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IMPORTANT NOTICE 

Aegis has been commissioned to produce this report. 
Disclaimer & Disclosure of Interests 
 
This publication has been prepared by Aegis Equities Research Pty Limited (“Aegis”) (ACN 085 293 910), an 
Australian Financial Services Licensee (AFSL no. 225072). Aegis has been commissioned to prepare this 
independent research report (the “Report”) and will receive fees for its preparation. The company specified in the 
Report (the “Participant”) has provided Aegis with information about its activities. Whilst the information contained 
in this publication has been prepared with all reasonable care from sources that Aegis believes are reliable, no 
responsibility or liability is accepted by Aegis for any errors, omissions or misstatements however caused. Any 
opinions, forecasts or recommendations reflects the judgement and assumptions of Aegis as at the date of 
publication and may change without notice. Aegis and the Participant, 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 Aegis nor the Participant 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 
publication 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 recipient, without obtaining the prior written consent of Aegis. This report is 
intended for the residents of Australia. It is not intended for any person(s) who is resident of any other country. 
Aegis 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. Aegis 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. 

Structured securities are complex instruments, which may involve a high degree of risk, and are intended for sale 
to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of 
any structured security may be affected by changes in economic, financial and political factors (including, but not 
limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and 
the credit quality of any issuer or reference issuer. High-volatility investments may experience sudden and large 
falls in their value, causing losses when those investments are realised.   

An investor considering purchasing a structured product should conduct their own investigation and analysis of the 
product and consult their professional advisers as to the risks involved in making such a purchase. 

Aegis, 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. Aegis 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 effect 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 Aegis 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.aegis.com.au/Public/Disclaimer.aspx    

For more information regarding our services please refer to our website www.aegis.com.au 
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Australian Managed Investments 

Note:  This report is based on the FSP 
Australian Equities Leaders Fund, PDS, 
dated 20 February 2006, and 
Supplementary PDS dated 1 August 2009
together with other information provided 
by FSP Equities Management as at 
January 2010. 

Managed Investment 

FSP Australian Equities Leaders Fund 
A diversified portfolio employing a style-neutral investment 
selection process  Not  

Recommended  
 Investment 

Grade  
Highly 

Recommended 

 Speculative  Recommended  
 

Offer Overview 
Product Summary 

The FSP Australian Equities Leaders Fund (the Fund) is an unlisted 
unit trust managed by FSP Equities Management (FSPEM or the 
Manager). The Fund aims to deliver positive absolute returns and 
outperform the S&P ASX200 Accumulation Index over a rolling 5- to 
7-year period. To achieve this aim, the Fund is permitted to invest in 
Australian listed shares (primarily S&P/ASX 200 companies, with some
flexibility to invest a portion of the Fund outside of the index); cash, 
up to 50% of total portfolio (with listed fixed-interest securities as a 
subsector of the cash holding); and selected IPOs. The Fund employs 
a multi-faceted investment-selection process involving detailed 
quantitative and qualitative filters with a stock-scoring system 
overlay, which includes the production of a detailed stock report and 
valuation. The Fund is benchmark unaware and style neutral. There 
are no entry or exit fees, nor is there a minimum investment term; 
however, there is a 0.50% buy/sell spread on applications and 
withdrawals, which is in line with industry averages. 

Investment View 
Investor Suitability    

Aegis views an investment in the Fund as suitable for investors with a 
medium- to long-term investment horizon, who are seeking a 
professionally managed domestic fund targeting S&P/ASX 200 stocks 
with the flexibility to utilise the investment team’s conviction to take 
non-index weightings and some small-cap positions. Investors in the 
Fund will be those primarily seeking capital growth with a minimal 
reliance on income returns. Due to the potentially contrarian nature of 
the Fund’s positions, investors should be prepared to tolerate some 
periods of underperformance. Given the relative flexibility of the 
product, which can permit the manager to take conviction positions, 
investors are leveraging the stock-picking skill and experience of the 
funds’ management team. Since inception (March 2006), the Fund has
outperformed its benchmark by 1.0%. Since inception (April 2002), 
the Manager’s longer-running wholesale portfolio, which the retail 
portfolio will generally mirror, has also outperformed the benchmark 
by 2.3% p.a. The Fund is structured as a unit trust, all tax 
benefits/obligations flow through to investors. 

