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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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Note: This report is based on 
information provided by the company 
as at February 2017
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Key Investment Information

Name of Fund Forager Australian Shares 
Fund

Investment  
Manager

Forager Funds Management 
Pty Ltd (AFSL 459312)

Proposed ASX Code FOR

Offer Price ($) $1.57 / unit

Date Listed 16 December 2016

Benchmark S&P/ASX All Ordinaries 
Accumulation Index

Inception Date 30 June 2012

Fund FUM (as at  
30 Nov 2016)

$146m

Objective Long term total returns by 
investing in a concentrated 

portfolio of Australian securities

Performance  
Target

Outperform the Benchmark  
over a rolling 5-year period

Tracking Error Benchmark unaware

MER 1.00%

Performance 
Fee

10% of the net return of the 
Fund in excess of 8% p.a. 

subject to a high watermark 

Hurdle Yes (8% p.a. subject to  
a high watermark 

Fees Commentary

Overall fee levels are competitive for a high 
conviction long only equities fund. The performance 
fee is well structured, based on an appropriate 
benchmark and inclusive of a high water mark, and 
the weighting to the performance fee relative to the 
MER contributes to a performance based culture. 

Key Exposures (as at 30 November 2016)

Australian Equities 67.6%

Cash 32.4%

No of holdings 22

Top 10 Stocks % of Portfolio 46.9%

Note: This report is based on information 
provided by the Issue r as at December 2016

FORAGER AUSTRALIAN SHARES FUND

OFFER OVERVIEW
The Forager Australian Shares Fund (the Fund) was launched in 2009 and is managed by 
Forager Funds Management Pty Ltd (the Manager). After reaching the $150m FUM target in 
September 2016 the Fund was closed and subsequently listed on the ASX in December 2016 
as a listed investment trust. The listing was predominantly designed to to remove liquidity 
risk from the Fund and allow the Manager to be fully invested in times of market distress. The 
Fund is based on a long-only, high conviction Australian equities mandate and is managed by 
a small, but capable and proven investment team. While based on an all-market capitalisation 
mandate (to maximise investment flexibility), the portfolio is overwhelmingly comprised 
of small market capitalisation / ex S&P/ASX 100 stocks. This is the segment the Manager 
believes it has a competitive advantage and where alpha generation potential is generally 
higher than the large to mid-cap sectors. The portfolio is concentrated (15-25 stocks) and 
unconstrained by benchmark considerations. The investment philosophy and process has a 
particular focus on asset plays, turnaround stories and under-appreciated /-valued small caps. 
In this regard, the Manager can be contrarian in its investment style, often targeting ‘beaten 
up’ sectors and stocks as a potential source of investment opportunities. The Manager is 
attracted to simple businesses and simple investment thesis, and then engages in a research 
effort to attempt to disprove the original investment thesis. It is an intuitively sensible 
investment philosophy and process. Returns can be lumpy due to the concentrated nature 
of the portfolio and the investment focus, with alpha being a function of company specific 
developments rather than market dynamics. The approach to risk is capital preservation rather 
than a concern over shorter term price volatility and this is managed at the company level. 

INVESTOR SUITABILITY
The Fund is designed to represent a component of a larger Australian equities allocation 
in an investor’s overall investment portfolio. The Manager suggests investors see it as an 
alpha component in the context of many domestic investors having a sizeable allocation to 
Australian larger cap stocks. Given the Fund’s very high conviction nature, investors must 
of course be confident in the Manager’s stock picking ability and ability to preserve capital. 
In this regard, the Manager’s track-record is strong. The Fund may exhibit material volatility 
and, given the smaller market capitalisation and relative illiquidity of some holdings, may be 
subject to material drawdown risk in periods of market stress. This Fund should be viewed as 
a long-term investment (5+ years) to mitigate this market exit timing risk. Dividends have the 
potential to be highly variable – the Fund should not be viewed as an income strategy, rather 
a longer-term capital appreciation play. Equity market beta and correlation is, at first glance, 
surprisingly low, but this reflects the fact that returns tend to be more company event driven 
than market driven. As such, the Fund may also have diversification benefits for investors.

