework for rating investment product offerings in Australia. Our 
review process gives consideration to a broad number of qualitative and quantitative factors. 
Essentially, the evaluation process includes the following key factors: product management 
and underlying portfolio construction; investment management, product structure, risk 
management, experience and performance; fees, risks and likely outcomes.

LMI Ratings SCORE

Highly Recommended 83 and above
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Recommended Recommended+

Highly Recom
m

ended

This is the highest rating provided by IIR, indicating this is a best 
of breed product that has exceeded the requirements of our review 
process across a number of key evaluation parameters and achieved 
exceptionally high scores in a number of categories. The product 
provides a highly attractive risk/return trade-off. The Fund is likely 
effectively to apply industry best practice to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors.

Recommended + 79–82
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Recommended Recommended+

Highly Recom
m

ended

This rating indicates that IIR believes this is a superior grade product 
that has exceeded the requirements of our review process across a 
number of key evaluation parameters and achieved high scores in a 
number of categories. In addition, the product rates highly on one or 
two attributes in our key criteria. It has an above-average risk/return 
trade-off and should be able consistently to generate above average 
risk-adjusted returns in line with stated investment objectives. The 
Fund should be in a position effectively to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors. This 
should result in returns that reflect the expected level of risk. 

Recommended 60–78
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Recommended Recommended+

Highly Recom
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ended

This rating indicates that IIR believes this is an above-average grade 
product that has exceeded the minimum requirements of our review 
process across a number of key evaluation parameters. It has an 
above-average risk/return trade-off and should be able to consistently 
generate above-average risk adjusted returns in line with stated 
investment objectives. 

Not Recommended <60
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Recommended Recommended+

Highly Recom
m

ended

This rating indicates that IIR believes this is a suitable product that 
has met the aggregate requirements of our review process across a 
number of key evaluation criteria. The product provides some unique 
diversification opportunities, but may not stand apart from its peers. 
It has an acceptable risk/return trade-off and should generate risk 
adjusted returns in line with stated investment objectives. However, 
concerns over one or more features mean that it may not be suitable 
for most investors. 
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APPENDIX B – MANAGED INVESTMENTS COVERAGE 
The below graphic details the spread of ratings for managed investments rated by 
Independent Investment Research (IIR). The managed investments represented below 
include listed and unlisted managed funds, fund of funds, exchange traded funds and model 
portfolios.

Spread of Managed Investment Ratings
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(a) Disclaimer
The information, reports, financial models, forecasts, strategies, audio 
broadcasts and other media (referred to as “Content” throughout this 
Legal Notice), provided on this web site has been prepared and issued 
by Altavista Research Pty Ltd trading as Independent Investment 
Research “IIR”, Independent Investment Research Holdings Pty Ltd 
(ACN 155 226 074), as authorised to publish research under an Australian 
Financial Securities Licence (AFSL No 420170) which allows Independent 
Investment Research to offer financial service advice to retail and wholesale 
clients. Users of this web site should not act on any Content without first 
seeking professional advice. Whilst the Content contained on this web 
site has been prepared with all reasonable care from sources which we 
believe are reliable, no responsibility or liability is accepted by Independent 
Investment Research, for any errors or omissions or misstatements 
however caused. Any opinions, forecasts or recommendations reflect our 
judgement and assumptions at the date of publication or broadcast and 
may change without notice. Content on this web site 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. We are not aware that any user intends to 
rely on the Content provided or of the manner in which a user intends to 
use it. In preparing our Content it is not possible to take into consideration 
the investment objectives, financial situation or particular needs of any 
individual user.

Access by any user to this website does not create a client relationship 
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to invest must obtain individual financial advice to determine whether 
recommendations are appropriate to their investment objectives, 
personal financial situation or particular needs, before acting on any 
recommendations. Any Content is not for public circulation or reproduction, 
whether in whole or in part and is not to be disclosed to any person other 
than the intended user, without the prior written consent of Independent 
Investment Research.

(b) Disclosure of Interest

General 

Independent Investment Research, its officers, employees, consultants 
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 recommendation 
contained on this web site. Independent Investment Research, discloses 
that from time to time, it or its officers, employees and its related bodies 
corporate: may have an interest in the securities, directly or indirectly, which 
are the subject of these recommendations; may buy or sell securities in 
the companies mentioned in the Content; may effect transactions which 
may not be consistent with the recommendations in the Content; may 
have directorships in the companies mentioned in the Content; and/
or perform paid services for the companies that are the subject of such 
recommendations.

However, under no circumstances, has Independent Investment 
Research been influenced, either directly or indirectly, in making any 
recommendations contained on this web site.

Corporate Research
Independent Investment Research has or may have, received a fee 
either directly by a company itself or by a third party, to provide coverage 
and/or corporate research (the “Fee”). Where a Fee has been received, 
Independent Investment Research does not publish:

Buy / Hold / Sell recommendations for the security or managed 
investment schemes.

(c) Copyright Protection

All Content at this web site is protected by copyright. Apart from any use 
permitted under the Copyright Act (Cth) 1968, you must not copy, frame, 
modify, transmit or distribute the material at this web site, without seeking 
the prior written consent of the copyright owner. Content on this web site 
is owned by the business Independent Investment Research. Users are 
prohibited from copying, distributing, transmitting, displaying, publishing, 
selling, licensing, creating derivative works or using any content on the 
web site for commercial or public purposes

Copyright 2010 Independent Investment Research. All rights reserved.

(d) Trade Marks
The trade marks and logos displayed on this web site belong to Independent 
Investment Research or other parties. Such trade marks include registered 
trade marks and trade marks pending registration. Users are prohibited 
from using any of these trade marks, without seeking the prior written 
consent of IIR or such third party, which may own the trade mark content 
on this web site.

(e) Limitation of Liability
To the fullest extent permitted by the law, Independent Investment 
Research and any of its officers, employees, agents, consultants or related 
bodies corporate disclaim any liability, whether based in contract, tort, strict 
liability or otherwise, for any direct, indirect, incidental, consequential or 
special damages arising out of or in any way connected with the use of any 
Content made available on this web site by any person or entity.

(f) No Warranties
Independent Investment Research does not make any claims, promises, 
guarantees, representations or warranties regarding the accuracy, 
completeness or fitness for purpose of the Content made available on this 
web site. All information on this web site is provided to you on an as is 
basis, without warranty of any kind either express or implied. To the extent 
that research can be provided by third parties, Independent Investment 
Research makes no warranty or representation as to the accuracy or 
completeness of such information displayed on this site, and accepts no 
liability for errors or omissions arising from such third party information. 
To the fullest extent permitted by law, under no circumstances will 
Independent Investment Research be liable for any loss or damage caused 
by users reliance upon information obtained through this web site. It is 
the responsibility of the user to evaluate the accuracy, completeness or 
usefulness of any information, opinion, general advice or other content 
made available through this web site. Furthermore, Independent 
Investment Research does not warrant or represent that this web site 
is error free or free from viruses or defects. A user must do all that is 
necessary (including using virus checking software) to satisfy itself that 
accessing this website will not adversely affect its system.

For further information, please contact IIR at: client.services@
independentresearch.com.au 
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