Recommendation 

Aegis has assigned the FSP Australian Equities Leaders Fund with an
Investment Grade rating. 

 

 

 Offer Details 

Offer Period Open ended  

Maturity (years) Open ended 

Min. Investment No Minimum 

Liquidity Daily1 

Distributions Semi-annually 
 
1. Aims to pay redemptions within five working days. 
 

Risk/Return Profile 

Capital Return Income Return 

   

Capital Return 
Volatility  

Income  
Volatility 

   

Risk to Capital  Tax Effectiveness 

   
 

Fees (paid to advisors), incl. GST, %  

Upfront  None 

Ongoing  None 

 
 

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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SWOT Summary 
Strengths 

 Sound portfolio-selection process: The investments undergo both 
quantitative and qualitative screens before being subject to a peer-
review process. The investment philosophy is conducive to 
delivering investors with relatively consistent returns in the medium 
to long term, despite potential short-term volatility. 

 There is a strong alignment of Manager and investor interests. The 
Chief Investment Officer has invested in the Fund, while the 
Manager is entitled to a performance fee if it can outperform the 
benchmark index.  

 The Fund is allowed to maintain up to 50% in cash (including listed 
interest-rate securities) and as such can avoid having to invest in 
overvalued stocks during periods of market exuberance. 

 Weaknesses 
 The bulk of the Fund’s investment team experience is carried by 

two key individuals, the CIO and the Senior Analyst. With the CIO 
commanding a large weighting in the stock-selection decision-
making process, we view the level of key-person risk as high. 

 Portfolio rules limit the portfolio’s holding in any single stock to 10%
of the portfolio value. However, this rule does not apply to stocks 
representing more than 7.5% of the index (i.e. BHP). As such the 
holdings in these companies are limited to twice the market 
weighting or 20% (whichever is lower). This presents a risk of the 
portfolio directing a significant amount of capital to a single stock. 

Opportunities 
 The index-unaware nature of the Fund permits the portfolio to 

maintain no exposure to sectors which are believed to be 
overvalued or generally at risk of a significant deterioration in 
fundamentals. 

Threats 
 The Manager often takes sector views, potentially opting to stand 

out of certain sectors and consciously being overweight in others. 
This may result in periods of relative underperformance, for 
example, if a high cash allocation is taken ahead of a market 
upswing. However, the reverse also applies. 

 Redemptions may be frozen in the event the Fund receives a large 
number of redemption requests, limiting an investor’s ability to exit 
the Fund. We note that no major redemptions have occurred at the 
time of writing of this report. Also at the time of writing, net inflows 
to the Fund remain positive. 

 Product Fees (paid by investors) 

 
Product Sector 

Avg. 

Base Fees, % of Assets 
Upfront 0.0 2.5
Ongoing1 1.33 1.71
Exit 0.0 0.7
Buy/Sell Spread2      0.5 0.5
1. This is the current fee. This fee, as well as the buy/sell 
spread, can be raised from current levels. Prior to any 
alteration of the fees, investors would be given one month’s 
notice. 

2. There are no up-front or exit fees. There is a 0.5% 
buy/sell spread levied when entering and exiting the Fund. 

Total Fees, % of Expected Total Return* 

 
Product Sector 

Avg. 
Upfront 0.0 4.0
Ongoing 13.3 17.1
Exit 0.0 1.8
Total 13.3 22.9

* Based on an average return of 10% p.a. over a 5-year term 

Performance Fees 

A performance fee can be charged at the rate of 
20% of the Fund’s outperformance of the 
S&P/ASX200 Accumulation Index, conditional 
upon returns being positive. We view the 
benchmark index as an appropriate yardstick by 
which to measure the Fund’s performance. The 
fee is paid on a semi-annual basis. No high 
watermark applies.  

Indirect Fees / Product Costs 

Nil.  