RECOMMENDATION
IIR has a high degree of conviction in the investment team’s ability to consistently generate 
alpha and superior risk-adjusted returns over the long term, which it has achieved. This is 
based on a range of factors. The team is experienced, capable, stable and has a flat culture 
where there is a high degree of co-ownership and accountability of investment decisions. 
The investment process is well established, intuitively sensible, and proven over a full market 
cycle. The small team ensures consistency of process and, in this regard, we believe the 
track record of alpha generation and superior risk-adjusted returns is repeatable. Key man risk 
in portfolio manager (and owner) Steve Johnson is high, although this is common in small 
boutique investment management firms and we note the Manager is working to mitigate 
the risk, although this is several years off being address. Pleasingly, the Manager has applied 
an appropriate capacity limit on each the Fund, acting in the best interests of investors given 
the relatively illiquid, small cap nature of some underlying investments. Overall, IRR rates the 
Forager Australian Shares Fund RECOMMENDED PLUS.

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.



2

Forager Australian Shares Fund

Independent Investment Research 

SWOT ANALYSIS

Strength

 � Experienced, capable and stable investment team with a collegiate, democratic culture 
and a high degree of co-ownership and accountability of investment decisions. 

 � The investment process is well established, intuitively sensible, and proven over a full 
market cycle. The small team ensures consistency of process and, in this regard, we 
believe the track record of alpha and superior risk-adjusted returns is repeatable.

 � The Manager has an approach that it must be investing in a market segment where it 
feels like it has an edge, and this is much more likely in the smaller end of the market cap 
spectrum rather than with larger companies. The Fund’s track-record of alpha testifies to 
the Manager to deliver on its perceived competitive advantage and strengths. 

 � With Forager shareholders representing the largest single investor group in the Fund, 
there is a strong alignment of interest and which also creates a very strong focus on 
capital preservation given the employees have ‘skin in the game’. 

 � The Manager has applied an appropriate capacity limit on each the Fund, acting in 
the best interests of investors given the relatively illiquid, small cap nature of some 
underlying investments. 

Weakness

 � While the team is very much stable and the Manager’s retention track record strong, key 
person risk nevertheless exists with senior manager Steve Johnson. We note succession 
planning is in place but it will be several years where this risk is adequately addressed. 

 � More a feature than a weakness, the Manager may underperform during a risk-off market 
environment given the portfolio bias to small cap and often relatively illiquid stocks. In 
periods of market stress the Fund may be subject to material drawdown risk. Investors 
should view the Fund as a long-term investment to mitigate this potential market timing 
exit risk.  

Opportunities

 � Domestic investors often exhibit a significant bias in their Australian equities portfolios 
to larger market capitalisation stock, which often implies high tracking error performance 
(lower alpha generation potential). For such investors, the Fund may provide an effective 
source of potential alpha generation as well as a source of diversification. 

 � Exposure to an investment manager with a strong track record of alpha and superior 
risk-adjusted returns over the long term. This has been based on a strong and repeatable 
investment process and a well-qualified and stable investment team in a firm with a 
strong investment ethos. 

 � Exposure to an investment strategy that has not only generated alpha and strong risk-
adjusted returns but has preserved capital during periods of market down turn. 

Threats

 � Listed investment trusts may trade at either a discount or premium to NTA. This is both 
an opportunity and a risk. We believe the Manager has managed this risk well through a 
number of initiatives and note that to date since listing has achieved an orderly market 
for shares in the Fund, with sufficient liquidity and the Fund trading at a small premium to 
NAV. Nevertheless, investors should remain mindful of the risk.  

 � As noted above, the small cap and often illiquid nature of many of the investments 
may exposure the Fund to material downside risk during periods of market stress. The 
Manager rightly points out that given this attribute, historic risk performance may be a 
less reliable guide to potential future performance than may otherwise be the case. 