Fee Commentary 

The fee structure of the Fund could be 
considered generally in line with the sector 
averages. Investors are subject to a 0.5% 
buy/sell spread and ongoing fees of 1.33%, 
which is not considered excessive for a fund this 
size. Given the Fund must return a positive 
result in absolute terms, as well as outperform 
the benchmark to achieve the performance fee, 
we view the performance fee (20% of the 
Fund’s outperformance of the stated 
benchmark) as acceptable.  

 

 

 

Portfolio Diversification by Sector (as at 31 January 2010) 

 

Discretionary
16.0% Energy

3.2%

Financials
22.6%

Healthcare
0.2%

Info Tech
6.9%

Materials
30.1%

Industrials
15.0%

Staples
1.7%

Telecoms
1.5%

Cash
2.9%

FSPS
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2. Structure 
Product Overview 

The FSP Australian Equities Leaders Fund is an unlisted unit trust. The 
Responsible Entity (RE) for the Fund is FSP Funds Management 
(FSPFM), which has appointed boutique funds manager FSPEM as 
investment manager. As at 31 January 2010, FSPEM had about $56M 
in the retail fund and around $131M in total funds under management. 

The Fund’s investment universe includes Australian listed shares, cash,
fixed-interest securities and IPOs. The Manager employs a multi-
faceted investment-selection process consisting of both quantitative 
and qualitative screens, culminating in the compilation of a detailed 
report and valuation of each individual investment candidate. The 
Manager is style neutral and benchmark unaware, seeking to compile 
a portfolio of mispriced stocks rather than maintaining market weight 
positions. The Fund typically aims to hold investments for a two- to 
three-year time horizon, limiting portfolio churn. The portfolio will 
typically consist of 30-70 individual stocks with a maximum 10% 
allocation to any one stock (with the exception of any stock 
commanding an index weighting of more than 10%). Distributions are 
to be paid semi-annually. White Outsourcing has been retained to 
monitor the portfolio’s positions daily in order to ensure that the Fund 
operates within its stated portfolio rules. 

There are no entry or exit fees; however, a 0.50% buy/sell spread is 
charged upon entry and exit of the Fund. An annual Indirect Cost Ratio
(ICR) of 1.3325% is levied against the total asset value of the Fund 
(essentially a management and cost-recovery fee). An outperformance 
fee will also be charged at the rate of 20% of the Fund’s 
outperformance of the benchmark index, conditional upon returns 
being positive. The Fund typically pays redemptions within five 
business days of receipt of a written request; however, redemptions 
can be suspended under certain conditions. 

The Fund is permitted to use derivatives to hedge risk. Derivatives 
may not be used to lever the Fund or to create net short positions. 

 Key Exposure 

Underlying 
Exposure: 

The Fund’s portfolio composition 
can vary within the following 
ranges: 

 50%-100% Australian 
Equities 

 0%-50% Cash 

 0%-10% Fixed Interest (to 
be included in the cash 
holdings) 

 0%-10% IPOs 

FX Exposure: No direct exposure 
 

 

Exit Details 

Exit Facility: Redemptions are available daily 
and are generally paid within 
five working days. The 
redemption price per unit is 
calculated as the Fund’s NAV 
divided by the total number of 
units in the Fund, adjusted for 
the 0.5% buy/sell spread. 

Holder Early 
Redemption: 

N/A 

Issuer Early 
Redemption: 

If an early-termination event 
occurs, the Issuer will give 30 
days’ notice to investors. Units 
will be redeemed at the fair 
economic value of the units 
minus any costs associated with 
the termination of the 
investment, including break 
costs and administrative costs. 

  

Investment Structure  

 

Investor

Financial Planner

FSP Equities Management
(Investment Manager)

FSP Funds Management
(Responsible Entity)

Unit Price
(Daily)

Distributions
(Half Yearly)

Not Reinvested Redemption
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Product Leverage  

Used: None 

Capital Protection  

Method: None  

Tax  

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

Capital gains: Capital gains tax (CGT) is likely to apply upon sale of units in the Fund. Investors will likely be eligible 
for the 50% CGT discount upon sale of units, if held for more than 12 months.  

Distributions: All income and realised capital gains will need to be included in the assessable income of investors. 

Foreign Income Fund (FIF): No 

Legal Structure  
Wrapper: Unlisted Unit Trust 

Custodian: Australia and New Zealand Banking Group Limited 

Responsible Entity: FSP Funds Management Limited 

Offer Document: The PDS, dated 20 February 2006, and Supplementary PDS dated 1 August 2009. 

Returns  

Capital vs. Income: Returns are expected to be primarily derived from capital growth. The level of capital returns will be 
dependent upon the performance of the underlying stocks in the portfolio. Income distributions from 
the Fund will be dependent upon the level of dividend income generated by the underlying portfolio. 

Income Frequency: Semi-annually 

Foreign Currency Risk: No direct exposure 

Investor Leverage  

Available: None 

Recourse: n/a 

Risks For additional risks please refer to the Risks section on page 11 of the PDS. 

Investment Manager Risk: The Fund’s returns are dependent upon the Manager’s investment decisions. Poor decisions made by 
the FSP investment team will negatively impact the Fund’s performance.  

Market Risk: The Australian market can fall as a result of economic, technological, political, regulatory factors as 
well as a number of other events, negatively impacting returns to investors in the Fund.   

Portfolio Risk: The portfolio does not attempt to replicate an index nor does it attempt to maintain sector weightings. 
The ability of the portfolio to take large positions in cash may result in the portfolio weightings 
deviating significantly from market-weight positions. 

Redemption Risk: The Fund may freeze redemptions to investors if it is unable to satisfy the level of requests.  

Key Person Risk: The Fund is managed by a boutique investment firm, which relies on the knowledge and experience of 
its Chief Investment Officer in the research and stock-selection process. Therefore the Fund may be 
adversely affected by the departure of this individual. 

Derivative Risk: The Manager may employ the use of derivatives in managing the portfolio. Risks associated with such 
a strategy may include but may not be limited to deterioration in the value of the derivatives or failure 
of the derivative to move in line with the underlying asset. Investors should note that the Manager 
does not intend to employ the use of derivatives. 
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3. Management & Corporate Governance 
 

Board of Directors 
 The Board of FSP Equities Management (the Manager) consists of Dr Frank Wolf, Mr Robert 

Swil and Mr Ronni Chalmers. Mr Chalmers holds a minority interest in FSPEM and is also the 
Chief Investment Officer of the boutique funds’ management firm. The majority stake in 
FSPEM is held by FSP Group, which is wholly owned by ING Australia which was recently 
acquired by the ANZ Banking Group. FSP Group also owns FSPFM (the responsible entity for 
the fund). Dr Wolf is the Chairman of the FSP Group. He co-founded Abacus Property Group 
in 1996, serving as Executive Deputy Chairman of the company since listing in November 
2002, before assuming the role of Managing Director in October 2006. Dr Wolf has over 20 
years’ experience in the property and financial services sector across several countries. Mr 
Swil is a Director and CEO of FSPEM and is also responsible for Corporate Governance and 
Finance for the FSP Group. He has previously held senior positions across several financial 
institutions, including: Group Strategy Manager at National Mutual Life, Managing Director of 
Australian Casualty and Life and Managing Director of FAI Life Limited (prior to its acquisition 
by Tower Australia Ltd). Mr Swil is currently a Director of Hannover Life Re of Australasia. 

 

Investment Team 
 Ronni Chalmers (Chief Investment Officer) 

Mr Chalmers leads the investment team and has been working in the funds’ management 
industry for the past 29 years. In 1980, he commenced his career in the investment 
management division of Bankers Trust, where he remained until 1990 as an Associate 
Director of the funds’ management department. Over the following 10-year period Mr 
Chalmers managed funds on behalf of several Australian and international financial 
institutions. He holds a Bachelor of Commerce in Accounting and Finance as well as a F FIN. 