 � Key man risk in Steve Johnson is significant and relates to being hit by the proverbial 
(rather than exiting the manager given his significant shareholding and being a co-
founder).
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PRODUCT OVERVIEW
The Forager Australian Shares Fund was launched in 2009 by the then named Intelligent 
Investor Funds Management entity and was marketed directly to the existing 6,000 strong 
subscriber base of the Intelligent Investor newletter. The investor base has remained niche 
retail, with a concentration of relatively sophisticated investors to whom value investing 
appeals. After reaching the $150m FUM target in September 2016, the Fund was closed 
listed on the ASX in December 2016 as a listed investment trust.

The listing was partly driven by the closing of the Fund. Given the relatively illiquid nature of 
some potential investments, there was concern that in periods of market stress potential 
redemption requests of a portfolio of relatively illiquid stocks could lead to the Manager being 
a forced seller in a distressed market environment. 

The ASX listing provides investors a source of liquidity and we note that the Manager has 
made a commitment that there be a healthy secondary market for the units on the ASX in 
an effort to address discount to NTA risk. In this regard, we would agree that the Fund has a 
number of advantages that will mitigate this risk, as detailed below. We also note that since 
listing the secondary has functioned well, with sufficient liquidity and the Fund trading at a 
small premium to NTA. 

Firstly, the Manager views not being a ‘clean skin’ as a significant advantage, as the Fund is 
not starting from a position of being solely a cash portfolio sourced from an investor base 
that may have a limited knowledge of the manager. Rather, the Fund is characterised by a 
long-term investor base that has had an opportunity to redeem prior to listing. The other 
advantage is scale. With $150m in FUM, the Fund has a cost advantage over a new entity 
raising, say $30-50m and further down the track running the risk of dilutionary rights issues 
and placements, which disadvantages existing investors. Finally, the Manager has a strong 
track-record of keeping investors engaged through ongoing communications.

The portfolio is concentrated, typically comprising less than 25 stocks, with 15-25 generally 
being perceived to be the right number by the Manager. Occasionally, the Manager may 
want to buy a basket of stocks in a ‘beaten up’ sector (mining services, for e.g.), so may, for 
example, acquire ten 1% stock specific exposures rather than having 10% in one stock in 
what is a risky sector. The portfolio will typically have a 10-20% cash weighting, with 10% 
being viewed as fully invested. The Manager wants the flexibility to invest in an idea without 
have to sell down a position in what may be a relatively illiquid stock first. 

Returns tend to be lumpy. When the Manager gets an idea right these developments tend 
to be company specific rather than market specific. While the portfolio will move with the 
market, alpha returns tend to be dependent on company rather than market developments. 

The performance fee is set at 10% of the net return of the Fund in excess of 8% p.a. subject 
to a high watermark and an earn back structure. In relation to the latter, the Manager must 
earn back any returns below 8% in any given year to exceed the hurdle rate. For example, 
if the Fund generated 0% net returns in year one, the Manager would need to generate net 
returns of at least 16% in the following year before being eligible to levy a performance fee. 

The Fund represents a listed investment trust. Listed investment trusts are incorporated as 
trusts, rather than as companies (in contrast to LICs). LITs are also closed-ended vehicles 
just like LICs, so investors buy and sell existing units on ASX. While LICs have the ability 
to pay franked dividends, LITs must pay out any surplus income to investors in the form 
of distributions. These distributions carry the franking levels allocated by the underlying 
investments.

The the investment management agreement does not have a fixed term and will continue 
until terminated by the responsible entity (The Trust Company (RE Services) Limited).

MANAGEMENT GROUP PROFILE 
The Management group background and profile is summarised below. 