 Robert Gregory (Senior Equities Analyst) 

Mr Gregory graduated with an honours degree in Commerce, majoring in Economics and 
Finance. He also holds a graduate Diploma of Applied Finance and Investment from FINSIA 
and has completed levels I and II of the CFA program. He has broad experience across 
several financial sectors, having started in the Colonial graduate program before commencing 
a role as an analyst for US-based consultancy Stern Stewart. In 2003, Mr Gregory joined 
Linwar Securities as a small-cap analyst before moving to Aegis Equities Research, where he 
worked for two and a half years as an industrial company analyst. He then joined FSP as a 
senior analyst in May 2007. 

 Vincent Cook (Equities Analyst) 

Mr Cook holds a Bachelor of Laws and a Bachelor of Arts double degree from the University of 
Auckland. He is currently completing a Graduate Diploma of Applied Finance and Investment 
from FINSIA/Kaplan. Mr Cook joined FSP in 2005 and has been working closely with Mr 
Chalmers, gaining knowledge and experience across listed investment markets. 

 Jake Bowmer (Equities Analyst) 

Mr Bowmer holds a Bachelor of Commerce, having majored in Finance and Economics, and is 
currently a candidate in the CFA program. He joined FSP in April 2008, prior to which Mr 
Bowmer worked as a risk analyst at Deloitte Touche Tohmatsu, specialising in the financial 
services industry. 

 
Alignment of Interest 

 Aegis has been informed that the key member of the investment team, CIO Ronni Chalmers, 
has a significant investment in FSPEM’s funds and as such is directly affected by the 
performance of the funds for which he is responsible. FSPEM’s income will generally be 
delivered via the management fee (ICR); however, FSP’s earnings can be enhanced by 
successfully outperforming its benchmarks and hurdles to trigger the payment of a 
performance fee. We therefore consider the interests of investors and management to be 
closely aligned. 
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4. Investment Process 
 

Investment Philosophy / Objective 
 The objective of the Fund is to create an investment vehicle that offers investors a return 

above that of the S&P/ASX 200 Accumulation Index over a rolling five- to seven-year time 
horizon. The Fund also aims to deliver positive absolute returns rather than aiming only to 
outperform the benchmark index. Whilst the Fund will consist primarily of S&P/ASX 200 
companies, it has the scope to invest a portion of its capital outside of the index, allowing 
investors to gain the benefit of the stock selection talents of the investment team. The 
Manager is benchmark unaware, allowing the portfolio to capture the best investment ideas of
the investment team without the constraint of maintaining certain index weightings. Given 
the Fund is long only and index unaware, it has the ability to take large cash positions during 
times of market weakness, permitting the protection of investor capital. The fixed-interest 
component of the cash allocation is typically held in interest bearing bank deposits, however 
the manager has previously held cash in highly rated, ASX-listed corporate debt instruments 
and hybrids. 

 Typically the portfolio will hold 30-70 stocks that the investment team believes have been 
mispriced by the market. The stock-selection process (which is discussed in greater detail 
below) involves the use of both quantitative and qualitative filters, culminating in the creation 
of a detailed stock report and valuation. This process ensures the Fund does not favour a 
value or growth biased funds’ management style. The portfolio typically contains a mix of 
stocks with different value drivers, which achieves a more style-neutral outcome. The 
Manager believes risk is mitigated by a rigorous stock-selection process and careful 
monitoring of positions rather than through the replication of index weightings. The Fund is 
expected to generate the bulk of its returns via capital appreciation rather than through 
dividend income. The Fund typically holds its positions for a two- to three-year timeframe 
and, as such, portfolio turnover is limited. 

 

Investment Process 
 The investment management team seeks to identify stocks with an above-average EPS 

growth profile, below-average P/E multiples, below-average price to cashflow multiple and an 
increasing return on capital. In order to achieve this, the investment team maintains a 
database, which includes internally generated research reports on most S&P/ASX 200  
companies, as well as conducting analysis on selected companies outside of the index to 
locate small-cap investment opportunities. 

 The investment process involves the following steps: 

 1. A quantitative filtering process eliminates stocks that do not fit with the Manager’s 
investment philosophy and objectives. As such, companies possessing certain 
characteristics such as above-average P/E ratios, low interest cover ratios, high gearing 
levels and below-average earnings growth profiles are filtered out at this point. 