• 1998 – The Intelligent Investor newsletter was established

• 2001 – Greg Hoffman joined the group and the publication adopted a value investing   
focus

• 2004 – the business was sold to Greg Hoffman and Steve Johnson



4

Forager Australian Shares Fund

Independent Investment Research 

• 2009 – Intelligent Investor Funds Management is established

• 2009 – Value Fund is launched with Steve Johnson as Chief Investment Officer

• 2010 – Intelligent Investor Funds Management assumes management of Officium   
Special Situations Fund

• 2012 – Intelligent Investor Funds Management acquires permanent management   
rights to Officium Special Situations Fund and changes the name to Intelligent   
Investor Wholesale Value Fund

• 2013 – Intelligent Investor Funds launches the International Fund

• 2014 – Intelligent Investor Funds splits from Intelligent Investor and changes name to 
Forager Funds Management. Fund names are changed to Forager International Shares 
Fund, Forager Australian Shares Fund and Forager Wholesale Value Fund

 Forager Funds Management is a privately owned business. It does not have a parent 
company or any subsidiaries. Approximately half of the shares are owned by employees 
of the company and the remainder is owned by external shareholders, none of whom 
are corporate. We also note that the shareholders represent the single largest investor 
segment in the Fund, creating a very strong alignment of interest between management 
and the retail investor base. 

Steve Johnson
30%

Other Staff
23%

External 
Shareholders

47%

Forager Funds Management

The combination of the Manager’s Australian equity fund and the International equity offering 
targeting a variety of distribution sources including direct retail, HNW and Family Offices have 
been designed to achieve a target of $500 million FUM by December 2019. The bulk of this 
would be within the International equities fund, given the self-imposed capacity constraints 
on the Australian fund. 

INVESTMENT TEAM
The investment team is comprised of Chief Investment Officer / portfolio manager Steve 
Johnson, ultimately responsible for all investment decisions, senior analyst Daniel Mueller 
and Alvise Peggion who provides analytical support.

All analysts are generalists but the Manager tends to focus on sectors where it is most likely 
to find opportunities. The Manager is intentionally not trying to cover the whole market nor 
does it have the resources to do so. The Manager will tend to focus on pockets of distress or 
pockets of mis-pricing as a more fertile source of investment opportunities. For example, the 
Manager has been very active in the mining services spaces over the last 12 to 24 months to 
2016 end but literally had not focussed on the sector the five years prior to this period. 

The structure of the team is flat, collegiate and not overly dominated by any one individual, 
the latter of which creates for a flawed investment decision process and structure. If a team 
member has a very strong view on a stock it is generally included in the portfolio, albeit 
with a weighting that may reflect the consensus view on the idea. PM Steve Johnson has 
overwrite rights but it is rare that the team will disagree on whether a stock is an opportunity. 
Rather, where a difference of view occurs it tends to be on the magnitude of the opportunity. 
There are numerous points along the research timeline that the team will discuss an idea and 
whether it is worth continuing to pursue or not. 

In terms of team size and use of resources, the team is clearly small. However, we do not 
view the team as stretched relative to the demands of the investment process and given its 
tendency to narrow its market and sector focus.

The Manager’s skill set has always been around the deep value end of the spectrum and 
often taking a contrarian view on particular stocks, purchasing stocks that have fallen out of 
favour. 
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Steve Johnson is the Chief Investment Officer of Forager Funds Management and is 
responsible for both the domestic and international funds. Steve joined the Intelligent 
Investor business in 2003 and became a significant shareholder in the business in 2004. After 
managing the research business for the next six years, Steve started the funds management 
business that is now Forager Funds Management in 2009 and is now responsible for over 
$250m of investor funds. He has a Bachelor of Economics (Econometrics and Finance) from 
the University of New South Wales and is a CFA Charterholder. 

Daniel Mueller is a senior analyst with the Manager, providing research and analysis on 
Australian stocks. He started his career at KPMG in 1997 as an auditor, followed by various 
accounting roles at Lend Lease and the Commonwealth Bank. In 2003 he transferred to 
the bank’s wealth management division, Colonial First State, as a research manager and 
commenced his career in funds management. He then worked at several boutique fund 
managers as a senior analyst and portfolio manager, joining MMC Asset Management in 
2005 before moving to Cannae Capital in 2007 and then Northward Capital in 2012. His most 
recent position was at Morningstar Australia, which he joined in 2013 to perform company 
specific research and manage model portfolios. He has a Bachelor of Commerce (Accounting 
and Finance) from the University of New South Wales and is both a qualified Charted 
Accountant and a CFA® Charterholder. 