 2. A qualitative screen is then applied to the remaining investment targets in order to 
determine whether the stock is being undervalued by the market or justifiably sold down. 
The qualitative assessment focuses primarily on management quality, market position, 
barriers to entry and the prospects of the sector in which the company operates. This is 
established through meetings with management and the management of the investment 
target’s key competitors, the collection of sector-specific publications and sector-specialist 
research, as well as communication with the investment team’s network of industry 
contacts. 

 3. Upon completion of both the quantitative and qualitative screening processes, a detailed 
research report is drafted. This report encompasses the earnings forecasts prepared by 
the analyst, an analysis of the key issues that will drive the stock's performance, including 
revenue and profit margin assumptions, free cashflow generation, balance sheet strength, 
competitive position, management quality. An earnings sensitivity analysis, assessment of 
key catalysts (both positive and negative), full valuation and analyst opinion are also 
included as part of each stock-specific report. 
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 4. Following the completion of the detailed analysis, the investment case for the target 
company is subject to discussion and debate by the entire investment team. The robust 
debate is designed to uncover any flaws in the analyst’s investment case for the stock and 
to aid in determining how much capital to allocate to the investment should it be included 
in the portfolio. Whilst all members on the investment committee have input as to whether
the stock should be added to the portfolio, the Senior Analyst and CIO carry the most 
weight (and in essence the final word) in the stock-allocation and decision-making 
process. All stocks, whether or not they are admitted to the portfolio, remain on the 
Manager’s watch list for ongoing monitoring. 

 
Figure 1. Investment Selection Process  

 

 
 

Source: FSP/Aegis Equities Research 

 

Methodology  
 We consider the methodology employed by the Fund for stock selection to be theoretically 

sound. The quantitative stock-selection criteria are likely to result in the Fund’s portfolio 
comprising a mix of stocks trading below their intrinsic value (typically found in a value-
biased portfolio) as well as stocks with above-average earnings growth prospects (as typically 
found in a growth-biased portfolio). The screening process should ensure the Fund is 
underweight (or entirely out of) highly geared companies. This should result in a generally 
conservative portfolio, which may possess a contrarian view. The qualitative screens should 
serve to filter out the companies that are flagged as undervalued by the quantitative filters 
but have been sold down by the market due to flawed business models, questionable 
management quality or structural concerns within the sector, among other things. Robust 
debate amongst the investment team regarding final stock selection should serve to uncover 
any further potential risks or rewards not reflected in the standard screens or analyst report.  

 Once a stock has entered the portfolio it is continuously monitored against the analyst’s 
original expectations of performance and against the expected milestones and catalysts 
outlined at the time of inclusion. Stocks are generally held for two to three years; however, a 
high level of short-term outperformance may see weightings reduced, while short-term 
underperformance will also trigger a review and may see the stock discarded from the 
portfolio. There are specific triggers which will result in an automatic review of an investment. 
These include: 1) the stock reaching its expected price target; 2) a shift in the fundamentals 
of the either the company or the sector in which it operates; 3) a poor acquisition or 
allocation of capital not viewed as being in shareholders’ best interests; or 4) a 20% decline 
in the share price versus purchase price. 

 In the event a review is triggered, the analyst is required to review the stock, including 
writing a new stock report and valuation. The investment committee will then discuss the 
report with particular emphasis on the potential concerns surrounding the company. Investors
should note that, if the investment committee determines that value is present and the 
investment case for the company remains sound, a falling share price will not automatically 
result in a stock being discarded from the portfolio. 