Alvise Peggion: Alvise is an analyst who does most of the dealing and administrative work 
around the office. Alvise passed all three levels of the CFA program, already has a degree in 
Finance (Honours) from the University of Adelaide and is fluent in Italian, Chinese (Mandarin) 
and English. We note that Alvise is not a dedicated resource, rather splits his time between 
the Fund, the Manager’s international equities mandate as well as administrative tasks. 

Key Investment Personnel

Name, Position Years Years with Manager

Steve Johnson, CIO and Portfolio Manager 18 7

Daniel Mueller, Senior Analyst 14 1

Alivse Peggion, Analyst 3 3

INVESTMENT PROCESS
Broadly speaking, the investment process is well established, intuitively sensible, proven over 
long term and clearly articulated by the Team. The small team ensures consistency of process 
and, in this regard, we believe the track record of alpha generation and superior risk-adjusted 
returns is repeatable. 

Investment Philosophy

The Fund’s objective is to achieve superior risk-adjusted equity returns over the long term (5+ 
years). The Team believes this is best achieved by investing in a concentrated, unconstrained 
portfolio at the smaller end of the market cap spectrum where there is greater mispricing 
opportunities and occurrences of stocks that may be out of favour. 

The Manager is very conscious of downside risk, viewing the key risk to investors as the 
permanent impairment of capital, and views this as usually a result of holding companies 
with risky business models as well as overvalued assets. To mitigate this risk, the Manager 
maintains a valuation discipline to make sure it only buys assets when they are attractively 
valued. At the same time they identify and sell overvalued shares out of the portfolio. 
This requires an ability to sell to cash, without necessarily having anything to buy with the 
proceeds. 

The Fund can hold a material degree of cash during periods when there are more assets 
to sell than to buy. Historically the Fund’s cash holding has been relatively high which has 
contributed to an additional degree of downside protection but the flipside is a degree of 
returns may be foregone in a risk-on market environment or when valuations have become 
stretched. The relatively high degree of cash is designed to ensure that the Manager always 
has the ability to purchase a stock without having to first sell down a holding of what may be 
relatively illiquid stocks.  
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Investment Process

The first step in the investment process is to narrow the investable universe down to a list 
of potential opportunities. The sources of good opportunities is broad, but stocks tend to be 
added to the opportunity set from one of three mains sources: stock filters; news and media 
reports; and ASX announcements. The Manager runs a number of filters looking for stocks 
trading at a discount to their underlying asset value, a discount to their maintainable earnings 
or where the whole is trading at a discount to the sum of the parts. The Manager views this 
initial stage as being as much about an investment mentality as it is a process.

Based on the first step, the preliminary findings are presented to the research team and 
an initial decision is made – based on prospective attractiveness of the opportunity – as to 
whether to conduct a full analysis or not. Once a potential investment opportunity has been 
identified, it is put through a more rigorous investment analysis framework that analyses 
the competitive landscape, business strategy, management team, historical financial record, 
balance sheet structure, threats and opportunities and, ultimately, stock valuation. A stock 
that offers an attractive return relative to the risk of capital impairment is added to the list of 
candidates.

Whether or not to add a candidate to the portfolio and how much of the portfolio to invest 
in any one position depends on: the risk/reward trade-off relative to other candidates and 
existing stocks in the portfolio; the correlations between the individual stock and the existing 
portfolio; the impact on the overall risk and expected return of the portfolio. A stock is only 
added to the extent it increases the expected return and/or reduces the overall portfolio risk.

Once a stock has been added to the portfolio it is subject to a process of ongoing review 
and reassessment. Here the Manager looks for changes to the fundamentals of a position 
(whether it has deteriorated or become more attractive), changes to the risk/reward trade 
off relative to other candidates and portfolio positions, and changes to the position size (for 
example through an increase in the stock price).

There is a solid sell discipline, being based predominantly on valuation grounds 
(a consideration of the degree of the prospective return from here and how that stacks up 
against other opportunities and against cash) as well and if the initial investment thesis no 
longer holds. 

Forager’s investment process is summarised in the following diagram:

 

2. Investment analysis:
• quantitative
• qualitative
• valuation and risk

1. Idea generation:
• Stock filters
• News & media
• ASX announcements

Opportunities

Candidates

3. Portfolio analysis:
• attractiveness
• common risks
• opportunity costs

Portfolio  
Position

4. Regular reviews:
• changes to 

fundamentals
• changes to 

position sizes

Portfolio  
Adjustments

Portfolio Construction

Portfolios are constructed without reference to an index or benchmark. The Fund contains 
no restrictions with regards sector weightings or cash allocation. The goal of the portfolio 
construction process is to identify investment actions that can improve the portfolio as a 
whole (reduce risk, enhance return). Where appropriate opportunities cannot be found, 
substantial amounts of cash will be held.

From a top-down perspective, the Manager considers how a stock is exposed to certain 
macro factors and how correlated is that with the rest of the portfolio. This is a qualitative 
assessment rather than using a risk system. The Manager allocates a score from zero to five 
for each individual stock’s exposure to a particular risk factor. At an individual stock level the 
consideration is what is the range of potential outcomes, i.e. a scenario analysis assessment. 
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The Manager will analyse the individual position risk by considering the fundamentals of 
the investment. The Manager will consider for example the following factors in its research 
frameworks: nature of the underlying business; industry in which it operates; quality of 
management stewarding the Fund’s capital, and; nature of the share-register or ownership 
structure.

The wider the potential range of outcomes the less that will be allocated to the stock even 
before considering the portfolio implications wholistically. There are no particular hard stock 
limits (although for compliance reports if something is over 10% the Manager will needs 
to justify the allocation to the compliance committee and anything over 15% would require 
compliance committee sign-off. 

We note that the investment team is significantly invested in the fund – mitigating downside 
risk is seen as extremely important. 

PERFORMANCE ANALYTICS

Summary of analytical results

We note the following regarding the performance of the Fund:

 � Strong track-record of returns, with the Fund consistently outperforming the benchmark 
on both returns and risk metrics and doing so by a significant degree (12.5% p.a. alpha 
over the 5-year period to 31 October 2017). We note the Manager’s international fund 
has mirrored this superior risk-adjusted performance as well, albeit over a relatively short 
time period, testifying to the strength of the firm-wide investment process.

 � The same degree of alpha has been recorded relative to the small cap LIC peer group, as 
monitored by IIR. More specifically, the Fund’s has generated the highest returns relative 
to the peer group over the last three and five years.

 � The attribution of alpha returns has been broad, both by sector and geography. The 
breadth of alpha suggests that it is both investment process and investment skill 
combined that has driven this outperformance.

 � Beta and correlations to the broader market are relatively low. At first glance, this is 
somewhat surprising for a predominantly small caps mandate, but it reflects the very 
stock specific nature of returns more so than general market moves. 

Historic Performance (31 October 2017)

1-year 3-year 5-year Since Inception

The Fund 16.4% 13.8% 21.5% 14.7%

LIC Small Caps Peer Group 12.0% 7.3% 10.0% n/a

All Ords Acc Index 6.6% 4.3% 9.0% 6.6%

Alpha 9.7% 9.5% 12.5% 6.6%
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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
m

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. 

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: management 
and underlying portfolio construction; investment management, product structure, risk 
management, experience and performance; fees, risks and likely outcomes.
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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



(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 
between Independent Investment Research and the user. Users seeking 
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 

DISCLAIMER 
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