Company 
Identification

Sources of ideas:

• Internal analyst
ideas

• Company 
meetings

• Attending 
conferences

• Broker sector analysis

• Universe of ASX listed
stocks

Investment 
Committee
Meeting

Discussion aimed at:

• Uncovering flaws 
or gaps in analyst
research

• Linking themes
across sectors

• Determining if stock 
suitable for portfolio 

• Determining level of
Capital to allocate

• Review holding where
stock reaches price
target

Report, Valuation and
Stock Selection

Analyst prepares
report including:

• Earnings forecasts

• 12-month price target
• Geographic and

sector exposures
• Full valuation
• Share price catalysts
• Price target exceeds

stock price by 20%
• Risk/return profile

• Balance sheet
strength

Quantitative 
Filters

Seeking 
investments with:

• Above average 
EPS growth profile

• Below average 
P/E’s

• Increasing return 
on capital

• Below average 
price/cashflow 
multiples

Qualitative 
Filters

Seeking 
investments with:

• Strong business
model

• Strong management

• Solid sector outlook
• Barriers to entry
• Cashflow generation

and low debt
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 The portfolio is currently fully invested with cash representing 2.9% of the fund. The fund is 
overweight Industrials, Consumer Discretionary, Information Technology and Materials and 
underweight Financials, Telcos, Healthcare, Energy and Consumer Staples , while continuing 
to maintain no exposure to Infrastructure, Utilities and Property Trust sectors (as outlined in 
Figure 2). The top ten equity holdings of the portfolio are shown in Figure 3. 

 
Figure 2. Sector Weightings as at 31 January 2010 

   Fund Weight Index Weight Fund V Index 

Cash 2.9% 0.0% 2.9% 

Discretionary 16.0% 3.9% 12.1% 

Energy 3.2% 7.0% -3.7% 

Financials 22.6% 40.4% -17.8% 

Healthcare 0.2% 3.4% -3.2% 

Info Tech 6.9% 0.7% 6.2% 

Materials 30.1% 24.7% 5.3% 

Industrials 15.0% 6.5% 8.4% 

Staples 1.7% 8.3% -6.6% 

Telecoms 1.5% 3.9% -2.5% 

Utilities 0.0% 1.3% -1.3% 
 

 Source:  FSP and IRESS 

 
Figure 3. Top Ten Holdings as at 31 January 2010 

 Company Portfolio Weighting Market Weighting 

BHP Billiton 10.1% 12.5% 

Westpac  8.6% 6.7% 

Commonwealth Bank of Australia 7.9% 7.7% 

Flight Centre 4.6% 0.1% 

SMS Consulting 4.2% 0.0%* 

JB Hifi 3.7% 0.2% 

NRW Holdings 2.6% N/A 

Hastie Group 2.6% 0.0%* 

Mineral Resources 2.5% N/A 

Cash 2.9% 0.0% 

OneSteel 2.4% 0.4% 
 

 * rounded down 
Source:  FSP 
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5. Performance Analytics 
 Since inception in March 2006 (to 31 January 2010), the FSP Australian Equities Leaders Fund

(retail) has outperformed the S&P/ASX 200 Accumulation Index by 1.0% p.a. The 
performance reflects the Manager’s strategy in generating above-benchmark performance 
over a typical investment cycle of two to three years. The Fund is targeting above-benchmark 
returns over a five- to seven-year time horizon and therefore we believe that the longer dated
performance of the fund is a better gauge of the performance.  

 Of the almost four years since the Retail Fund’s inception (to 31 January 2010), it has 
outperformed the benchmark index in three of those years. The recent outperformance 
reflects the Fund’s overweight position in Industrials, Discretionary,  Information Technology  
and Materials sectors, which have been the best performing sectors in the S&P/ASX 200 over 
the past six and twelve months. The Fund has generated a return since inception in excess of 
its benchmark with volatility only marginally above that of the S&P/ASX 200. The Fund also 
had 49% of its portfolio invested ten stocks. Therefore the performance of the Fund is a result
of the stock picking performance of the manager.  

 The manager maintains that its ability to select stocks utilising its investment process, 
outlined in Figure 1, provides a platform for outperformance of the S&P/ASX 200 with 
volatility which is not significantly greater than the index. 

 
Figure 4. Historical Performance (as at 31 January 2010) 

 
Return (% pa) FSP Retail Fund 

ASX200  
Accumulation Index 

6 months 15.5 9.8 

1 year 40.3 35.2 

2 years -8.1 -5.7 

3 years -4.4 -3.4 

Since inception 2.7 1.7 
 

 
Source:  FSP 
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